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Risk-Focused Market Conduct Regulation

Risk-focused market conduct regulation directs regulatory efforts toward the review and analysis of
issues that have the greatest potential for consumer harm and disruption in the marketplace.

A risk-focused approach places greater emphasis on a company’s risk management culture, corporate
governance structure, risk assessment programs, and control environment. This method enables
regulators to determine the degree to which a company’s management is prevention-based and focused
on the detection of potential problems.

Risk-focused market conduct examinations can be used to identify and assess the risk inherent in the
insurer’s operations and to assess the adequacy and effectiveness of the insurer’s strategies and
controls to mitigate its risk. The risk assessment process should result in an increased focus and testing
of business areas at high-risk for non-compliance. Conversely, the risk-assessment process should result
in decreased focus and fewer tests (if any) on business areas at low risk of non-compliance.

The Risk-Focused Surveillance Process

A risk-focused surveillance process includes identifying significant risks, assessing and analyzing those
risks, documenting the results of analysis, and developing recommendations for how the analysis can be
applied to ongoing monitoring of the insurer. Increased attention by regulators to an insurer’s risk
assessment and risk management processes will be a positive development. Enhancements included in
the risk-focused surveillance process will:
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