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1. Supervisory Colleges

Supervisory colleges facilitate information sharing between regulators of large insurers
with subsidiaries domiciled in several jurisdictions. While this concept has been used in the EU
for some time, US insurance regulators are beginning the process at this point. Supervisory
colleges can be used to formulate a shared assessment or common understanding for the main
risk areas within a group, controls, and strategies, as well as to raise the supervisory awareness
level of the respective regulators oversight activities. A number of states have participated in
supervisory colleges for large holding company systems based in the US.

Discussion point — consider adding a new section to the Model Holding Company Act to
mandate or allow supervisory colleges, add parameters/criteria for supervisory colleges in
terms of what size of holding company group would warrant a supervisory college, add
confidentiality provisions, if necessary, and add rule/regulation authority to further refine the
process.

2. Groupwide Supervision/Group Supervision Authority

The Nebraska Department of Insurance has statutory authority to conduct group
supervision under the European model of supplemental group supervision of upstream entities
of Nebraska domiciled insurance entities on a voluntary basis. US insurers who do business in
Europe and third counties are often subject to dual regulation, by their domestic regulator and
by the third country regulator because of the perception that US standards are insufficiently
developed in the area of group supervision. The Legislature adopted a statute in 2008, granting
the Department authority to adopt a regulation setting specific standards. Although the act
references “financial conglomerate”, it is more accurately an insurance group. The act is
included below.

44-165 Financial conglomerate; supervision on consolidated basis; director; powers;
duties; application fee; violation; enforcement powers; administrative penalty; unfair trade
practice; criminal penalty; appeal; expenses of supervision. (1)(a) A financial conglomerate
may submit to the jurisdiction of the Director of Insurance for supervision on a consolidated
basis under this section. Supervision under this section shall be in addition to all statutory and
regulatory requirements imposed on domestic insurers and shall be for the purpose of
determining how the operations of the financial conglomerate impact insurance operations.

(b) For purposes of this section:

(i) Control has the same meaning as in section 44-2121; and



(ii) Financial conglomerate means either an insurance company domiciled in Nebraska or a
person established under the laws of the United States, any state, or the District of Columbia
which directly or indirectly controls an insurance company domiciled in Nebraska. Financial
conglomerate includes the person applying for supervision under this section and all entities,
whether insurance companies or otherwise, to the extent the entities are controlled by such
person.

(2) The director may approve any application for supervision under this section that meets the
requirements of this section and the rules and regulations adopted and promulgated under this
section.

(3)(a) The director shall adopt and promulgate rules and regulations for supervision of a
financial conglomerate, including all persons controlled by a financial conglomerate, that will
permit the director to assess at the level of the financial conglomerate the financial situation of
the financial conglomerate, including solvency, risk concentration, and intra-group transactions.

(b) Such rules and regulations shall require the financial conglomerate to:
(i) Have in place sufficient capital adequacy policies at the level of the financial conglomerate;

(ii) Report to the director at least annually any significant risk concentration at the level of the
financial conglomerate;

(iii) Report to the director at least annually all significant intra-group transactions of regulated
entities within a financial conglomerate. Such reporting shall be in addition to all reports
required under any other provision of Chapter 44; and

(iv) Have in place at the level of the financial conglomerate adequate risk management
processes and internal control mechanisms, including sound administrative and accounting
procedures.

(c) In adopting and promulgating the rules and regulations, the director:

(i) Shall consider the rules and regulations that may be adopted by a member state of the
European Union, the European Union, or any other country for the supervision of financial
conglomerates;

(ii) Shall require the filing of such information as the director may determine;

(i) Shall include standards and processes for effective qualitative group assessment,
guantitative group assessment including capital adequacy, affiliate transaction, and risk
concentration assessment, risks and internal capital assessments, disclosure requirements, and
investigation and enforcement powers;



(iv) Shall state that supervision of financial conglomerates concerns how the operations of the
financial conglomerate impact the insurance operations;

(v) Shall adopt an application fee in an amount not to exceed the amount necessary to recover
the cost of review and analysis of the application; and

(vi) May verify information received under this section.

(4)(a) If it appears to the director that a financial conglomerate that submits to the jurisdiction
of the director under this section, or any director, officer, employee, or agent thereof, willfully
violates this section or the rules and regulations adopted and promulgated under this section,
the director may order the financial conglomerate to cease and desist immediately any such
activity. After notice and hearing, the director may order the financial conglomerate to void any
contracts between the financial conglomerate and any of its affiliates or among affiliates of the
financial conglomerate and restore the status quo if such action is in the best interest of
policyholders, creditors, or the public.

(b) If it appears to the director that any financial conglomerate that submits to the jurisdiction
of the director under this section, or any director, officer, employee, or agent thereof, has
committed or is about to commit a violation of this section or the rules and regulations adopted
and promulgated under this section, the director may apply to the district court of Lancaster
County for an order enjoining such financial conglomerate, director, officer, employee, or agent
from violating or continuing to violate this section or the rules and regulations adopted and
promulgated under this section and for such other equitable relief as the nature of the case and
the interest of the financial conglomerate's policyholders, creditors, or the public may require.

(c)(i) Any financial conglomerate that fails, without just cause, to provide information which
may be required under the rules and regulations adopted and promulgated under this section
may be required by the director, after notice and hearing, to pay an administrative penalty of
one hundred dollars for each day's delay not to exceed an aggregate penalty of ten thousand
dollars. The director may reduce the penalty if the financial conglomerate demonstrates to the
director that the imposition of the penalty would constitute a financial hardship to the financial
conglomerate.

(ii) Any financial conglomerate that fails to notify the director of any action for which such
notification may be required under the rules and regulations adopted and promulgated under
this section may be required by the director, after notice and hearing, to pay an administrative
penalty of not more than two thousand five hundred dollars per violation.

(iii) Any violation of this section or the rules and regulations adopted and promulgated under
this section shall be an unfair trade practice under the Unfair Insurance Trade Practices Act in
addition to any other remedies and penalties available under the laws of this state.



(d) Any director or officer of a financial conglomerate that submits to the jurisdiction of the
director under this section who knowingly violates or assents to any officer or agent of the
financial conglomerate to violate this section or the rules and regulations adopted and
promulgated under this section may be required by the director, after notice and hearing, to
pay in his or her individual capacity an administrative penalty of not more than five thousand
dollars per violation. In determining the amount of the penalty, the director shall take into
account the appropriateness of the penalty with respect to the gravity of the violation, the
history of previous violations, and such other matters as justice may require.

(e) After notice and hearing, the director may terminate the supervision of any financial
conglomerate under this section if it ceases to qualify as a financial conglomerate under this
section or the rules and regulations adopted and promulgated under this section.

(f) If it appears to the director that any person has committed a violation of this section or the
rules and regulations adopted and promulgated under this section which so impairs the
financial condition of a domestic insurer that submits to the jurisdiction of the director under
this section as to threaten insolvency or make the further transaction of business by such
financial conglomerate hazardous to its policyholders or the public, the director may proceed as
provided in the Nebraska Insurers Supervision, Rehabilitation, and Liquidation Act to take
possession of the property of such domestic insurer and to conduct the business thereof.

(g) If it appears to the director that any person that submits to the jurisdiction of the director
under this section has committed a violation of this section or the rules and regulations
adopted and promulgated under this section which makes the continued operation of an
insurer contrary to the interests of policyholders or the public, the director may, after giving
notice and an opportunity to be heard, suspend, revoke, or refuse to renew such insurer's
license or authority to do business in this state for such period as the director finds is required
for the protection of policyholders or the public. Any such determination shall be accompanied
by specific findings of fact and conclusions of law.

(h)(i) Any financial conglomerate that submits to the jurisdiction of the director under this
section that willfully violates this section or the rules and regulations adopted and promulgated
under this section shall be guilty of a Class IV felony.

(ii) Any director, officer, employee, or agent of a financial conglomerate that submits to the
jurisdiction of the director under this section who willfully violates this section or the rules and
regulations adopted and promulgated under this section or who willfully and knowingly
subscribes to or makes or causes to be made any false statements, false reports, or false filings
with the intent to deceive the director in the performance of his or her duties under this section
or the rules and regulations adopted and promulgated under this section shall be guilty of a
Class IV felony.



(iii) Any person aggrieved by any act, determination, order, or other action of the director
pursuant to this section or the rules and regulations adopted and promulgated under this
section may appeal. The appeal shall be in accordance with the Administrative Procedure Act.

(iv) Any person aggrieved by any failure of the director to act or make a determination required
by this section or the rules and regulations adopted and promulgated under this section may
petition the district court of Lancaster County for a writ in the nature of a mandamus or a
peremptory mandamus directing the director to act or make such determination forthwith.

(i) The powers, remedies, procedures, and penalties governing financial conglomerates under
this section shall be in addition to any other provisions provided by law.

(5)(a) The director may contract with such qualified persons as the director deems necessary to
allow the director to perform any duties and responsibilities under this section.

(b) The reasonable expenses of supervision of a financial conglomerate under this section shall
be fixed and determined by the director who shall collect the same from the supervised
financial conglomerate. The financial conglomerate shall reimburse the amount upon
presentation of a statement by the director. All money collected by the director for supervision
of financial conglomerates pursuant to this section shall be remitted in accordance with section
44-116.

(c) All information, documents, and copies thereof obtained by or disclosed to the director
pursuant to this section shall be held by the director in accordance with sections 44-154 and 44-
2138.
Source: Laws 2008, LB855, § 50.

Discussion Point — consider adding similar provisions to the Model Holding Company Act
or separate statutory section using the Nebraska statute as a starting point for

drafting/refinement.

3. Other Amendments

a. Consider having all Form B filings for Insurance Group Holding Companies (i.e. have a
group code) submitted confidentially to NAIC for easier regulator-to-regulator review.

Discussion point — Should supervisory college participating countries have access to this
information?

b. Clearer access upstream and downstream on any information desired regarding the
holding company, regardless of entity.



Discussion point — this point could be addressed through a group supervision
requirement to provide consolidated financial statements of the entire group when requested.

c. As GLBA didn't require functional regulators to communicate with each other, should
that requirement be placed into the model?

Discussion point —is this an issue? Do you find that functional regulators are not
communicating with each other provided the appropriate confidentiality agreements
are in place?

d. Add limited liability company references wherever appropriate.
Discussion point — this would be clean up for the model law.

e. If areinsurance agreement meets the materiality requirement requiring a filing for prior
notice, do all revisions need to be reported under the prior notification requirement or
only modifications that meet the materiality requirements?

Discussion point — this would be clean up for the model law.

f. Add additional instructions to Form B filing information when the ultimate controlling
person is an individual. It is not possible to have biographical information of officers and
directors of an individual and not many individuals have certified audited financial
statements.

Discussion point — this would involve a change to the model regulation.

g. Uniform Form A filing requirements or, in the alternative, a uniform review process
when insurers within a group are impacted. With the issues arising with AIG, it is
apparent that a uniform Form A review process would be helpful in order to coordinate
Form A reviews.

Discussion points — Consider a lead state approach, a team of lead states, whether a
hearing process is required, etc.
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