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COOK ISLANDS FINANCIAL SUPERVISORY COMMISSION

INSURANCE CODE 2009

PURSUANT to section 96 of the Insurance Act 200& Financial Supervisory
Commission hereby makes the following Code.
PART |
PRELIMINARY

1. Title and commencemenrtThis Code may be cited as the Insurance Cod@ 200
and comes into operation on [date].

2. Application of Code- (1) Subject to subparagraph (2), this Code appto the
extent specified, to:

(@) licensed insurers;
(b) licensed insurance managers; and
(c) licensed insurance intermediaries.

(2) The provisions of this Code specified in Stile 2 are disapplied
or modified to the extent specified in the Scheduilé respect to —

(@) aninsurer holding a category B insurance teeand
(b) an approved external insurer.
(3) The Provisions of Parts 4 and 5 of this Cgglecified in Schedule 3
are disapplied or modified with respect to a li@hgxternal insurance intermediary

to the extent specified in the Schedule.

3. Definitions— (1) Unless the context otherwise requiresthierpurposes of this
Code —

“Act” means the Insurance Act 2008;

“admissible asset” means an asset specified inedidd 1 as an
admissible asset;

“board”, in relation to a company, means —

(@) the board of directors, committee of managemeaotincil or
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other governing authority of the company; or
(b) if the company has only one director, that ctve
“calendar quarter” has the meaning specified irpawgraph (2);

“capital resources”, in relation to a licensed nespmeans the aggregate
of the insurer’s admissible assets;

“connected person” has the meaning specified iagraphb;
“Cook Islands office” means —
() in the case of a licensed insurer that hageggosy A licence, its
principal office in the Cook Islands as notified tine

Commission;

(b) in the case of a licensed insurer that hagegoay B licence, the
office of its representative in the Cook Islands;

(c) in the case of licensed insurer that has agoayeC licence, the
office of its insurance manager in the Cook Islands

“dollar” or “$", unless expressly provided otherejsmeans the New
Zealand dollar;

“financial year” has the meaning specified in gaeph45;

“group”, in relation to a company, means a grougahpanies of which
the company is a member within the meaning of pag}(3);

“holding company” has the meaning specified in geaph4(2);
“Insurance Regulations” means the Insurance Ragun&a2009;
“key functionary” has the meaning specified in pegh6;

“licensed external insurance intermediary” meanseaternal insurance
intermediary who holds an insurance intermedialigence;

“licensed insurer” includes an approved externalurer, and “licensee”
shall be construed accordingly;

“licensee” means a person who holds —
(&) aninsurer’s licence;
(b) an insurance intermediary’s licence; or

(c) an insurance manager’s licence;
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“outsourcing” means an arrangement between a kee@d a service
provider whereby the service provider, or anotherspn acting for
the service provider, undertakes an activity ommtiouing basis that
would normally be undertaken by the licensee, andsburce” shall
be construed accordingly;

“representative” means the person appointed undeagpaph 8 of
Schedule 2 as the representative of an insurerirfgplal category B
licence;

“senior management”, when used with respect tacentiee, means the
senior managers of the licensee collectively or rehitne context
requires, those senior managers having respomgilfdr particular
senior manager functions and, in the case of ande@ insurer
required to appoint a licensed insurance manageriudes the
licensed insurance manager appointed,;

“senior manager”, in relation to a licensee, meamindividual employed
under a contract of employment who —

(a) acts as chief executive officer, or the eq@malinder a different
name;

(b) holds any position in which he is answerabtedtly to the board
or the Chief Executive; or

(c) has responsibility for either or both of théddwing functions:
(i) compliance, including anti-money laundering qiance;
(i) internal audit;

“service provider”, in relation to an outsourcingangement, means any
person other than —

(a) adirector of the licensee acting in his cayaas a director; or

(b) an employee of the licensee acting in his c#paas an
employee;

“solvency margin” has the meaning specified in geaph13;
“subsidiary” has the meaning specified in paragréi;
“technical provisions”, in relation to an insureameans the amount

provided for in the insurer's balance sheet to nti@éilities arising
out of insurance contracts that it has entered into
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(3) For the purposes of this Code, a year isdéwiinto the following
four calendar quarters —

(@ 1 Januaryto 31 March;

(b) 1 April to 30 June;

(c) 1 Julyto 30 September; and
(d) 1 October to 31 December.

(3) Except as provided in subparagraph (1), aoydwor term that is
defined in the Act or the Regulations has the sara@aning in this Code.

4. Meaning of “subsidiary”, *holding company” and Gup” — (1) A company
(the “first company”) is a subsidiary of anothemngmany (the “second company”), if

(@) the second company is —

() a member of the first company and whether alare
pursuant to an agreement with other members, dsrdro
majority of the voting rights in the first company;

(i) a member of the first company and has the trigh
appoint or remove a majority of the board of thestfi
company; or

(i) the holding company of another company whisha
holding company of the first company; or

(b) the first company is a subsidiary of a compamch is itself
a subsidiary of the second company.

(2) A company is the holding company of anott@mpany if that other
company is its subsidiary.

(3) “Group”in relation to a company (the “firsompany”), means that
company and any other company that is —

(&) aholding company of the first company;

(b) a subsidiary of the first company;

(c) asubsidiary of a holding company of the fasmpany;
(d) aholding company of a subsidiary of the fasmpany;

(e) acompany in which the first company, or a canmypspecified
in subparagraph (a), (b), (c) or (d) has a sigaiftanterest.
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5. Meaning of “connected persor’(1) A person (the “first person”) is connected
with another person (the “second person”) if thstfperson —

(@) being an individual, is a relative of the setperson;

(b) is a partner of a partnership of which the selcperson is a
partner;

(c) is a company of which the second person isracttr or
employee;

(d) is a company that is the holding company oulasgliary of
the second person;

(e) is a director or employee of the holding compaar a
subsidiary, of the second person;

(H has a significant interest in the second person

(2) For the purposes of subparagraph (1), arvithgdl’'s relatives are
his spouse, parents, siblings, children (includitepchildren) and their descendants.

6. Meaning of “key functionary> For the purposes of the Act and this Code, the
following are key functionaries of a licensee:

(@) asenior manager of the licensee;

(b) an insurance manager, in the case of a licenssdrer
required to appoint an insurance manager;

(c) an auditor, in the case of a licensee requice@ppoint an
auditor,;

(d) an actuary, in the case of a licensed ins@guired to appoint
an actuary.

7. Persons qualified to act as audito(1l) An individual is qualified to act as the
auditor of a licensee if the individual —

(@) is a member of a professional body specifiedubparagraph

(2);

(b) is qualified or entitled by the professionabligaf which he is
a member to undertake audits; and

(c) inthe case of a licensed insurer, is notétaay.

(2) The following professional bodies are spediffor the purposes of
this paragraph:
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(@) New Zealand Institute of Chartered Accountants;

(b) Institute of Chartered Accountants in Australia

(c) CPA Australia;

(d) Institute of Chartered Accountants in England &vales;

(d) Institute of Chartered Accountants of Scotland;

(e) American Institute of Certified Public Accounts; and

(h) such other professional body as may be recednis/ the
Commission for the purposes of this paragraph case by
case basis.

(3) A partnership is qualified to act as the &mdof a licensee if a
majority of the partners are individuals qualifiexl act as the auditor of a licensee
under subparagraph (1).

(4) A body corporate is qualified to act as theitor of a licensee if the
body corporate is controlled by individuals qua&iifito act as the auditor of a licensee
or partnerships qualified to act as the auditax bensee under subparagraph (3).

8. Persons qualified to act as actuaryl) A person is qualified to act as the

actuary of a licensed insurer if he is a membea @rofessional body specified in
paragraph (2).

(2) The following professional bodies are spedifior the purposes of
paragraph (1):

(@) New Zealand Society of Actuaries;

(b) Institute of Actuaries of Australia;

(c) Institute of Actuaries in England and Wales;

(d) Faculty of Actuaries in Scotland;

(e) Society of Actuaries (United States);

() Casualty Actuarial Society (United States);

(g) such other professional body as may be recednis/ the

Commission for the purposes of this paragraph case by
case basis.
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PART 2

PRINCIPLES FOR BUSINESS

9. Principles for business A licensee shall conduct its business in accméa

with the following seven principles for business —

V1.

VII.

A licensee shall conduct its business with initgg

A licensee shall have due regard for the irger®f its customers and shall
protect its customers assets when it has custothyeai and shall manage
conflicts of interest fairly.

A licensee shall take reasonable care to asgaand control its business
and affairs effectively and have adequate risk mgameent systems in
place.

A licensee shall maintain adequate financiaogces, including capital
and capital resources as appropriate, taking iotount the nature, size,
complexity and diversity of its business and tis&sithat it faces.

A licensee shall be transparent in its busirs@ssEngements.

A licensee shall deal with the Commission in @en and co-operative
manner.

A licensee shall not make statements that amsleading, false or
deceptive.
PART 3

PROVISIONS APPLICABLE TO LICENSED INSURERS

Financial Resource Requirements

10. Application of financial resource requiremenrt®aragraph%lto 19 apply to a

licensed insurer that holds a category A or a cate@ licence and a reference in
those paragraphs to a “licensed insurer” is a eafeg to a licensed insurer that holds
a category A or a category C licence.

11. Licensed insurer to maintain adequate capitaluess- (1) A licensed insurer

shall —

(@) ensure that, at all times, it maintains itsitehpesources at a
level that is adequate to support its insurancénkess, taking
into account the nature, size, complexity and dingrof its
business and its risk profile; and

(b) maintain adequate systems and controls to moaitd assess

-10 -
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the adequacy of its capital resources on an onguasd.

(2) The board and senior management of a licemseder shall make
their own determination of the capital resourceat thre reasonably required to
support the insurer's business, taking into accotid matters specified in
subparagraph (1)(a), and shall ensure that thedrisicapital resources are increased
where appropriate.

(3) On at least an annual basis —

(@) the senior management of a licensed insurd¥ relpert to the
board on the scope and performance of the systemds a
controls established to monitor and assess therdrisu
solvency margin and its capital resource requirdmemd

(b) the board shall review those systems and clsntaiing into
consideration the report by senior management.

12. Minimum capital requirement and minimum sharehdddéunds — (1) The
prescribed minimum capital requirement for a lieshmsurer is —

(@ in the case of an insurer holding a categorylioknce,
$200,000; and

(b) in the case of an insurer holding a categorylidgnce,
$100,000;

or an equivalent sum in any currency that is aa#ptto the Commission.

(2) Alicensed insurer shall maintain minimumrethlders’ funds of at
least 75% of the minimum capital requirement atiie to the insurer as specified in
subparagraph (1).

13. Solvency margin (1) For the purposes of section 18 of the Aat #ns Code,
the solvency margin of a licensed insurer is thewm by which the value of the
assets of the insurer exceeds the value of itditieb.

(2) In calculating the solvency margin of a lised insurer:
(@) only those assets specified in Schedule 1 anissible
assets” may be taken into account in determiniegvidue of
its assets to the extent specified in the Schedule;

(b) the insurer’s liabilities must be valued in aaance with
paragrapi5; and

(c) the insurer's assets must be valued in accoelanith
paragraph4.

-11 -
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(3) Unless, in accordance with the Act, the Cossioin otherwise
directs, the solvency margin to be maintained bgemsed insurer is —

(@) in the case of a general insurer holding agoateA licence,
the higher of —

(i) its capital requirement; or
(i) an amount equal to the sum of 5% of its unedrn
premium reserve and 10% of its outstanding claims

reserve;

(b) inthe case of a long-term insurer holding @gary A license,
the higher of —

(i) its capital requirement; or

(i)  an amount equal to 5% of its net liabilitiender its
long-term policies; and

(c) in the case of an insurer holding a categoryic€nce, its
capital requirement.

(4) A licensed insurer shall maintain adequatesyis and controls to
monitor, assess and document its compliance wishpiragraph on an ongoing basis.

(5) For the purposes of this paragraph, the ahpaquirement of a
licensed insurer is the capital that it is requit@dhaintain under paragrag (1).

14. Valuation of assets Subject to subparagraph (2), a licensed insiralt ensure
that the value of its assets is determined on #m@sbrequired by the accounting
standards in accordance with which the insurenarfcial statements are prepared.

(2) Under no circumstances shall any asset atended insurer be
valued in an amount higher than the market valubatfasset.

15. Liabilities and technical provisions(1) A licensed insurer shall ensure that its
liabilities are —

(@) calculated and valued on the basis requirethbyaccounting
standards in accordance with which the insurermrfcial
statements are prepared and include all contingemd
prospective liabilities; and

(b) are monitored and calculated on a continuosgsba

(3) A licensed insurer shall establish techngralvisions for each class
of insurance business that —

(@) inthe case of a general insurer include —

-12 -
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(b)

(i) provision for unearned premiums;

(i) provision for outstanding claims, including pated
claims and claims that are incurred but not repbhdad

(iif) provision for unexpired risks; and

in the case of a long term insurer make fulbvsion for
policyholder benefits.

(4) For the purposes of subparagraph (3)(a) —

(@)

(b)

an insurer’s unearned premiums shall be estdnasing —
(i) the 24thsnethod;
(i) the 365ths method; or

(i) such other method as may be approved by the
Commission; and

the provision for outstanding claims must bénested not
less than once every three months as at the lasifdhe third
month.

(5) For the purposes of subparagraph (3)(b), pwevision for
policyholder benefits must be estimated not less thnce each financial year as at
the end of the financial year and, where an insisreequired to appoint an actuary,
the provision for policyholder benefits shall bepegved by that actuary

(6) The technical provisions established by anged insurer shall be
monitored on a continuous basis.

16. Investment strateqgy, policies, systems and con#rd@l§ A licensed insurer shall

establish and maintain —

(@)

(b)

an investment strategy and such investmentipslias the
board considers appropriate for the nature, siaeyptexity
and diversity of the insurer’s business; and

systems and controls that are sufficient tousmghat the
investment strategy and policies are effectivelglamented.

(2) Without limiting subparagraph (1), the invaesnt strategy and
policies of a licensed insurer shall address —

(@)
(b)

the risk profile of the insurer;

the mixture and diversification of investmeny lype,

-13 -
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(€)

(d)

(e)
()
(9)
(h)

including the long-term asset mix over the main investment
categories;

the establishment of limits for the allocatiai assets by
geographical area, markets, sectors, counterpariggurrency;

the extent to which the holding of some typdsaesets is
restricted or disallowed, for example illiquid aylatile assets;

the conditions under which the insurer cangdealr lend assets;
the safekeeping of assets;
the appropriate matching of assets and ligstitand

clear accountability for all asset transactiand associated risks.

17. Responsibilities of board for investment strategyg aolicies— The board of a

licensed insurer shall —

(@)

(b)

approve the investment strategy and the saamifiinvestment
policies, and any subsequent changes to the sjrateg
significant policies, and review them on at leastannual
basis; and

ensure that a management structure, includiogyogriate
systems and controls, is put in place to effettivexecute
and monitor the investment strategy and policies.

18. Investment risk management (1) The risk management strategy, policies,

systems and controls established and maintainedl llmensed insurer in accordance
with paragrapl27 shall cover the risks associated with investmetivities that may
affect the insurer’s liabilities or solvency margin

(2) The internal controls established and manetdi by a licensed
insurer shall cover the insurer’s investment sgyat@nd policies and shall ensure that
the investment strategy, policies, systems andraisnare properly documented and
subject to adequate oversight.

(3) The board of a licensed insurer shall enthaie—

(@)

(b)

effective policies, systems and controls arabdished and
maintained to enable the monitoring and managinghef
insurer's asset/liability position to ensure thhae tinsurer’s
investment activities and assets positions arecogmpiate for
its risk profile; and

contingency plans are put in place to mitighte effect of a
deterioration in investments.

-14 -
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19. Reinsurance (1) A licensed insurer shall have a written seirance strategy,
approved by its directors, that is appropriatenwitsurer’s overall risk profile and its
capital resources.

(2) The directors of a licensed insurer shallieevthe reinsurance
strategy at least annually and at any time wherethave been material changes in
the insurer’s circumstances or in other mattemsveeit to the reinsurance strategy.

(3) A licensed insurer holding a category A licershall submit to the

Commission a summary of its intended reinsuranagnam for each year on or
before £' November of the previous year.

Corporate Governance

20.  Corporate governance framewerK1) A licensed insurer shall —

(@) take reasonable care to maintain a clear arpoppate
apportionment of significant responsibilities amontg
directors and its senior managers and other kegtibumaries
so that —

(i) itis clear who has which of those responsiieiti; and

(i) the business and affairs of the insurer caratbequately
monitored and controlled by the directors and ési@r
management;

(b) establish and maintain such systems and centasl are
appropriate for the nature, size, complexity aneexdity of
the insurer’s business and the risks to whicheéxigosed;

(c) ensure that its systems and controls are rdgukviewed and
updated as required;

(d) ensure that it has a span of control that isqadte for the
nature, size, complexity and diversity of its besis

(2) Where a licensed insurer carries on busiti@sgigh one or more
branches or subsidiaries incorporated outside thekdslands, an appropriate and
effective corporate governance framework must bebéshed, maintained and
implemented in each branch and subsidiary.

21. Directors and board of a licensed inswét) A licensed insurer shall have an
adequate number of directors who —

(a) are capable of exercising independent judgment;

(b) have sufficient knowledge, skills, experiencenda
understanding of the business of the insurer, Apdritks to

-15 -
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which the insurer is exposed, to ensure that tlaedis able to
fulfil its responsibilities; and

(c) have sufficient time and commitment to undest#their duties
diligently.

(2) Without limiting subparagraph (1), a licensedurer shall, at all
times, have —

(@) inthe case of an insurer holding a categoficénce, at least
three directors; or

(b) in the case of an insurer holding a categotic€hce, at least
two directors.

(3) The board of a licensed insurer has ultintasponsibility for the
business and affairs of the insurer and for enguits effective organization,
including responsibility for —

(@) ensuring that a corporate governance frameworkplying
with this Code is established and maintained byrikerer;

(b) ensuring that it is has effective oversighttlitd management
of the insurer, including approving, periodicalgyrewing and
overseeing —

(i) the insurer’s overall business strategy;

(i) the insurer’s risk management strategy requiog this
Code; and

(iif) such other strategies as are required byGbde or that
the board considers to be necessary or appropriate;

(c) approving and periodically reviewing the sigrant policies
of, the insurer;

(d) ensuring that —

(i) the insurer has adequate, and sufficiently i§jedl and
experienced, senior managers and other employees;

(i) appropriate and effective systems and contrale
established, maintained and implemented for giving
effect to the strategies and policies of the insuhich
shall include internal controls and systems androts
with respect to risk management; and

(i) the insurer complies with its obligations werdthe Act,
this Code, the Financial Supervisory Commission Act

-16 -
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(€)

(f)

(9)

2003 and the Financial Transactions Reporting Act,
2004;

establishing such standards of conduct forassi conduct as
are appropriate;

monitoring and ensuring the financial soundness the
insurer; and

such other matters as may be specified inGbige.

(4) Subject to the strategy and policies esthbtisby the board, the
senior management of a licensed insurer is resplenfsir —

(@)

(b)

(©)

overseeing the operations of the licensed @arsuand
providing direction to it on a day-to-day basis;

providing the board with recommendations ferriéview and
approval on the licensed insurer’s strategy, bissimans and
significant policies;

providing the board with timely and accuratdormation,
including financial information, that is adequéeenable the
board fulfil its responsibilities, including holdin senior
management to account.

22. Internal controls- (1) A licensed insurer shall establish and naamtan

adequate and effective system of internal contapigropriate for the nature, size,
complexity and diversity of its business and tis&sito which the insurer is exposed.

(2) The internal controls established under stdgraph (1) shall, as
appropriate, operate at all levels of the insuner shall ensure that —

(@)

(b)

(©)

(d)

the business of the insurer is planned andwzied properly,
adequately and in an orderly manner and in accoedanth
the strategies and policies established by thedbaad the
policies established by senior management;

transactions and commitments are entered mtaccordance
with documented general or specific authorities mds and
that compliance with such authorities and limitseigiewed;

the assets of the insurer are appropriatelygeerded and the
liabilities controlled through measures designedniaimise
the risk of loss from irregularities, error, fraathd physical
damage, and to identify such occurrences promgitulsl
they occur;

there are appropriate arrangements in placéhtodelegation
of authority and responsibility and for the segtema of

-17 -
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duties;

(e) the accounting and other records of the insarercomplete,
accurate and timely and can be used to compilendiah
statements as required by the Act and this Codeagement
information, returns to the Commission and any repg
requirements under the Financial Supervisory Corsioms
Act 2003 or the Financial Transactions Reporting 2@04;

(H the board and senior management is able tosassad
monitor the adequacy of the insurer’s capital, iz pesources
and solvency margin, in relation to its businessluding risk
profiles and the quality of its assets;

(g) the board and senior management is able totifgeand
regularly assess all relevant risks in the condofictthe
insurer’s business, so that —

(i) identified risks can be measured, monitored and
controlled appropriately;

(i) any losses can be monitored and controllecaargular
and timely basis; and

(i) appropriate provisions can be made for bad daubtful
debts and for any other exposures, both on- and off
balance sheet;

(h) the board and senior management is able toepsoguard
against involvement in financial crime and ensurat tthe
licensed insurer is complying with all its obligats under the
Act, this Code, the Financial Supervisory Commissict
2003 and the Financial Transactions Reporting A42and
any Prudential Statements issued under the Act;

(i) relevant staff of the licensed insurer are abdeperform
sufficient due diligence on the insurer's customeunsd
prospective customers to adequately assess aliardleisks,
including the risks of money laundering and tesbri
financing;

() adequate business resumption, disaster recosady other
contingency arrangements are in place and tested at
appropriate intervals; and

(k) adequate controls are in place, including —

(i) to control changes to systems and records sorenthat
only valid changes are made to them;

-18 -
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(i) to control access to protect the confidentyaland
integrity of electronic assets; and

(i) to ensure that appropriate checks and balsnsach as
cross checking, reconciliations, dual control dfeds, is
undertaken.

(3) A licensed insurer shall ensure that its rimaé controls extend to
any outsourced functions.

(4) Where a licensed insurer also operates throsugpsidiaries and
branches, its internal control systems must extienthose operations and enable
effective oversight by the insurer.

23. Information systems (1) A licensed insurer shall have appropriaterimation
systems in place that cover all the significanivéteds carried on by the insurer and,
where appropriate, that enable the insurer to measissess and report on the size,
composition and quality of its risks.

(2) The information systems of a licensed inssteall be reliable and
secure.

(3) A licensed insurer's information systems bkhbé monitored
independently and supported by adequate contingamaggements.

24. Monitoring of internal controls (1) A licensed insurer shall ensure that —

(@) the effectiveness of the internal control sysie monitored
on an on-going basis;

(b) regular reports on the effectiveness of thermdl control
system are made to the board;

(c) any deficiencies identified in the internal th system are
corrected as soon as reasonably practicable.

(2) A licensed insurer's internal control polieshall require any
deficiencies identified in the internal control & to be reported in a timely manner
to senior management and for material internal robrteficiencies identified to be
reported to the board, notwithstanding that they hmave been corrected.

25. Responsibilities of board and senior managemefd) The board of a licensed
insurer has ultimate responsibility for ensuringttan adequate and effective system
of internal controls is established and maintaibgdhe licensed insurer.

(2) Without limiting subparagraph (1), the boarfda licensed insurer
shall —

(a) approve and periodically review the overallibass strategies
and significant policies of the licensed insurer;
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(b)

(©)

(d)

(€)
(f)

(9)

where appropriate, set acceptable levels fa libensed
insurer’s significant risks;

ensure that senior management implements thernad
controls strategy and policies established by treerdh

approve an appropriate organisational structéoe the
licensed insurer;

approve new products and major risk managemgiatives;

ensure that senior management is monitoringetfectiveness
of the licensed insurer’s internal control system;

oversee the licensed insurer’'s market condctotines.

(3) The senior management of a licensed inswagrésponsibility for —

(@)

(b)

(©)

implementing the strategy and policies of thmard with
respect to internal controls;

ensuring that —

(i) the internal controls required by this Code are
established and maintained;

(i)  the information systems required under parpgi23 are
put in place; and

(i) the internal controls are monitored and defiTies
corrected as required by paragraghand

reviewing the licensed insurer's internal coidy at least
annually, and reporting on the results of theirieevto the
board.

26. Internal audit functior (1) A licensed insurer shall consider whethereig the

nature, size, complexity and diversity of its besi® and the risks to which it is
exposed, it is appropriate for an internal auditction to be established and, if so it
shall establish one and subparagraphs (2), (3j4rshall apply to the insurer.

(2) The internal audit function of a licensedures shall —

(@)

(b)

possess sufficient independence to carry oat itisurer's
internal audit obligations objectively;

report directly to the board or, if the insurer g, to the

audit committee and be given sufficient status wmitthe
insurer to ensure that senior management and thel heact
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(©)

(d)

(€)

to, and act on, its recommendations;
have unrestricted access to —

(i) the staff of the insurer, in order to carry ol licensed
insurer’s internal audit obligations; and

(i)  documents and information relating to the Imesis of
the insurer and its customers;

have sufficient human resources with adequatéepsional
qualifications, relevant auditing experience andining to
understand and evaluate the business being audited,;

employ a methodology that identifies all sigraht risks run
by the insurer and allocate resources accordingly.

(3) The internal audit function shall —

(@)

(b)

extend to all the activities of the insuregliding outsourced
activities, and where the insurer has establishreddhes or
subsidiaries, to those branches and subsidiames; a

be subject to independent review by the audmrmittee or
the licensed insurer’s external auditor.

(4) A licensed insurer that establishes an imteaudit function shall
submit to the Commission any report prepared byrttegnal audit function —

(@)

(b)

where the internal audit function is outsourcedhin seven
days of the receipt of the report by the licensedier; and

in any other case, within seven days of itparation.

27. Risk management (1) A licensed insurer shall establish and naamt

(@)

(b)

a clearly defined strategy, and if the boardhsoders it
appropriate, policies, for the effective managemehtall
significant risks that the insurer is or may beasqd to; and

systems and controls that are sufficient tausmshat the risk
management strategy and policies are effectively
implemented.

(2) The risk management strategy and policiel sha

(@)

(b)

be appropriate for the nature, size, compleaits diversity of
the insurer’s business;

specify how risks are to be identified, meadurassessed,
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monitored, controlled and reported,;

(c) where appropriate, set the level of risk thatlicensed insurer
is prepared to accept and authority levels for mensbf staff;
and

(d) be approved, and reviewed on at least an arbasas$, by the
board.

(3) The risk management strategy, policies, systand controls shall
be fully and clearly documented and effectively caumicated and readily available
to the directors and senior management and to tbiasieand other functionaries of
the licensed insurer who have responsibility foplementing them.

(4) The board and senior management of a licenssdrer has
responsibility for —

(@) ensuring that they understand all the riskshach the insurer
Is exposed in its business;

(b) assessing the resources required for an apateprisk
management system, including accurate and reliable
management information and reporting systems, amd f
ensuring that the required resources are available;

(c) overseeing the implementation of the insurersk
management strategy, policies, systems and controls

(5) Without limiting this paragraph, the risk nag@ement systems and
controls of a licensed insurer shall —

(@) enable the insurer to monitor the adequacy edfettiveness
of —

(i) its risk management strategy and policies ahdirt
implementation;

(i)  measures taken to address any deficienciastifted in
the risk management strategy, policies, systems and
controls; and

(b) ensure that any exceptions to the insurerls m&nagement
strategy and policies are reviewed and authoriseddnior
management and, where appropriate, the board.

28. Business continuity plans (1) A licensed insurer shall establish a busines
continuity policy, and put business continuity agements in place, aimed at
ensuring that, in the event of an unforeseen iapgion or disruption —

(@) the insurer is able to continue to carry on régulated
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(b)

(©)

business and to meet its obligations under the #et,Code,
the Financial Supervisory Commission Act 2003 ahd t
Financial Transactions Reporting Authority Act 2004

losses to its functions, systems and dataiaméet and any
losses may be recovered in a timely manner; and

where the severity of the interruption or dpran results in
the insurer ceasing its business, or any part, of is able to
resume its business in a timely manner.

(2) The business continuity policy and arrangemishall be —

(@)

(b)

appropriate for the nature, size, complexitd aiversity of
the insurer’s business and the types and degreeslofto
which it is exposed; and

regularly reviewed and tested, and update@@sired.

(3) Without limiting subparagraph (1) or (2), tiierruptions and disruptions
covered by the business continuity plan and arnaegés shall include —

(@)

(b)
(©)

the loss or failure of internal and externaglowgces, including
human resources, systems and other assets;

the loss or corruption of data and other infation; and

external events, such as cyclones and crinaictsl

29. Underwriting policies, systems and contreis(1) A licensed insurer shall

establish and maintain —

(@)
(b)

an underwriting and pricing strategy and pebciand

systems and controls that are sufficient toussmghat the
underwriting and pricing strategy and policies affectively
implemented.

(2) Without limiting subparagraph (1)(a), the andriting and pricing
policies shall provide for —

(@)
(b)
(©)

the evaluation of risks underwritten or to Inelerwritten;
the establishment of adequate premium levels;
the mitigation and diversification of risks by

(i) defining limits on the amount of risk retainehd

-23-



Cook Islands Insurance Code [draft]

(i) providing for the transfer of appropriate léveof risk
away from the insurer through adequate and ap@igpri
reinsurance or other risk transfer arrangements.

(3) Without limiting subparagraph (1)(b), the tgyas and controls shall
include controls of expenses related to premiunalsciaims.

(4) The underwriting and pricing strategy and tlggnificant
underwriting and pricing policies established undeibparagraph (1), shall be
approved, and reviewed on at least an annual dasthe board.

(5) Senior management shall monitor the systemd aontrols
established in accordance with subparagraph (dj{l@n ongoing basis.

Obligations of Long-Term Insurers

30. Appointment of actuary (1) A long-term insurer shall appoint and at all
times have an actuary, unless the Commission, enagiplication of the insurer,
otherwise directs.

(2) For the purposes of this paragraph, paragédpdnd paragrapB2,
a long-term insurer that is required to appoinaetuary by virtue of subparagraph (1)
is referred to as a “relevant long-term insurer”.

(3) A-relevant long-term insurer shall not appa@irperson as its actuary
unless the person has consented in writing tosaits actuary.

(4) Arelevant long-term insurer shall, within ddys of —
(@) the appointment of its actuary; or
(b) a person ceasing to be its actuary;
submit a notice in the approved form to the Comiorss
31. Actuarial investigations- (1) A relevant long-term insurer shall cause an

actuarial investigation to be made into its finaha@ondition in respect of its long-
term insurance business by its actuary —

(a) atleast once each financial year; and

(b) if its actuary considers it necessary in orgeoperly to
monitor the insurer's margin of solvency, as oféenrequired
by the actuary.

(2) The actuarial investigation must include &ua#on of the liabilities
relating to the insurer’s long-term business.
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(3) A relevant long-term insurer shall make sacrangements as are
necessary to enable its actuary to undertake anaralt investigation under
subparagraph (1), including by giving the actuanygat of access at all reasonable
times to such records and documents as the acrteasonably requires for the
purposes of enabling him to properly perform hisclions and duties.

(4) The actuary of a relevant long-term insutelisproduce a report of
each investigation that he undertakes and the enssirall, within fourteen days of
receiving the report, submit a copy to the Comroissi

(5) The report of the annual actuarial investaatof a long-term
insurer must be submitted to the Commission togethin the financial statements
required to be submitted to the Commission undeagvaph49.

(6) The actuary shall undertake his investigaiod produce his report
in accordance with the professional standards egapk to him.

32. Powers and rights of actuariegl) The actuary of a relevant long-term
insurer may require any director, employee or kencfionary of the insurer to answer
guestions or produce documents for the purposaaibleg him to properly perform
his functions and duties and a director, employe&ey functionary of a relevant
long-term insurer shall not refuse or fail, withoeasonable excuse, to comply with a
requirement of the actuary under this paragraph.

(2) The actuary of a relevant long-term insurerentitled to attend
meetings of the directors of the insurer and t@kma any matter being considered at
the meeting —

(@) that relates to, or may affect, the adequadh@tapital of the
insurer, shareholders’ funds, its solvency, itseress or its
financial condition;

(b) that relates to advice given by the actuamhéodirectors; or

(c) that concerns a matter in relation to which #dotuary is or
will be required to investigate, report on or gaavice.

(3) The actuary of a relevant long-term insuseentitled to attend any
meeting of the members of the company at which —

(@) the company’s accounts or financial statememts to be
considered; or

(b) any matter in connection with the actuary’sdtimns or duties
IS to be considered,;

and to speak on the matter being considered ah#&ing.

(4) If, without reasonable excuse —
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(@) a director, employee or key functionary of timesurer
contravenes subparagraph (1); or

(b) subsection (2) or (3) is contravened,

the actuary may report the matter to the Commission

33. Segregation of assets and liabilities attributabléong-term business (1) A
long-term insurer shall keep separate account®dch class of long-term business
that it undertakes, sufficient to ensure that theets and liabilities attributable to each
class of long term business can be readily idedtifit any time.

(2) Allreceipts from a long-term insurer’s lobtgrm business —

(@) must be kept separately from all other assethe insurer’s
possession or control;

(b) must be lodged in a special fund (the “longrtéund”); and

(c) subject to subparagraph (3), must not be appte any
purpose other than the purposes of the insurerig-term
business.

(3) Paragraph (2)(c) does not apply to any portibthe assets which is
for the time being certified by the insurer’s actuas exceeding the liabilities of the
insurer’'s long-term business, provided that theliegfion of the funds in question
does not have the effect of causing the solvenagimaf the insurer to be reduced
below the margin it is required to maintain under Act.

(4) No transfer of assets in a long-term insgréohg-term fund, other
than assets to which subparagraph (3) applied,talkal place without the authority of
a resolution of the insurer’s directors and thettemi consent of its actuary.

(5) If any part of the long-term business of agderm insurer consists
of contracts under which the benefits payable tcpaolders are determined directly
by reference to the value of, or the income frossess of any description, the receipts
of that part of that business shall be carriecata shall form, a separate part of the
long-term fund.

PART 4
PROVSIONS APPLICABLE TO LICENSED
INSURANCE MANAGERS AND INTERMEDIARIES

34. Restrictions on persons who may be licensed andirectors and others (1)
An insurance manager’s licence will be granted ¢ols Cook Islands company.

(2) Aninsurance broker’s licence will be grantedy to —

-26 -



Cook Islands Insurance Code [draft]

(@) a Cook Islands company; or

(b) a company that is incorporated, constitutefbamed outside
the Cook Islands.

(3) A director, officer or employee of a compdrolding a licence as an
insurance broker or an insurance manager and arpédding a significant interest
in an insurance broker or an insurance managernatllbe granted a licence as an
insurance agent.

(4) A company holding a licence as an insurangena will not be
granted a licence as an insurance broker and arpédrslding a licence as an
insurance broker will not be granted a licenceramaurance agent.

(5) A director, officer or employee of a licensedurer and a person
holding a significant interest in a licensed inswkall not be a director, officer or
employee of, or hold a significant interest in, ergon holding a licence as an
insurance broker.

35. Professional indemnity insuraneg1) Professional indemnity insurance shall at
all times be maintained in accordance with thisgeaph by —

(@) aninsurance manager;
(b) aninsurance broker; and
(c) aninsurance agent that handles customer monies

(2) Subject to subparagraph (3), professionalenmuity insurance
maintained under subparagraph (1) shall provideranmam level of indemnity equal
to the greater of $1,000,000 or three times thaiahmanagement or brokerage fees
of the licensed insurance manager or insurancemeidary.

(3) If having regard to the nature and extenthef business carried on
by a person to whom this paragraph applies, therfliegion considers it appropriate
to do so, it may direct that person to maintainghér level of indemnity than that
provided for in subparagraph (2).

(4) The professional indemnity insurance mairgdin under
subparagraph (1) must include cover for the foltayviisks —

(@) any error or omission or negligence on the patthe manager
or intermediary or on the part of his employees @inectors;

(b) any loss of money or other property for whiblk thanager or
intermediary is legally liable in consequence oy &nancial
or fraudulent act or omission;

(c) any loss of documents and costs and expensesréd in
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replacing or restoring such documents;

(d) dishonest or fraudulent acts or omissions leyamployees or
former employees of the manager or intermediary.

36. Minimum capital requirement(1) A licensed insurance manager and a licensed
insurance broker shall ensure that

(@) its fully paid up share capital is no less tB&0,000; and

(b) at all times, it maintains minimum shareholdd¢unds of at
least $25,000.

(2) The above requirements are in addition toraqyirements imposed
on the licensed insurance manager or broker undeother enactment.

37. Corporate governance(1) A licensed insurance manager, a licensagranse
broker and a licensed insurance agent shall eribatat establishes and maintains a
corporate governance framework appropriate to thaeira, size, complexity and
diversity of its business and the risks to whicis ixposed.

(2) The corporate governance framework estaldistied maintained
under subparagraph (1) shall include —

(@) the clear and appropriate apportionment of isogmt
responsibilities among its directors (where, in tase of an
insurance agent, it is a company), senior managedskey
functionaries;

(b) appropriate systems and controls, includingrimdl controls;

(c) the regular review and updating of its systeand controls;
and

(d) an adequate span of control.

(3) ParagrapRl of the Code applies to a licensed insurance manage
licensed insurance broker and a licensed insurageat that is a company with the
modification that —

(@) the words “insurance manager” “insurance broker
“insurance agent” are substituted for “insurer’otinghout the
subparagraph(1); and

(b) alicensed insurance manager, a licensed inseararoker and
a licensed insurance agent that is a company Ishad at least
two directors.

38. Other strateqies, policies, systems and contrddicensed insurance managetr,
a licensed insurance broker and a licensed insaragent shall have
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(@) an appropriate strategy and policies for thdectle
management of the significant risks to which iexposed and
systems and controls to ensure that the risk manage
strategy and policies are implemented; and

(b) an appropriate business continuity policy andsitess
continuity arrangements.

PART 5

PROVISIONS APPLICABLE TO ALL LICENSEES

Licence

39. Application for licence An application for a licence shall —

(@) bein the form,

(b) contain the information,

(c) be accompanied by the documents, and

(d) be made in accordance with the instructions,

specified in the relevant Prudential Guideline acehsing issued under section 98 of
the Act.

40. Display of licence- (1) A person holding a licence specified in saragraph
(2) shall prominently display a copy of the licerateeach place in the Cook Islands
where it carries on its licensed business.

(2) Subparagraph (1) applies to
(@) aninsurer holding a category A licence;
(b) alicensed insurance manager; and
(c) alicensed insurance intermediary.
41. Delivery of licence to CommissionA person holding a licence granted under
the Act, or where the licence is revoked the pemsbo held it immediately prior to

the revocation, shall deliver the licence, and emgies of the licence that it holds, to
the Commission if —

(@) the licence is revoked; or

(b) itis required by the Commission, for any reggo do so.
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Fit and proper criteria

42. Key functionaries- The key functionaries of a licensee are requicedatisfy
the Commission’s fit and proper criteria.

43. Responsibility of licensee with respect to fit apbper assessment (1) A
licensee shall satisfy itself, prior to appointmantl on an ongoing basis, that

(a) its directors and senior managers are fit andgr for the role
to which they are appointed; and

(b) where the licensee is required to appoint asurince
manager, auditor or actuary, the insurance manageitor or
actuary appointed is fit and proper.

(2) If, whether before or after the Commissions happroved the
appointment of key functionary, or has approvedgaificant owner, the licensee
becomes aware of any information that is reasonaalterial to the Commission’s fit
and proper assessment of the person, it shallyrtbgf Commission of the information
as soon as reasonably practicable

Accounting Records, Financial Satements and Audit

44. Application of paragraphd5 to 51 — (1) Paragraphd5 to 51 apply, to the
extent specified, to —

(@) alicensed insurer;
(b) alicensed insurance manager; and
(c) alicensed insurance broker.

(2) A licensee specified in subparagraph (1efemred to in paragraphs
45to 51 as a “relevant licensee”.

45. Meaning of “financial year* (1) Subject to subparagraph (3), for the purpose
of the Act and this Code, the financial year oékevant licensee is —

(@) inthe case of its first financial year, theipe from the date
of its incorporation to the last day of the calandaarter in
which the anniversary of its incorporation fallaga

(b) in the case of subsequent financial years,péreod of one
year commencing on the day immediately after tre @hits
previous financial year.

(2) Paragraph (1) applies whether or not findnstatements have
actually been prepared for the financial year iagjion.
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(3) The Commission, whether on the applicatiora aElevant licensee
or of its own volition, may direct that the finaatiyear of a licensee shall be —

(@) where a relevant licensee is part of a groupoofipanies, the
financial year or period used for the group finanhci
statements; or

(b) in any other case, such other period, endintherlast day of
a calendar quarter, that the Commission consiggmoariate.

46. Preparation of financial statementg1) In the Act and this Code, “financial
statements” in relation to a relevant licenseetaralfinancial year, means —

(@) a statement of the financial position of treetisee as at the
last date of the financial year,

(b) a statement of the financial performance of libensee in
relation to the financial year,

(c) a statement of cash flows for the licenseeeiation to the
financial year,

(d) inthe case of a relevant licensee that isnaarer, a statement
of solvency showing the solvency margin of the ieswas at
the last date of the financial year,

(e) such statement relating to the prospects fer litensee’s
business as may be required or specified by theuating
standards in accordance with which the licensei@antial
statements are prepared, and

() such other statements as may be required aifggee by the
accounting standards in accordance with which itensee’s
financial statements are prepared,

together with any notes or other documents givirigrmation relating to the matters
specified in paragraphs (a) to (f).

(2) Where a relevant licensee is a long-termrigsthat is required to
appoint an actuary, the statement of solvency rbesendorsed by the insurer’s
actuary following the completion of his actuariavestigation.

(3) A relevant licensee shall prepare financitdtesments for each
financial year that give a true and fair view of tinatters to which they relate and that
comply with any of the following internationallyeegnised accounting standards —

(@) the International Financial Reporting StandafdBRS]
currently in force;

(b) New Zealand Generally Accepted Accounting Rtac{NZ
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GAAP);

(c) such other international accounting standardsney be
approved by the Commission.

(4) If, in complying with the accounting standsrith accordance with
which they are prepared, the financial statemeatsat give a true and fair view of
the matters to which they relate, the notes tofithencial statements must contain
such information and explanations as will giveueetand fair view of those matters.

(5) The notes to the financial statements muatesthe accounting
standards in accordance with which they have bespaped.

(6) The financial statements prepared under galgpaph (2) must be —
(@) approved by the directors of the licensee; and

(b) following approval under paragraph (a), sighgdt least one

director on behalf of all the directors who shadits the date

when the financial statements were approved byditextors
and the date when he signs the financial statements

47. Appointment of auditor— (1) A person shall not be appointed, or accept
appointment, as auditor of a relevant licenseessnihe is independent of the licensee
and has no conflicts of interest with respect litensee.

(2) Where a relevant licensee or its auditorfithe opinion that the
auditor is not independent of the licensee, thevesit licensee or auditor shall
provide written notification of this opinion to tt@ommission.

(3) A relevant licensee shall not appoint a peras its auditor unless
the person has consented in writing to acting dg¢@uof the licensee.

48. Audit and auditor’s report(1) The auditor of a relevant licensee shall —

(@) audit the licensee’s financial statements aggont to the
licensee in accordance with —

() the auditing standards specified by the recegpmhi
professional body of which he is a member; or

(i)  such other recognised international audititengards as
may be approved by the Commission; and

(b) certify the licensee’s compliance with suchigdions and
matters as may be specified in the Act or this Code

(c) provide such certifications or confirmations asay be

specified by the Commission in a written noticetstenthe
licensee and the auditor; and
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(d) carry out such other duties as may be requofettie auditor
by the Act or this Code.

(2) Without limiting subparagraph (1), an audgaeport —

(@) shall state whether, in the auditor's opinidne financial
statements —

(i) have been properly prepared in accordance whtn
recognised accounting standards stated in the notes
the accounts,

(i) give a true and fair view of the matters sped in
paragrapht6(1), and

(i) are in accordance with the provisions of thet and this
Code; and

(b) must make specific reference to any transacttimer than a
transaction in the normal course of the licensdrisiness,
which, in the auditor’s opinion, results in thetstaent of the
financial position of the licensee showing a siat
materially different from that which would otherwishave
been the case and which is not adequately disclosele
financial statements.

(3) If the auditor is of the opinion that —

(@) the relevant licensee has not complied withoitdigations
under the Act with respect to the keeping of actiogn
records,

(b) the financial statements are not in agreemenh whe
licensee’s accounting records, or

(c) he has not received all the information andaxgtions which
he considers necessary for him to carry out higtaud

he shall include a statement to that effect inahit report.

49. Submission of financial statements to Commission(l) The financial
statements signed by a director in accordance pethgraphit6 must be submitted to
the Commission within three months of the end ef financial year to which they
relate, or such extended time as the Commissionathay, accompanied by —

(&) adirectors’ certificate in the approved form;

(b) the auditor’s report; and
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(c) any report on the affairs of the relevant Iee®m made to the
members or policyholders of the licensee in resmécthe
relevant financial year.

(2) Unless the financial statements are accompgdaifng the documents
specified in subparagraph (1), the Commission ealisider that they have not been
submitted to it.

50. Submission of unaudited financial statements agmbnts — (1) A relevant
licensee shall submit to the Commission financiakesnents and a report in the
approved form, accompanied by a directors’ cegtBcin the approved form, with
respect to —

(@) each calendar quarter; and

(b) such other periods as the Commission may, hitgemnrnotice,
require on a case-by-case basis.

(2) The financial statements and report specifredubparagraph (1)
must be submitted to the Commission —

(@) inthe case of the financial statements andrtdpr a calendar
quarter, within three weeks of the end of the aqgradr such
extended time as the Commission may allow; or

(b) inthe case of other financial statements apnts required to
be submitted by the Commission, within such timenay be
specified by the Commission in its written notice the
relevant licensee.

(3) Unless the financial statements and repaytired to be submitted
by paragraph (1) are accompanied by a directorsificate in the approved form, the
Commission will consider that they have not beapprly submitted to it.

(4) In this paragraph, “financial statements” tf@s meaning specified
in paragrapi6(1) with the substitution for “financial year” otalendar quarter” or
the period specified by the Commission, as the oasebe.

51. Amendment of financial statementgl) If the Commission considers that any
document submitted by a relevant licensee undexgpaph46 or 49 is inaccurate or
incomplete or is not prepared in accordance with Algt or this Code, it may by
written notice require the licensee to amend thaudeent or to submit a replacement
document.

(2) If arelevant licensee fails to comply witmatice under subparagraph (1),
the Commission may reject the document.

(3) A document amended by a relevant licenseeestdd as having been
submitted in its amended form.

-34 -



Cook Islands Insurance Code [draft]

52. Provision of financial statements to policyholder§l) An insurer that holds a
category A or a category B licence shall, at tlppiest of a policyholder, provide him
with a copy of its audited financial statements.

(2) An insurer that holds a category B licencellshat the request of a
policyholder, provide him with a copy of the auditéinancial statements of its
holding company.

(3) A licensed insurer is entitled to charge asosable fee for providing its,
or its holding company’s, audited financial statetsdo a policyholder.

Record Keeping

53. Maintenance of recordq1) A licensee shall keep adequate and ordedgnds
which shall include records of its business, ingigdall services provided to, and
transactions undertaken for, customers, and aftiésnal organization.

(2) The records kept by a licensee shall be d@afit to enable the
Commission to monitor the compliance of the licengadth its obligations under the
Act, this Code, the Financial Services SupervisGpmmission Act 2003 and the
Financial Transactions Reporting Authority Act 2004

(3) Alicensee shall -

(@) maintain its records so that they can be readtrieved in the
Cook Islands and, if kept otherwise than in legifdem, so
that they can be accessed and read at a computenaé in
the Cook Islands and produced in the Cook Islandegible
form and in the English language without delay; and

(b) ensure that its records are kept up to datetlzatda full audit
trail is maintained of all changes to its records.

54. Records retention policy (1) A licensee shall establish a record retentio
policy which shall include —

(@) the period of time for which various types etord will be
retained, which shall be no less than the minimugniop
specified in subparagraph (2);

(b) how records are to be securely and safely di@ned

(c) the process by which stored records can beilyeadcessed
when required by the licensee, the Commission, law
enforcement agencies or other persons entitle@dctess
them.

(2) Subject to any enactment requiring a licertegetain records for a longer

period, a licensee shall retain all records that iequired to maintain under this Code
for a period of at least six years.
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(3) Inthe case of records relating to transastieith a customer, the six-year
period shall commence on the termination of thensee’s relationship with the
customer.

Outsourcing
55. Restrictions on outsourcing(1) A licensee shall not —

(@) outsource the compliance function or a core agament
function; or

(b) outsource an activity if the outsourcing ofttaativity would

(i) impair the Commission’s ability to supervise eth
licensee; or

(i) affect the rights of a customer against theetisee,
including the right to obtain legal redress.

(2) Without Ilimiting subparagraph (1), the follmg are “core
management functions”:

(@) the setting and approval of the licensee’s mskagement and
other strategies;

(b) the oversight of the licensee’s policies, systeand controls;
and

(c) the responsibility for the delivery of servidesthe licensee’s
customers.

56. Outsourcing policy- (1) A licensee shall not outsource activitiesatgervice
provider unless it has established a comprehemaitaourcing policy with respect to
the activities to be outsourced [the “relevant\aiéis”].

(2) The outsourcing policy —
(@ shall:

(i) consider the potential effects of outsourcing the
compliance function;

(i) include an evaluation of whether, and the aktéo
which, the relevant activities are appropriate for
outsourcing;

(i) specify criteria for making outsourcing deioss,

including how, and to whom, particular types oexent
activities should be resourced; and
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(b)

(iv) provide for outsourcing only as permitted nd in
accordance with, this Code.

may, on a risk-based basis, take into accolatextent to
which the activity to be outsourced is materialtsoregulated
business.

(3) The board of a licensee —

(@)

(b)

shall approve the licensee’s outsourcing pobeoyl keep it
under review; and

is responsible for ensuring that —
() outsourcing decisions are taken; and
(i) outsourced activities are undertaken;

in accordance with the licensee’s outsourcinggyoli

57. Outsourcing systems and contrel§l) A licensee that outsources any activities

shall establish and maintain appropriate and adeqystems and controls to manage

its outsourcing risk.

(2) Without limiting subparagraph (1), the outsong management
risk systems and controls shall provide for the mooimg and controlling of the
licensee’s outsourcing arrangements.

58. Outsourcing arrangements (1) A licensee shall, before entering into any

arrangement for the outsourcing of activities toservice provider, undertake
appropriate due diligence with respect to the serprovider to enable it to assess —

(@)

(b)

the service provider's capacity and ability uodertake the
outsourced activities; and

the risks associated with outsourcing the psepaactivities to
the service provider.

(2) The outsourcing of an activity shall be gmest by a written
contract with the service provider that —

(@)

clearly specifies all material aspects of thetsourcing
arrangement, including:

() the activities to be outsourced;

(i)  the rights and responsibilities of the partiasd
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(i) the protection by the service provider of Goential
information relating to the licensee or its custosne

(b) gives the licensee and, if relevant, its audaod actuary,
access to all documents and information relevantthie
outsourced activity, at all times; and

(c) provides for the orderly termination of the smircing
arrangement.

(3) A licensee shall establish and maintain aingency plan for each
outsourcing agreement that it enters into.

Returns and Notices

59. Annual return— (1) Every licensee shall submit to the Commissao annual
return in the approved form —

(@) where he is required to submit financial staets to the
Commission in accordance with paragraf#h together with
those financial statements;

(b) in any other case, on or before 31 Decembdr gaar.

(2) A licensed insurer shall, together with theaal return, submit an up to
date business plan to the Commission in the forat Would be required if it was
applying for a licence.

(3) Aninsurance manager shall, together withatmeual return, submit to the
Commission —

(@) alist of licensed insurers for which it hasealcduring the year
covered by the return; and

(b) evidence of current professional indemnity cogemplying
with paragrapl85;

(4) Aninsurance intermediary shall, together wvtfit annual return, submit to
the Commission —

(@) alist of insurers, whether licensed under &us or not, with
which it has placed business in the year coverethéyeturn;
and

(b) where applicable, evidence of current professiondemnity
cover complying with paragra85;

60. Judgments- A licensee shall notify the Commission of anggment obtained

against it and shall provide the Commission witidemce as to whether or not the
judgment has been satisfied.
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PART 6
MISCELLANEOUS PROVISIONS
61. Service of notices (1) Where a notice is required by this Act, thgulations

or this Code to be sent by a licensee to a policgrp it may be sent to the last
address of the policyholder notified by the policlger to the licensee.

(2) Where a person claiming to be interested policy has given notice of
his interest to a licensee, any notice requiredbéosent by the licensee to a
policyholder shall also be sent to the person dlagman interest at the address
specified by him in his notice to the licensee.
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SCHEDULE 1
ADMISSIBLE AND INADMISSIBLE ASSETS

| NADMISSIBLE ASSETS

1. The following assets are inadmissible assets:

(@)
(b)
(©)
(d)

(e)
(f)
(9)
(h)

Intangible assets
Loans, or any amounts due from related compgamieelated parties
Loans to insurance intermediaries

Loans, and any other amounts due, that aredagemore than 180 days,
including:

(i) insurance premiums,

(i) inwards reinsurance, and

(iif) reinsurance recoveries

Amounts secured or pledged on any asset otsasse
Merchandise inventory

Prepaid expenses

Furniture and fixtures
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ADMISSIBLE ASSETS

Asset Discount
Cash and Government bonds 0%
Term deposits and bonds 2%
Deposits in other financial institutions 3%
Corporate bonds 5%

Real estate mortgages 5%
Direct real estate investments, owner occupied 8%
Corporate shares 10%

Direct real estate investments rented to thirdigart | 10%

Commercial Loans 10%

Shares in private companies 10%

Receivables outstanding more than 90 days but| 1£8%o
than 180 days

Other Loans to third parties 10%

1. In determining the value of its assets for theppses of calculating its
margin of solvency, a licensed insurer shall inelwhly those assets that
are specified in the first column in the table abag$ admissible assets, but
shall discount the value of the admissible assgtthé percentage shown
against the asset in the second column in the tdidee.

2. The value of an asset —

(@) is the market value of the asset determinedguaireputable source,
where such a source is available; or

(b) where it is not possible to determine the miagkee of an asset, its
value is a price which, in the opinion of the irsyrepresents its fair
value determined in accordance with generally aecepccounting
standards.
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SCHEDULE 2

LICENSED AND APPROVED EXTERNAL INSURERS

1. (1) For the purposes of this Schedule, “specieitrnal insurer” means—
(@ aninsurer holding a category B licence; or
(b) an approved external insurer.

(2) This Code is disapplied or modified, to theesxtspecified, with respect
to a specified external insurer.

2. Paragraphg1, 25, 26, 27, 30, 31, 32, 45, 46, 47, 48, 50, 51 and55, 56, 57, and
58 are disapplied with respect to a specified extensarer.

3. Paragraph®0, 22, 23, 24, 28, 29, 33, 54(1), 56, 57, and58 apply to a specified
external insurer with respect to its Cook Islandgirance business.

4. Paragrapi0 applies to a specified external insurer holdirogtegory B
licence with respect to every premises in the Ast@nds where its licensed
business is carried on.

5. Paragraphd2 and43 apply with respect to any key functionary of acjed
external insurer in the Cook Islands.

6. A specified external insurer shall submit to th@r@nission a copy of such
annual financial statements as it is required gpare in its home jurisdiction
together with the auditor’s report on the finansi@tements, within three
months of its financial year end or such longeiqeeas may be authorised by
the Commission and paragra®is otherwise disapplied.

7. Paragrap®3is modified with respect to a specified extermalirer as
follows:

(a) Subparagraph (1) applies to the insurer inswuitirrespect to its Cook
Islands business.

(2) Subparagraph (3) is disapplied and the follgnsnbparagraph
substituted:

“(3) A licensed external insurer and an approseidrnal insurer
shall ensure that the records that it is requiceghaintain under
subparagraphs (1) and (2) —

(i) can be made available to the Commission oreisiest,

in the English language, within a reasonable pevsiod
time;
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(i) are kept up to date and that a full auditltieimaintained
of all changes to the records.

8. An external insurer that holds a category B ligeskall appoint a person
approved by the Commission as its representatittearCook Islands.

9. An approved external insurer shall appoint onmore licensed insurance
agents.

SCHEDULE 3
LICENSED EXTERNAL INSURANCE INTERMEDIARES

1. This Code is disapplied or modified, to the extgecified, with respect to a
licensed external insurance intermediary.

2. Paragraphs36, 37(3), 45, 46, 47, 48, 51, 54(1), 55, 56, 57, and 58 are
disapplied to a licensed external insurance intdramg.

3. Paragraph87(2) and38(1) apply to a licensed external insurance intermediary
with respect to its Cook Islands business.

5. Paragraphd2 and43 apply with respect to any key functionary of &hsed
external insurance intermediary in the Cook Islands

6. A licensed external insurance intermediary shabimit to the Commission a
copy of such annual financial statements as ggsiired to prepare in its home
jurisdiction together with the auditor’s report the financial statements, if
required in its home jurisdiction, within three ntlos of its financial year end
or such longer period as may be authorised by tharission and paragraph
49is otherwise disapplied.

5. Paragrap®0(1), (2) and (3) are modified with respect to &iised external
insurance intermediary by deleting, in each suliragh, the words “financial
statements and” and paragrdji4) does not apply in the case of a licensed
external insurance intermediary.

6. Paragrapt®3is modified with respect to a licensed externalinance
intermediary as follows:

(a) Subparagraph (1) applies to a licensed extameatance intermediary
with respect to its Cook Islands business.

(2) Subparagraph (3) is disapplied and the follgnsnbparagraph
substituted:
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“(3) Alicensed external insurance intermedidrglsensure that
the records that it is required to maintain unddxpsragraphs (1) and (2)

(i) can be made available to the Commission oreisiest,
in the English language, within a reasonable pevsiod
time;

(i) are kept up to date and that a full auditltieimaintained
of all changes to the records.
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