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Introduction

Conduct and culture have become

a key focus of insurance regulators
and governing bodies in recent
years. The International Association
of Insurance Supervisors (IAIS), a
voluntary membership organisation of
Insurance supervisors and regulators,
has highlighted these key areas as
part of its 2020 — 2024 Strategic Plan.
As part of its plan, the IAIS calls for

a more comprehensive approach to
conduct risk to be adopted by insurer
supervisors; noting that conduct and
culture issues within the insurance
industry have the potential to lead

to financial soundness and stability
concerns. Therefore, both conduct
and culture should be of utmost

Importance to insurers.

Consequently, the |IAIS recently released a report’
on the use of key indicators by its members in
assessing insurer conduct. The report is based on
a survey of IAIS members conducted between
December 2020 and February 2021. It examines
members' current approaches to insurance
supervision and challenges faced by members

in relation to the use of key indicators when
assessing insurer conduct. Key findings from the
report are summarised as follows:

1 Report-on-Supervisors-Use-of-Key-Indicators-to-Assess-InsurerConduct.pdf (iaisweb.org)

Significant challenges for supervisors in assessing
insurer conduct risk including:

e poor prioritisation of conduct related issues; and
e an inability to provide good quality conduct risk data.

Supervisors are introducing new measures as a result
of the COVID-19 pandemic addressing:

e data collection and conduct reporting processes; and
® new governance requirements.

Following the release of this report the IAIS is developing
practical guidance for its members on key indicators used
in assessing insurer conduct, which it expects to publish
in Q1 2023. This guidance will give supervisors the
necessary tools to proactively monitor conduct risks and
enable responses to emerging conduct trends and risks
in a more timely manner. Therefore, insurers will need to
anticipate the guidance, and take the necessary steps to
address the supervisors’ concerns as conduct risk comes
under increased focus by the regulators.


https://www.iaisweb.org/uploads/2022/06/Report-on-Supervisors-Use-of-Key-Indicators-to-Assess-Insurer-Conduct.pdf

Overview

The |IAIS surveyed approximately 24% of its members (51
authorities) across both developed jurisdictions, and emerging
markets and developing economies (EMDE). The |AIS found that
the majority of supervisors surveyed have formalised powers and
frameworks in place to collect conduct data from both insurers
and third parties (such as industry associations, intermediaries,
ombudsmen etc.), with most supervisors using a combination of

guantitative and qualitative data analysis methodologies.

Supervisors surveyed also indicated that they collect conduct risk data for a variety of
purposes, including:

e reactive supervision (e.g. identifying potential misconduct);
e preventative supervision (e.g. issuing regulatory guidance and education to insurers); and

e proactive supervision (e.g. thematic reviews for early identification of conduct issues). Most
supervisors use a combination of these reactive, preventative, and proactive measures when
monitoring conduct risk.

The key findings of the IAIS report are as follows:

D | 1. Prioritisation of conduct risk:
—_ @ Poor prioritisation of conduct related issues by insurers was identified as the top challenge
= U encountered by supervisors;
/] | 2. Availability and quality of conduct risk data:
_—t> Insufficient infrastructure leading to insurers’ inability to provide requested data, and poor quality of data
<: — received, along with varying interpretations of data requested were all identified as challenges faced by
| supervisors when interpreting conduct data collected from insurers and third parties;
E ] 3. Use of data for intervention, education and enforcement:

1) A significant number of supervisors surveyed use conduct data to inform product interventions
and consumer education initiatives, in addition to identifying potential misconduct and supporting
formal enforcement measures;

1 4.The importance of claims and complaints data:

Claims and complaints data are key sources of information used by supervisors when assessing insurer
@ conduct risk and outcomes (such as customer experience, quality of service, and quality of advice
amongst others), reflecting the maturity and prevalence of these topics within the insurance industry; and

4l 5. Use of supervisory technologies:
The uptake of supervisory technologies used in conduct supervision is still in a relatively early
stage in most jurisdictions.




The IAIS also collected information relating to conduct
data specifically arising from the COVID-19 pandemic.

A significant number of supervisors surveyed indicated
that they either have no intention to change their
approach to conduct supervision, or that they were

not yet in a position to determine if such changes

are required, as a result of the pandemic. However, a
number of supervisors indicated they will be introducing
measures as a result of the pandemic, including:

e The acceleration of streamlining and
digitising of conduct reporting processes;

e The introduction of regular collection of
financial inclusion data from insurers; and

¢ The introduction of new product
governance requirements.

These new measures will help alleviate challenges
which supervisors faced during the pandemic, and
assist supervisors in maintaining effective oversight
of insurer conduct risk.

Overall, the IAIS report highlights the need
for insurers to give due consideration

to conduct risk and is indicative of what
lies ahead for the insurance industry.
Insurers will be expected to invest in their
infrastructures, cooperate with supervisors,
and embed conduct risk as a key part of
their culture to ensure the safeguarding

of customers. This is to ensure both that
regulatory expectations are met, as well

as ensuring the stability and financial
soundness of insurers.




Next Steps

In order to assist supervisors proactively monitor conduct risk and enable more timely
responses to emerging conduct trends and risks, the IAIS is developing practical guidance
for its members on key indicators used in assessing insurer conduct. The |AIS expects to
publish this guidance for members in Q1 2023.

Insurers should prepare for this by asking the following questions of their business:

e |s conduct risk and its implications, both regulatory and reputational, given sufficient
priority within the business agenda?

e |s the required infrastructure to collect and monitor conduct risk data established?

¢ |s the data required to assess conduct risk of sufficient quality? Does it address the
right conduct risk metrics and is it collected adequately?

e Are the regulators’ requests for information and data relating to conduct risk adequately
addressed and sufficiently managed?

HowKPMG can help

With extensive experience in conduct risk, and regulatory support across the financial
services sector, including the insurance industry, KPMG is uniguely placed to assist you in
the following areas:

e |mplementation of a Conduct Risk Framework that ensure risks are adequately controlled
and recorded;

e Guidance on regulatory expectations and industry practice in terms of conduct risk;

e Application of our specially designed data-led Risk Assessment Framework to assist in
managing conduct risk using quantitative data overlaid with qualitative key performance
indicators;

e Guidance on the most up to date culture practices combining the expertise of our People
and Change and Risk Consulting Practices, as well as our culture Subject Matter Experts
across our KPMG global network; and

e |mplementation of KPMG's tried and tested methodologies including KPMG's Behaviour
and Culture toolkit, and four phase approach that have been successfully integrated
across multiple organisations and adopted by the Dutch National Bank (DNB).




Contactus

Gillian Kelly

Partner and Co-Head of
Consulting, KPMG in Ireland
t: +353 87 744 1120

e: gillian.kelly@kpmg.ie

Brian Morrissey

Head of Insurance & Actuarial
KPMG in Ireland

t: +353 87 744 1220

e: brian.morrissey@kpmg.ie

Shane Garahy

Director

KPMG in Ireland

t: +353 87 050 4848

e: shane.garahy@kpmg.ie

Brid Cannon

Director

KPMG in Ireland

t: +353 87 050 4334

e: brid.cannon@kpmg.ie

Emma O’Donnell
Manager

KPMG in Ireland KPMG in Ireland

t: +353 87 050 4234 t: +353 87 050 4585

e: aine.macdonnell@kpmg.ie \& e: emma.odonnell@kpmg.ie

Aine MacDonnell
Director

000

kpmg.ie

© 2022 KPMG, an lrish partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International
Limited, a private English company limited by guarantee. All rights reserved.

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.

The KPMG name and logo are registered trademarks of KPMG International Limited (“KPMG International”), a private English company limited by guarantee.
If you've received this communication directly from KPMG, it is because we hold your name and company details for the purpose of keeping you informed on

a range of business issues and the services we provide. If you would like us to delete this information from our records and would prefer not to receive any
further updates from us please contact unsubscribe@kpmag.ie.

Produced by: KPMG's Creative Services. Publication Date: July 2022 (8446)



