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M
arch8,2011

M
r.

A
lfred

M
.

P
ollard

G
eneralC

ounsel
A

ttention:
C

om
m

ents/R
IN

2590-A
A

39
FederalH

ousing
Finance

A
gency

Fourth
Floor

1700
G

Street,N
W

.
W

ashington,
D

C
20552

D
earM

r.
P

ollard:

I
w

ish
to

respond
to

the
Federal

H
ousing

Finance
A

gency’s
(F

H
F

A
)

request
for

com
m

ent
regarding

the
proposed

changes
in

the
m

em
bership

requirem
ents

for
the

Federal
H

om
e

Loan
B

ank
(B

ank)
system

.
A

s
a

m
atter

o
fintroduction,

I
am

the
D

irector
o

fC
aptives

for
the

M
ichigan

O
ffice

o
fFinancial

and
Insurance

R
egulation

(O
FIR

).
O

FIR
is

responsible
for

the
regulation

o
f

all
state

financial
institutions

such
as

banks,
credit

unions,
insurance

com
panies,

and
m

ortgage
lenders.

M
y

com
m

ents
w

ill
specifically

address
question

thirteen
w

hich
relates

to
captive

and
shell

insurance
com

panies.
Q

uestion
thirteen

asks
the

follow
ing:

“S
hould

F
H

F
A

am
end

its
m

em
bership

regulations
to

require
that

insurance
com

pany
applicants

be
actively

engaged
in

underw
riting

insurance
for

third
parties

and
be

actively
exam

ined
and

supervised
by

their
appropriate

state
insurance

regulator,
and

that
insurance

com
pany

m
em

bers
rem

ain
so

engaged
and

so
exam

ined
and

supervised
as

a
condition

to
rem

ain
B

ank
m

em
bers?”

The
question

references
tw

o
points.

The
first

point
is

that
an

insurance
com

pany
applicant

be
actively

engaged
in

the
underw

riting
o

f
insurance

for
third

parties.
F

H
F

A
seem

s
to

infer
that

unless
the

insurance
com

pany
underw

rites
to

third
parties

it
cannot

possess
an

investm
ent

portfolio
that

supports
the

housing
finance

goal.
I

see
no

correlation
betw

een
underw

riting
activity

to
third

parties
and

investm
ent

strategies
o

f
these

insurance
com

panies.
C

aptive
insurance

com
pany

investm
ent

law
s

in
M

ichigan
do

notdiffer
from

those
o

ftraditionalinsurance
com

panies.
A

captive
insurance

com
pany

m
ay

possess
m

ortgage
loans

and
m

ortgage
backed

securities
as

any
other

insurer.
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The
second

point
is

that
an

insurance
com

pany
be

actively
exam

ined
and

supervised.
This

im
plies

that
F

H
F

A
believes

that
captive

insurers
are

not
actively

exam
ined

and
supervised.

M
ichigan

captive
insurance

com
panies

are
subject

by
law

to
the

sam
e

exam
ination

schedule
as

all
other

insurance
com

panies.
The

exam
inations

w
ill

be
perform

ed
by

contract
exam

iners
and

review
ed

by
M

ichigan
personnel.

A
n

exam
ination

report
w

ill
be

issued
and

signed
by

our
C

aptive
S

pecialist.
M

ichigan
captive

insurance
com

panies
are

required
to

file
annual

financial
reports

that
are

review
ed

in
the

sam
e

m
anner

as
all

insurance
com

pany
financial

statem
ents.

Interim
financial

reporting
by

a
captive

insurer
m

ay
be

required.
So,

captive
insurance

com
panies

licensed
in

M
ichigan

are
subject

to
ongoing

regulation
and

supervision
through

the
M

ichigan
O

ffice
o

fFinancialand
Insurance

R
egulation

(O
FIR

).

F
inally,

FH
FA

im
plies

thatcaptive
insurers

m
ay

seek
m

em
bership

specifically
to

obtain
funds

to
funnel

to
a

parent
com

pany
that

is
ineligible

for
m

em
bership.

H
ow

ever,
any

prospective
com

pany
seeking

m
em

bership
could

be
susceptible

o
fthis

sam
e

action.
U

nless
there

is
a

trend
o

f
such

deeds
by

captive
m

em
bers,

it
is

unclear
w

hy
F

H
F

A
is

seeking
a

solution
to

a
problem

that
on

the
surface

doesn’t
exist.

If
F

H
F

A
is

concerned
w

ith
the

m
anner

in
w

hich
borrow

ed
funds

are
being

used
by

m
em

bers,
perhaps

it
should

focus
its

attention
on

this
aspect

o
f

m
em

bership.
Be

advised
that

per
M

ichigan
captive

law
,

any
dividends

paid
out

o
fa

captive
to

an
affiliate

w
ould

need
to

be
approved

by
the

O
FIR

.
This

requirem
ent

is
consistent

w
ith

the
dividend

regulations
o

fany
M

ichigan
insurance

com
pany.

Thank
you

for
allow

ing
m

e
the

opportunity
to

com
m

ent.

Y
ours

truly,

D
avid

P
iner

D
irector

o
fC

aptives
O

ffice
o

fFinancialand
Insurance

R
egulation


