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	Insurance groups and conglomerates – consolidated supervision


I.
Summary

In the course of globalization, an increasing number of Swiss insurance companies bought or founded subsidiaries in Switzerland and abroad and developed into international insurance groups. In addition, there was a noticeable trend in the 1990’s towards bankassurance.

These developments led to the creation of the five finance conglomerates in Switzerland, four of which are insurance-dominated and one of which is bank-dominated. About fourteen so-called insurance groups exist in Switzerland; an insurance group encompasses two or more companies that form an economic unit or are otherwise connected with each other through influence or control and that are primarily engaged in insurance.

Supervision of these comparatively young entities must take into account the developments on the market and the related new risks: risks that can arise with such an internationally active economic entity are, for instance, group-internal “risks of contagion”, supervision arbitrage between financial activities that are regulated differently, unrecognized risk concentrations, or “falsifications” of the picture of a single company by double use of the same funds.

Through interpretation of the old Insurance Supervision Law (ISL), valid until the end of 2005, the finance conglomerates were made subject to consolidated supervision on the basis of individual decrees. The new ISL, adopted in December 2004, provides an explicit legal basis for the supervision of groups and conglomerates, resulting in the consolidated supervision of insurance groups as well.

II.
Background

The economic development in the direction of globalization has also affected the insurance industry. An increasing number of Swiss insurance companies bought or founded subsidiaries in Switzerland and abroad and developed into international insurance groups. Although this trend has slowed somewhat in the last three to four years due to the poor stock market development and the focus has been on the core markets, the slump in globalization should probably be regarded as a temporary development.

In addition, there was a noticeable trend in the 1990’s towards bankassurance. Large insurers increasingly not only want to offer a broad insurance range, but they also have become active in the banking sector through acquisitions or formations. Banks have also shown the desire to benefit from the synergies of bankassurance, by buying or founding insurance companies.

These developments led to the creation of the five finance conglomerates in Switzerland, four of which are insurance-dominated and one of which is bank-dominated. About fourteen so-called insurance groups exist in Switzerland; an insurance group encompasses two or more companies that form an economic unit or are otherwise connected with each other through influence or control and that are primarily engaged in insurance. This number also includes the conglomerates, since a sub-group can always be identified within a conglomerate that constitutes an insurance group.

III.
Risks of insurance groups

Supervision of these comparatively young entities must take into account the developments on the market and the related new risks: risks that can arise with such an internationally active economic entity are, for instance, the risk of contagion within the group, supervision arbitrage between financial activities that are regulated differently, unrecognized risk concentrations, or “falsifications” of the picture of a single company by double use of the same funds, to name only a few.

It is therefore indispensable that the supervisory authority is able to gain an overall picture of the group and that it exchanges information with regulators in other countries, in order to prevent distortions of competition and to achieve greater stability of the financial market. This is important not least in view of enhanced protection of insured parties.

IV.
Consolidated supervision in Switzerland

1.
Legal foundations

The Federal Office of Private Insurance (FOPI) has taken this development and the special risks of finance conglomerates into account and has therefore made finance conglomerates subject to consolidated supervision. This was done on the basis of decrees, since the old Insurance Supervision Law (ISL), valid until the end of 2005, did not provide for group and conglomerate supervision. The new ISL, adopted in December 2004, provides an explicit legal basis for the supervision of groups and conglomerates, resulting in the consolidated supervision of insurance groups as well.

In the second half of 2003 and the first half of 2004, the ordinances on group and conglomerate supervision were drawn up, as part of the comprehensive ordinances on the new ISL. The ordinances are compatible both with regulations already issued as well as with the new EU directives (cf. regulation in the EU).

The supervised conglomerates are the following groups:

· Zurich Financial Services 

· Swiss Life

· Bâloise 

· Swiss Re

· Credit Suisse Group (bank-dominated conglomerate with Winterthur as insurance component, primarily supervised by the Federal Banking Commission)

Since conglomerates constitute an economic unit that encompasses both insurance companies and banks, supervision cannot be the sole responsibility of FOPI. With respect to consolidated supervision, FOPI therefore works together with the responsible authority for bank supervision.

2.
Consolidated supervision compared with individual supervision

Consolidated supervision complements solo supervision. While the latter supervises individual Swiss companies, consolidated supervision looks at a group worldwide. It considers all the companies of a group – not only insurance companies, but also holding companies, for example.

Of great importance for consolidated supervision is the calculation of solvency, both on the basis of the business volume as well as risk-based. As a rule, the calculation according to the business volume starts with the consolidated accounts. However, the option also exists of determining solvency by adding individual solvencies, as long as the double counting of own funds is excluded. To calculate risk-based solvency, the group must have an internal model at its disposal. This model must in turn meet the demands of the supervisory authority.

Group-internal transactions and business can change the financial situation of a participating enterprise. Consolidated supervision is therefore also interested in group-internal processes. 

Furthermore, consolidated supervision is interested in risk management, the risk situation, and the concentrations of the risks.

In light of the complexity of the business, the group is required – not least of all in its own interest – to maintain a business organization that meets the demanding requirements that arise from this complexity. To be able to judge the appropriateness of the overall business organization, the supervisory authority requires documents on the organizational structure, the most important decision-making processes and control processes, as well as on the competences and responsibilities within a group.

The addition of consolidated supervision to individual supervision is reflected in the cooperation within FOPI.

3.
Regulation in the EU and consequences for Swiss supervision

In 1998, the EU adopted a directive on the supervision of insurance companies that are part of an insurance group. The directive had to be implemented into national law by June 2000. In accordance with these requirements, a country is determined for the coordination of the supervision of each insurance group within the EU. The responsibilities of the coordinator consist in compiling the information of the EU supervisory authorities of the countries where the group operates and chairing the annual coordination meeting.

Since Switzerland is not a member of the EU, it is theoretically excluded from this process on the one hand, and on the other hand, a coordinator within the EU is also sought for the Swiss insurance groups. In practice, however, the Swiss supervisory authority can participate in these coordination meetings, but without a formal vote, and it may not take on the role of coordinator. Since this approach is not a satisfactory solution either for the supervisory authorities or for the companies, FOPI has been engaged since the middle of 2004 in reaching an agreement with the EU in order to receive equivalent rights and duties as the EU member States for this task.

In 2002, the EU adopted the directive on conglomerate supervision. According to this directive, the responsibilities of the coordinator are more comprehensive: In addition to the coordination function, the coordinator also assumes general supervision of the group and becomes the “lead regulator”. The directive is more open vis-à-vis non-EU countries: The conglomerate supervision authority of a third country may be qualified as equivalent, so that the third country can then assume the function of “lead regulator”. According to a current recommendation of the finance conglomerate committee of the EU issued in July 2004, Switzerland fulfils these equivalence requirements.  Each member country of the EU in which a Swiss finance conglomerate undertakes activities must still review whether it can comply with this recommendation.
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