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Preamble

The IAIS Insurance Core Principles (ICPs) establish the fundamental requirement for supervision on a group-wide basis: “the supervisory authority supervises its insurers on a solo and a group-wide basis” (ICP 17). The Principles on group-wide supervision elaborate on the requirements of ICP 17, with the purpose of establishing an internationally acceptable framework that contributes to ensuring appropriate streamlining, consistency, efficiency and effectiveness of supervision on a group-wide basis.

This Guidance paper is part of a first stage in the IAIS’s work on the development of global standards and guidance on group-wide supervision and complements the IAIS Guidance paper on the role and responsibilities of a group-wide supervisor. 
These papers are necessarily evolutionary in their approach. In light of the current financial crisis it is recognised that timely development of  enhanced communication and cooperation amongst supervisors involved in the supervision of a group on a group-wide basis is critical. Papers focussing on such coordination initiatives – the role of a group-wide supervisor and supervisory colleges –are therefore important foundation pieces. This work will also support the IAIS implementation of the Financial Stability Forum recommendations.

For reasons of cross-sectoral consistency and supervisory convergence, close coordination with approaches chosen in other financial services sectors (in particular banking) is essential.

A short reference to G20/FSF to be added.

To be updated as the IAIS agenda on group issues develops:
Following the release of the Issues Paper on group-wide solvency assessment in February 2009 - developed jointly by the Insurance Groups and Cross-sectoral Issues Subcommittee and the Solvency and Actuarial Issues Subcommittee - the agenda of the IAIS on group-wide supervision has developed. 
………………………..add detail
As the IAIS takes forward this agenda, there are many complex issues and challenges to be considered, including :

· balancing the needs and  views of its 140 member jurisdictions, recognising the diversity of regulatory and supervisory approaches and frameworks

· acknowledging that some aspects of regulation - contract, insolvency  and consumer protection legislation - may extend beyond the direct control of the insurance supervisor or the IAIS.
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Issues for Discussion/Noting

As a general comment it is noted the paper is still repetitive in parts and could benefit from more centralised discussion of certain issues. 
The paper needs to be careful in balancing the need to provide adequate guidance while allowing for appropriate flexibility.   It should not become prescriptive.

· Is the balance currently correct? Is it too prescriptive or is there a need for more guidance perhaps through examples. 
1. Introduction
IAIS developments on group issues
1. Since its inception in 1994, the IAIS has developed a number of principles, standards and guidance papers to help promote the development, globally, of well-regulated insurance markets, consistent with one of its objectives under the IAIS By-laws. A further objective of the IAIS under the By-laws is to contribute to broader stability of the financial system.
2. The IAIS Insurance Core Principles (ICPs) establish the fundamental requirement for supervision on a group-wide basis. ICP 17  states that “the supervisory authority supervises its insurers on a solo and a group-wide basis”.  Essential criteria (d) of ICP 17 indicates minimum aspects of supervision to be covered by group-wide supervision, “as a supplement to solo supervision”. Essential criteria (b) of ICP 17 goes on to require that supervisors, in meeting this fundamental requirement, “cooperate to avoid unnecessary duplication”. 
3. The IAIS Principles on group-wide supervision (the Principles) elaborate on the requirements of ICP 17, with the purpose of establishing an internationally acceptable framework that contributes to ensuring appropriate streamlining,  consistency, efficiency and effectiveness of supervision on a group-wide basis.
4.  The IAIS Multilateral Memorandum of Understanding on Cooperation and Information Exchange (IAIS MMoU) establishes a formal basis for cross-border cooperation and information exchange among supervisors, and hence covers the  circumstances of supervision at group level.
5. The IAIS Guidance paper on the role and responsibilities of a group-wide supervisor supports the Principles, and provides guidance on one possible element of an international framework for group-wide supervision – the designation of a group-wide supervisor to promote efficient and coordinated group-wide supervision – while also referring to the use of supervisory colleges as another element.  

6. This guidance paper further complements this suite of papers in group-wide supervision. It provides guidance on the use of a supervisory college as a further element of an international framework for group-wide supervision – as a mechanism to facilitate cooperation and exchange of information between involved supervisors and coordination of supervisory activities on a group-wide basis.  
Developments in the Insurance Industry

7. Most internationally active insurers are organised in the form of groups with insurers within the group incorporated according to the legal framework in their respective local jurisdiction.  The financial position and the risk profile of an insurer may be affected by its belonging to a group, with the possibility of both positive and negative effects on its prudential situation.  
8. In groups, risk management and control functions are often carried out at group level.  Significant management and policy decisions are, generally, taken at the head of the group. Taking into account this economic reality, it is important to consider the management structure of the group and the quality of risk management and internal controls on a group-wide basis.  
9. It is, therefore, important for supervisors of insurers within a group to be able to form a comprehensive view of the business strategy, financial position, legal and regulatory position, and risk exposure of the insurance group as a whole, which will enable them to assess (and react to, as necessary) the prudential situation and solvency of the respective insurers within the group.  Where the insurance business of the group is carried out in a number of jurisdictions and a number of different supervisors are involved, this makes the task of supervising on a group-wide basis more complex and the coordination of supervisory activities more important.

10. The IAIS recognises that effective group-wide supervision can contribute to sound insurance markets, overall risk and capital management and enhance policyholder protection. At the same time, solo supervision will remain integral as the legal obligation to policyholders is established at the legal entity level. Therefore, to be most effective, supervision of a group should be undertaken in a manner which recognises the respective requirements for solo and group-wide supervision and avoids unnecessary duplication or inconsistency of supervision.

11.  The growing internationalisation of insurance business makes it appropriate and timely to explore mechanisms to achieve more effective and coordinated supervision on a group-wide basis, as a complement to the solo supervision of each insurer within the group.
International developments on financial stability issues

12. In the light of the financial market crises from mid 2007 to 2008, there has been an increased focus on issues of financial stability, and the risks associated with large financial organisations operating on a cross-border and/or cross-sector basis.  

13. In the recommendations of the Financial Stability Forum (FSF) in April 2008 and the more recent statements of the G20 (October 2008) – there has been particular reference to the important role of supervisory colleges in enhancing supervisory cooperation and coordination of internationally active groups and as one mechanism for crisis management. Protocols for the establishment of supervisory colleges for the major global financial institutions have been developed by a subgroup of the FSF working group on market and institutional resilience.
14. In developing this guidance, due regard has been had for these recent developments, and the particular recommendations of the FSF in respect of supervisory colleges. Consideration has also been given to the important work of the Joint Forum in the supervision of financial conglomerates – in particular, the Coordinator Paper and the Framework for Supervisory Information Exchange Paper.  The experience of the banking sector in the establishment and use of supervisory colleges has also been considered.
Issues for Discussion/Noting
Need to keep these paragraphs (and the paper) up to date to reflect the developments on the issue of supervisory colleges in the FSF and G20 fora , and also understandings gained from contact with the BCBS.
2. Scope and purpose   
2.1 Scope of the paper
15. Consistent with the identified scope of the Principles, the groups covered by this paper are those whose main activity is insurance, including reinsurance groups and an insurance subgroup within a financial conglomerate. The guidance is intended to apply to internationally active groups or regionally active groups with substantial cross-border business.
16. The Principles do not establish a detailed supervisory regime for group-wide supervision, but rather establish a framework within which group-wide supervision can be undertaken in an efficient and effective manner.  The Principles acknowledge that there may be different approaches to group-wide supervision.  Similarly, this guidance paper presents the use of a supervisory college as one mechanism for facilitating cooperation and exchange of information and effective coordination and communication among involved supervisors. While recognising the need for flexibility, the paper discusses factors to consider in the implementation of a supervisory college framework, the role and range of functions of a supervisory college, the establishment and operational activity of a supervisory college, including its form and membership and the interrelationship between the supervisory college and a designated group-wide supervisor.  
17. In providing guidance on the use of a supervisory college in group-wide supervision, it is not the intention of this paper to lessen the importance of solo supervision or to replace the role of the solo supervisor in respect of insurers within its jurisdiction.
18. This guidance paper does not modify or supersede any legal or regulatory requirements in force in, or applying to, the respective jurisdictions of involved supervisors.
Application to Subgroups
19. Within a group, it is recognised that in some jurisdictions subgroups may exist or be identified to reflect various structural, operational or supervisory objectives.  Such subgroups may exist within jurisdiction or on a cross-border basis.  The use of a supervisory college at group level should not limit the option to organise other coordination mechanisms, including college structures, between supervisors at the level of a subgroup within that group. However, such mechanisms should only be applied at a subgroup level where it is considered appropriate by the involved supervisors and having due regard for avoiding unnecessary supervisory duplication and inefficiencies. (The use of supervisory colleges at a subgroup level is discussed further in section 4.)
Issues for Discussion:
· Is it appropriate for the paper to be applied to groups operating on a  regional cross-border basis – or is this not within the scope of the IAIS? 

· Is it necessary to provide commentary on the circumstances of a financial conglomerate which includes an insurance group – how does this guidance paper apply to the insurance group and how should that supervisory college interact with other colleges established for the financial conglomerate?

2.2
Purpose of the paper

20. As mentioned, this paper provides guidance on an international framework that contributes to ensuring appropriate consistency, efficiency and effectiveness of group-wide supervision and a streamlining of the supervisory activities on a group-wide basis. 
21. Such a framework will assist supervisors to collaborate at an international level in supervising the cross-border activities of a group: this in turn will contribute to the protection of policyholders and to overall financial market stability. 

22. This paper considers the situation of establishing a supervisory college to facilitate cooperation and exchange of information, communication and coordination of supervisory activities on a group-wide basis as a supplement to the solo level supervision of the entities within the group. 
The effective operation of a supervisory college is based on mutual trust and confidence among the involved supervisors.  Group-wide supervision will be most effective where all involved supervisors act with a common understanding and commitment to cooperation and appropriate information exchange based on generally accepted and agreed supervisory principles and practices. 
23. The guidance in this paper should encourage the establishment of mechanisms for enhanced cooperation and information exchange based on such mutual trust and common understanding. This can further contribute to the long-term objectives of convergence, equivalence as well as mutual recognition of supervisory practices.  All involved  supervisors
 share the ultimate aim of ensuring optimal, effective and efficient group-wide supervision.  Each supervisor shall make every reasonable effort to cooperate and coordinate in a spirit of mutual trust and to avoid unwarranted supervisory duplication and unnecessary supervisory burden for both the insurers and supervisors involved.
24. Given this purpose, one benefit of establishing a supervisory college lies in promoting cooperation and information exchange and communication and coordination of supervisory activities between involved supervisors, which assists in avoiding unnecessary overlaps and duplication of work and alleviating unnecessary supervisory burden for industry.  This is predominantly to contribute to avoiding a crisis situation by improving supervisory cooperation and coordination in day-to-day-business. The benefits of having implemented and well functioning cooperation and coordination structures such as supervisory colleges could be even more striking in times of crisis.   
25. The establishment of a supervisory college does not remove the need for effective regular communication between supervisors involved in the supervision of a group, including the possibility of establishing other mechanisms to facilitate such communication (such as bilateral agreements, MoUs etc.) 
3.
Role of a Supervisory College
3.1
General rationale
26. There may be different reasons for establishing a supervisory college including:

· as a permanent forum for cooperation and information exchange
· to facilitate group-wide supervision

· to improve solo supervision

· to facilitate improved convergence in supervisory practices

· as a mechanism to foster better crisis management

Depending on the relative priority of the different reasons for the establishment of a particular supervisory college, the form, membership and operations of the supervisory college would be expected to vary accordingly.  
27. Appropriate flexibility in the establishment of a supervisory college, and the determination of its functions and operational structure, to reflect its particular role and purpose is important. A supervisory college should be organised in accordance with the nature, scale and complexity of the group. The format of the college should be commensurate with the legal and organisational structure and business activities of the group. (refer to V6 of FSF doc).

28. Where a supervisory college is established, to be most effective it should be established as a permanent, integral part of the group-wide supervision process. A supervisory college would generally be an ongoing mechanism, contributing to the ongoing protection of policyholders interests in day-to-day business and even more prevention of financial loss or crisis. 

29. It is recognised that a supervisory college has no legal or binding authority as a decision making body. However, in establishing the role and functions of a supervisory college, consideration should be given to the facilitation of coordinated supervisory activities, the voluntary delegation of tasks and, where necessary, consistent and coordinated supervisory interventions, to the extent possible. Ultimately any decisions by a supervisory college in relation to supervisory actions will rely on cooperation amongst involved supervisors and cannot override the various jurisdictions’ legal responsibilities. 
 As a permanent forum for cooperation and a vehicle for the promotion of mutual trust between supervisors.

30. A Supervisory college provides a formal and effective permanent forum for supervisors to build relationships and engender greater cohesiveness in cooperating with each other and coordinating supervisory activities in relation to the group and its subsidiaries. A supervisory college facilitates discussion and action on a collaborative approach to supervising a group, subject to any restrictions or requirements under each jurisdiction’s legislative framework. 
To facilitate group supervision

31. A supervisory college can be a mechanism to facilitate group-wide supervision (refer to ICP 17 EC [c] and the IAIS Principles of Group-Wide Supervision). A supervisory college contributes to the coordinated supervision of the group in particular by compiling and analysing all information available on risk exposures, financial soundness and  governance of group entities and the group as a whole while reducing duplication and gaps of supervisory efforts, in order to improve policyholders´ protection. 

To improve solo supervision
32. As a permanent forum for information sharing and discussion, a supervisory college facilitates knowledge transfer to other supervisors as they improve their supervisory mechanisms. Effective cooperation may provide extended knowledge of the intra-group risks affecting an entity stemming from the group and may precipitate pre-emptive supervisory activities. 
To facilitate improved convergence in supervisory practices

33. It is still reality that there may be significant differences in supervisory practice in different jurisdictions. Those differences are sometimes caused by the diversity of market environments and the specific features of a market which are better understood by the local supervisor. As supervisors observe, assist and instruct one another through a supervisory college, they gain greater understanding of the nature of the group and its risks and greater convergence of supervisory practice may result.

Issues for Discussion

· How can the delegation of tasks in a supervisory college be reconciled with the legal responsibilities of supervisors?  Does the paper need to provide more guidance on this aspect?

· Is there scope for joint supervisory activities and joint inspections – do these implicitly involve joint decisions by supervisors? (A joint decision is by nature a decision of its own right by each supervisor participating in the joint decision.)  Should this be made more transparent in the paper?
3.2
The range of functions of a supervisory college
34. There is a range of functions which a supervisor college may undertake, depending on the circumstances of the group and the legal and supervisory structures in the involved jurisdictions and the established role and purpose of the supervisory college.  

35. Ultimately, the involved supervisors should establish among themselves the appropriate functions of the supervisory college given its role, and the allocation of those functions amongst the involved supervisors. 
36. The roles and functions of the supervisory college and the respective roles of the involved supervisors should be clearly defined to avoid unnecessary duplication of supervisory tasks. For example, the functions of a supervisory college may be established in the terms of reference of the supervisory college - refer to section 4.2. Voluntary delegation of supervisory tasks can be an appropriate means to increase efficiency of the work of a supervisory college.  

37. Where there is a designated group-wide supervisor for the group, that group-wide supervisor would be expected to play an integral and transparent role in the establishment and ongoing operation of the supervisory college, including taking the initiative in establishing and coordinating the functions of the supervisory college, in particular setting up a supervisory plan, in consensus with other involved supervisors. (Refer to section 5 for more discussion on the interaction between the group-wide supervisor and the operations of a supervisory college). 
38. In establishing the functions of a supervisory college, some of the key activities which should be considered include: 
· Information sharing

· Evaluation of group risk exposures and financial soundness
· Joint supervisory activities, joint inspections 

· Specialisation, focus groups

· Liaison with industry 

Information sharing

39. A main function of a supervisory college will be to facilitate the fulfilment of the responsibilities of all involved supervisors by providing greater access to information and experience about the group. Information sharing, while protecting effectively confidential information, is intended to provide a vehicle to facilitate supervisors achieving comprehensive understanding of the group and its risks so that the group can be appropriately supervised.

40. A supervisory college assists in supervisors sharing and having access to information about a group that would enhance their supervision of the legal entity(ies) and/or the group. As information is shared and exchanged in a secure and controlled environment, it both requires and encourages mutual trust. The supervisory college facilitates this relationship ultimately leading to greater cooperation.

41. The ability of a supervisor to share information must be determined to ensure that information remains confidential.  Effective group-wide supervision requires trust among supervisors to ensure cooperation and sharing information. There must be information sharing agreements to ensure confidentiality and define the parameters in which the information can be used. Information sharing agreements and MoUs are mechanisms to share information, engender cooperation and trust, and ensure confidentiality. Supervisors are encouraged to initiate dialogue amongst themselves in order to identify ways in which they can foster an environment of cooperation and trust. Jurisdictions that are part of the IAIS MMoU will have had their legislative regimes assessed to ensure strict confidentiality requirements are met as precondition for effective cooperation and coordination of joint supervisory activity.
Issues for Discussion

· Do the issues of confidentiality of information need to be more clearly described in this section?  (There is material throughout the paper which could perhaps be centralised in this section to provide greater emphasis)
· Could the paper provide further guidance on ways and methods in which to enhance trust and cooperation amongst supervisors?
Evaluation of group risks

42. Cooperation and coordination amongst supervisors may allow supervisors to gain greater understanding of the group, its inherent risks and it business activities.  The understanding may make supervisors take a joint approach to supervising a group.

43. Joint review and evaluation of risks to which the group and its entities are or might be exposed to ensure a prospective supervision and to foster early warning of major risks to the extent possible (business strategy, skills and propriety of management, internal systems, internal control, risk-management processes, adequacy of capital at group level and across entities, overall risk profile of the group). 

Joint supervisory activities
44. Through a supervisory college, joint activities between involved supervisors may be organised and coordinates where appropriate and subject to any legislative requirements – for example, joint inspections of one or more group entities. 

45. A supervisory college may encourage the formation of focus groups with the requisite expertise to hone in on specific issues concerning a group such as internal models or group solvency determination.  These focus groups are formed to evaluate areas of concern/importance to the supervisors.

Relations with the industry 

46. Discussions with other supervisors may contribute to the supervisors’ understanding of a group, its business activities, its impact on various sectors of an economy, the inherent risks and where the group may be subject to other regulatory and legislative provisions outside of insurance supervisors’ remit. The Supervisory college provides the supervisors and the group to engage in face-to-face dialogue. The group is afforded the opportunity to provide clarity with respect to its operations and its business strategies.

Issues for Discussion
Are some of these functions more important than others?  Should there be any guidance on relative priority given in the paper ?

3.3 The role of a supervisory college in crisis management

47. While, there may be circumstances where a supervisory college is established purely or exclusively as a vehicle for crisis management this would be expected to be the exception in practice.

48. Generally, a supervisory college would be expected to be established as a permanent mechanism and part of the day-to-day supervision of the business contributing to crisis prevention on an ongoing basis.  
49. Since a supervisory college is a forum to engender cooperation and mutual trust among supervisors, an effectively operating supervisory college would result in established relationships which would be beneficial particularly in times of financial distress or a crisis.  Where a crisis situation arises, an existing supervisory college could function, and should be well positioned, to contribute to the management of that situation.  
Infrastructure in case of emergency/crisis management

50. A supervisory college should discuss the process of cooperation and coordination during emergency situations (refer to para 66 on Guidance on Role & Responsibilities of Group-Wide Supervisor).

51. While it is not expected to be the ultimate focus of a supervisory college, a crisis management plan should be discussed.  In establishing the role and functions of any supervisory college it is important to consider the scenario of a crisis and the expected role of the college in that situation.

Issue for Discussion/Noting:

This section needs to be expanded, and greater clarity added.  BaFin will lead the drafting

What aspects should be covered:

· The role in crisis management?
· The relative priority of a crisis management function?

· The organisation of this function – as a special subgroup of the college?
4.
Establishment of a Supervisory College
4.1
When to establish a permanent supervisory college

52. As already discussed, there is a substantial degree of divergence in the insurance industry in the nature of organisations, the nature of regulation and supervision, the development of markets and supervisory regimes in different jurisdictions.

53. In addition to the necessity to increase the convergence of supervisory practice, there is a need for flexibility in the considerations both of when and how to establish a supervisory college.  

54. As a general premise, the establishment of a supervisory college should be considered where it will improve the efficiency and effectiveness of supervision – when it fosters the objectives of financial stability and policyholder protection.

55. Consideration should be given to the circumstances and other factors to be considered in determining whether to establish a supervisory college.  Also the principle of proportionality should apply. Further a jurisdiction may determine that there are particular circumstances or minimum criteria which suggest that the establishment of a permanent supervisory college should be a requirement.
56. The factors which may be considered in this context include:

· the size, structure and complexity of the group

· operations through subsidiaries, branches of subsidiaries, subsidiaries in branches in various jurisdictions

· relevance of subsidiaries and branches for financial stability of local (host) insurance and capital markets

· the number of jurisdictions in which the group operates
· mainly based in one region (e.g, the EU, that has already set up multilateral cooperation structures for cross-border active EU insurance groups)

· operates on an international basis
· prevalence (measured by gross premiums or gross technical provisions) of exposure to a single jurisdiction or region
· the nature and complexity of the business undertaken by the group

· prevalence of single lines of business: life, non-life or reinsurance

· multi lines of business

· presence of captive insurers or captive re-insurers or captive structures 

· reinsurance through reinsurance captives, intra-group cessions, intra-group retrocessions

· minor activities in other sectors, e.g. banking, securities, parabanking, financial services

· the operational and management approach of the group: 

· Group functions: risk management, capital management, internal controls, internal audit, corporate governance, quality assurance

· Level of independence of local management

· Intra-group financing and risk transfer

· Group management: centralised of decentralised

· Size of the group and of the entities within the group

· are single or multiple entities critical to the financial stability of the overall group

· are intra-group transactions critical to one or more entities of the group, is capital across the group freely fungible and transferrable

· Importance of the group to overall systemic relevance/financial stability at local/national, regional and global level

· Legal constraints limiting the effectiveness of supervisory college in the relevant jurisdictions

· Legal basis of information exchange, 

· professional secrecy and confidentiality, 

· supervisory powers and authorities:

- on group-wide supervision

- ability to cooperate with other authorities

· cross-border or across lines of business transfer of funds or risk

· collateralisation requirements

· capital adequacy requirements and respective propriety of funds or access to funds required

· Other matters
· Methods of solvency measurements  
· Structure of financial and prudential position required in respect of solvency, liquidity, capitalisation, performance requirements

· Solvency control levels both nominal, static and risk oriented

· Policy holder protection schemes 

- Within a single jurisdiction

- Cross-border cooperation

· Crisis management arrangements

- Within a single jurisdiction

- Cross-border cooperation

57. As a general point, where a supervisory college already exist in practice, but may not be comprehensive in its coverage, that college should be adapted to meet the needs of the wider number of involved supervisor.  Members of the supervisory college should not seek to duplicate supervisory colleges.

Issues for Discussion

· Is there a distinction to be drawn between groups established with subsidiaries and those with branch structures?  To what extent should the guidance paper go into detail and on what matters?

· To what extent are some of these items relevant considerations in establishing a supervisory college – for example fungibility of capital, the items listed under other matters.  Is the list too detailed/prescriptive? 
4.2
Form and Operational Structure of a Supervisory College.
58. Ultimately the involved supervisors would be expected to agree the need for a supervisory college and the role and functions which the supervisory college should undertake.  The emphasis should be on a joint decision between all involved supervisors to reach an acceptable outcome.  Where there is a designated group-wide supervisor for a group, the group-wide supervisor would be expected to have an integral role in initiating these discussions and facilitating the decisions (refer to section 5 for more discussion on the interrelationship between the group-wide supervisor and a supervisory college). 

59. The criteria discussed in section 4.1 will be important considerations not only in determining whether to establish a supervisory college, but also where a college is established, would inform the definition of the form and operational structure of that college, its membership and the focus of its work.
Issue for Discussion
· Can membership be determined by ‘joint decision of all supervisors’ or is there a need for a more pragmatic approach.  (Is it likely that all supervisors would want to participate, requiring a pragmatic decision to facilitate effectiveness of the college)
Overall Approach

60. The legal and regulatory frameworks that exist in the jurisdictions where the group operates may vary considerably.  This will place limitations in terms of how each supervisor carries out its supervision of solo entities and the scope of its authority.  This in turn will have an impact on any work that a supervisory college agrees to carry out.  In particular, a supervisory college will need to ensure that any work planned does not go beyond the authority of a supervisor or exceed the legal framework that exists in a jurisdiction. 
61. The resources and capabilities of each supervisor involved in a supervisory college are likely to vary considerably.  As such the supervisory college will need to ensure that the actions agreed are appropriate and realistic for all of the involved supervisors.  This may require that:

· flexibility is given in terms of time allowed to complete work;

· any tasks allocated are achievable for the supervisor carrying out the work; and

· the supervisory college focuses on the areas of greatest risk.

62. Supervisory approaches may differ by jurisdiction, for example some have adopted a risk based / principles approach to supervision while others use a rules based approach.  These differences will need to be considered and appropriately reflected in the form and operations of a supervisory college.
63. As already stated, supervisory colleges would generally be expected to be established on a permanent basis.  However, there may be circumstances where a supervisory college is established on an ad-hoc basis in order to coordinate a particular issue with regard to the group in question (e.g. crisis management).

Membership of a Supervisory college

64. The members of a supervisory college would comprise the representatives of the supervisors responsible for the day to day supervision of the insurers which are part of the group. Participation in a supervisory college would generally be on a voluntary basis.

65. However, careful consideration should be given to establishing the actual membership of a particular supervisory college having regard for the particular circumstance and the need to balance the desire for an inclusive membership approach with the need for a manageable membership size to facilitate effectiveness of the supervisory college. To invite all involved supervisors to participate in a supervisory college may not be the most appropriate approach where to do this may lead to the supervisory college becoming unwieldy and unworkable. Pragmatic solutions need to be chosen here to guarantee the operational functioning of a supervisory college in an effective and efficient way. 

66. Where all involved supervisors are not invited to participate in a supervisory college to limit numbers to a manageable size, other mechanisms may be considered to ensure the flow of information to all involved supervisors. For example, membership may be on the basis of a regional representative structure, where that representative is responsible for communicating back to other regional supervisors. Similarly, supervisory colleges may be established at a subgroup level to facilitate discussions at this level and information flow to and from the main supervisory college.

67. Where it is determined that membership is to be limited, clear criteria should be established for defining that membership. Issues which should be considered in establishing the criteria for membership of a supervisory college would include:

· the relative size and/or materiality of the entities relative to the group as a whole 
· the relative size or materiality of the entity relative to its local market

· the level of risk in a particular entity. 
68. The composition of a supervisory college should be reviewed on a regular basis. 

Issues for Discussion

Is there overlap between this section and section 3.2 on the range of functions of a supervisory college?  How should this be reconciled?

Supervisory colleges at subgroup level

69. There may be circumstances where it is appropriate to establish a supervisory college at the level of a subgroup within a group.

Issues for Discussion/Noting
This section needs to be expanded.  A lead drafter is required.

What issues should be covered, and in how much detail:

· flexibility in structures of colleges
· when might a sub-group college be established For example, useful in case of large groups, sub colleges feeding into main college used to provide levels of membership

· How sub-group colleges interact and coordinate with group college

· Structures and flows of information

Coordination and chairmanship

70. Where designated, the group-wide supervisor would be expected to take the responsibility for initiating a supervisory college and to act as the key coordinator or chairman of the supervisory college (refer to the IAIS Guidance paper on the role & responsibilities of a group-wide supervisor).
71. The Chairman should ensure the prerequisites for the effective operation of a supervisory college exist, such as coordinating meeting schedules; confidentiality agreements etc. (refer to FSF document). The Chairman should propose the agenda for supervisory college meeting, but should incorporate the views and opinions of other members. The agenda may be set to discuss specific issues, or wide ranging issues depending on what is happening globally and/or to a particular group.

72. The supervisory college meeting should consider what outcome it is seeking to achieve.  Based on this, the members will need to agree the following:

· action points arising from any meeting(s);

· the individual(s) who a task has been assigned to; and

· the date by when an action should be complete. 

It will be the responsibility of the supervisory college to track individual items to make sure that the necessary action has been carried out.

Issues for Discussion 
· Is more detail needed on the mechanisms for information sharing and the ultimate responsibility for information sharing and dissemination?
Mechanisms to Facilitate Information Sharing and co-operation within a supervisory college

73. Successful co-operation within a supervisory college needs to be based on mutual trust and confidence, in particular with respect to the substance of the underlying supervisory matter as well as the protection of confidential information exchanged in a supervisory college. In order to assess the risks within an insurance group, a supervisory college will need to ensure that there is appropriate exchange of information among the involved supervisors.  This is of particular importance as supervisors need to ensure that they are working with the most up to date information.  There is no global law or regulation on confidential information; it is the responsibility of each supervisor within the supervisory college to ensure the safe handling of confidential information.  Each member of the supervisory college must consider carefully the consequences of unintentional divulgence of information.  Therefore, it is vital that appropriate information sharing agreements are in place between the members of the supervisory college to ensure that information can be shared in a secure environment.  

74. There are two principle methods with which this could be achieved:

· Each authority involved in the supervisory college establishes a memorandum of understanding (MoU) on a bilateral basis with the other members of a supervisory college.  It is feasible that in many instances such MoUs already exist so this may not be as onerous as it first appears. 

· The members of the supervisory college sign up to the IAIS multilateral MoU which requires the compatibility and the commitment to a strict confidentiality regime.

Where confidential information, shared within a supervisory college, is also communicated to other supervisory authorities these also need to have a formal basis in place to ensure the protection of confidential information. Mechanisms could be included in MOU’s or via direct arrangement by college members.
Terms of Reference of a supervisory college
75. When a supervisory college is first established the members should seek to underpin this by establishing a formal terms of reference which sets out how the supervisory college will operate.  This should include the following (this is not an exhaustive list):

· The membership of the supervisory college – including the process for appointing a supervisor for chairing the college. (This would typically but not necessarily be the group-wide supervisor, where designated.) 

· Roles and functions of the supervisory college and of the members of the supervisory college, including expectation of the group-wide supervisor
.

· Frequency and locations of meetings – The supervisory college should agree locations that are likely to ensure the participation of as many of the members as possible.  Where it is not feasible for supervisors to be present at a meeting, best endeavours should be made with the arrangements, so that where possible, people can participate by other means – for example by a conference call.

· Scope of the supervisory college – It is likely that the supervisory college will focus on the following issues at a group level: 

· the solvency and financial stability of the insurance group;

· the assessment of intra-group transactions and exposures;

· internal control and risk management within the insurance group; and

· appropriate actions to mitigate risks identified.


To be able to carry out its work, the supervisory college will need to develop a shared view of risk.

· The regular information collected by the supervisory college and any notifications that should be made to it (from both supervisors and the group).  The supervisory college should agree the frequency at which information is provided.  This should be coordinated in a way to avoid duplicative requests and to reduce the burden on a group.  The supervisory college should have an overview of an insurance group’s strategic plans.

· Responsibility for taking minutes of each meeting.

· Procedures for dealing with emergences (including breaches of solvency positions or the crystallising of risk).  

5.
Interrelationship between Group-wide Supervisor and Supervisory College 

76. As noted in the guidance paper on the role of a group-wide supervisor, “The benefits of designation of a group-wide supervisor can be further enhanced though mechanisms such as ………establishment of a “college” of involved supervisors”.
77. While one is not necessarily essential to the other, the two mechanisms for improving the efficiency and effectiveness of group-wide supervision are very much complementary or even mutually inclusive – there are synergies to be gained by having both elements in place in a group-wide supervisory framework:

· The designation of a group-wide supervisor provides a natural option for the coordination/chairmanship role associated with a supervisory college

· The establishment of a supervisory college provides a natural mechanism for cooperation and exchange of information and coordination among all supervisors associated with the role of a group-wide supervisor

Issues for Discussion/Noting
This section needs to be expanded.  Switzerland to lead the drafting.  

· What are the issues to be covered, and to what level of detail?  It is necessary to balance the need for flexibility in practice with the objective of providing useful guidance.

· Is it possible to include some examples to illustrate “best practice” in respect of the issues in this section?
6.
Conclusion
· The Supervisory college could be flexible to incorporate the merging work done by IAIS sub-committees, IAIS papers.

· This is to ensure that the Supervisory college operates consistently with the approved work submitted by the IAIS.

· Group-wide supervision is a continuous work and the role of Supervisory colleges would evolve as group-wide supervision issue continues to be debated.

· No alternative to implementation of college structures as comes out of lessens learnt and remedial actions for current crisis.

· Clear political will (G20, FSF) for going this way (which we would have gone in insurance anyway).

· Implementation of supervisory colleges pragmatic and effective tool in prudential supervision (for all insurance and banking groups as well as bank insurance/conglomerates)   

Issue for Discussion/Noting
In terms of the process for development of this paper:

· A revised draft will be prepared for discussion at the March meeting in San Diego:

· based on discussions at the Tokyo meeting and 

· including drafting needed to expand sections on sub-group colleges, crisis management and interrelationship between group-wide supervisor and supervisory college

· Following the March discussion, subcommittee members will be asked to provide written comments on the draft paper, to allow it to be further refined for the May meeting in Basel

· The paper should be approved by subcommittee members in the May meeting.  It will then be presented to Technical Committee at the June triannual meeting for endorsement to go to consultation.

· Consultation will be over July/August

· Subject to the extent of comments received, the apper will be finalised in the September meeting in Spain and presented for final approval in October
� 	The determination of the involved supervisors will depend on the circumstances of the particular group, but could be all supervisors involved in the supervision of insurers within the group. 


� Further information can be found in the IAIS Guidance Paper on the Role and Responsibilities of the Group-Wide Supervisor (October 2008).
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