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Association of Insurance Supervisors (“IAIS”) on efforts to develop the Risk-based
Global Insurance Capital Standard (“ICS”).? Because of the broader context within
which the Proposed Rule is being developed, the Chamber believes consideration
must also be given to the influential effect it could have on the GCC, which will apply
to a broader scope of insurers, and the ICS. The Chamber commends the Board’s
effort to achieve consistency between the BBA and GCC where possible and the
attempt to minimize burdens upon firms that may be subject to both frameworks. We
believe further work on this front is warranted and greater efforts should be made by
the Federal Reserve to align the Proposed Rule with the GCC, as discussed in this
letter, to enhance regulatory consistency and leverage the state-based system of
insurance supetrvision to the greatest extent possible.

The Federal Reserve should also be conscious of U.S. objectives to secure
global acceptance of the Aggregation Method when developing the BBA. The
Chamber commends and continues to support efforts of “Team USA” (The U.S.
Department of the Treasury, the NAIC, and the Federal Reserve) to secure an
approach to the ICS that works for the U.S. insurance market. Given the Proposed
Rule’s narrow application to only eight firms we believe it is important to avoid a
scenario where policymakers outside of the U.S. inappropriately interpret the BBA as
Team USA’s interpretation of the Aggregation Method.

Morte broadly, the Proposed Rule notes the Board’s desire to have a
“continuing emphasis on adopting a tailored approach to supervision and regulation
in a manner that streamlines implementation burden.”” The Chamber has consistently
argued against “one-size-fits-all” regulatory approaches and believes the Proposed
Rule would benefit from additional tailoring to ensure it can accommodate different
organizational structures and capital adequacy risk that supervised firms may present.
Such flexibility would help account for the likelihood that the business mix, corporate
structures, and risk exposures of firms subject to the rule will evolve over time.

2 See Proposed Rule, Regulatory Capital Rules: Risk-Based Capital Requirements for Depository Institution
Holding Companies Significantly Engaged in Insurance Activities, 84 Fed. Reg. 57245 (October 24, 2019).
“In participating in this [ICS] process, the Board remains committed to advocating, collaboratively with the
NAIC, state insurance regulators, and the Federal Insurance Office, positions that are appropriate for the
United States.”

3 See Proposed Rule, Regulatory Capital Rules: Risk-Based Capital Requirements for Depository Institution
Holding Companies Significantly Engaged in Insurance Activities, 84 Fed. Reg. 57245 (October 24, 2019).
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Morte broadly, the report finds that the Aggregation Method would more
appropriately balance the goal of delivering a common language on group solvency
for supetvisory discussions with the need to respect the bespoke nature of insurance
markets around the world. In practice, this would preserve the ability of the insurance
industry to play a number of critical roles in economies wotldwide including providing
products that allow society to manage exposure to low-frequency, high-severity risks
and providing a key soutce of investments in the real economy.

III. Building Block Approach

At the enterprise level, the ratio of the amount of available capital to the
amount of capital required, termed the Building Block Approach Ratio (“BBA ratio”),
is comprised of a required minimum and buffer, with a proposed minimum of 250%
and a proposed total buffer of 235% for a total required BBA ratio of 485%. The
Proposed Rule notes, “Based on the Board’s preliminary review, the Board does not
anticipate that any currently supervised insurance depository institution holding
company will initially need to raise capital to meet the requitements of the BBA.”> If
the Board does not intend covered firms to raise capital then it should provide
additional flexibility for determining “qualifying capital.”

The Chamber has concerns with the Board’s proposal to establish a minimum
required ratio of 250% as it appears to include a significant margin of conservatism to
what banking entities must comply with. Converting the 8% of Risk Weighted Assets
(“RWA”) requirement from the banking sector using the Board’s derived scalars
produces a minimum requitement of 160%. The Proposed Rule explains this uplift as
an “added margin of conservatism to account for factors including any potential data
or model parameter uncertainty in determining scaling parameters and an adequate
degree of confidence in the stringency of the requitement.”® However, the
accompanying rationale for the magnitude appears to have been arbitrarily determined
based on the convenient relation to existing solvency measures in the RBC
framework: The Board notes that the proposed minimum ratio, 250%, “aligns with
the midpoint between two prominent, existing state insurance supervisory

5 See Proposed Rule, Regulatory Capital Rules: Risk-Based Capital Requirements for Depository Institution
Holding Companies Significantly Engaged in Insurance Activities, 84 Fed. Reg. 57246 (October 24, 2019).
¢ See Proposed Rule, Regulatory Capital Rules: Risk-Based Capital Requirements for Depository Institution
Holding Companies Significantly Engaged in Insurance Activities, 84 Fed. Reg. 57261 (October 24, 2019).
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intervention points, the ‘company action level” and ‘trend test level’ under state
insurance RBC requitements.””’

While the Chamber suppotts and encourages the Board to leverage the state
regulatory system as the basis of the BBA we believe greater support is needed to
justity including the recommended margin of conservatism, especially given other
aspects of the Proposed Rule that will introduce conservatism beyond that in the RBC
framework (e.g. treatment of capital resources and potential effect of other
adjustments being contemplated). We therefore ask the Board to employ a minimum
that is transparent and based on the analysis the Board has embraced for scaling
banking and insurance operations. To the extent the Board has lingering concerns
with the analysis it published, the scalars could be refined through ongoing study with
adjustments incorporated into the rule over time.

The capital conservation buffer would limit capital distributions and
discretionary bonus payments for insurance depository institution holding companies
that do not hold a specified amount of available capital at the level of a top-tier parent
or other depository institution holding company, in addition to the amount that is
necessary to meet the minimum risk-based capital requirement proposed under the
BBA. Inclusion of the buffer appears to draw from a requitement applied to certain
banks supervised by the Board that are required to hold 2.5% of risk-weighted assets
(RWA) consisting of Common Equity Tier 1 capital.

The Chamber believes it is inappropriate for the Board to apply a macro-
prudential standard, such as a capital conservation buffer, to an insurance group. The
application of a countercyclical buffer suggests covered firms pose systemic risk
despite this being inconsistent with their business model and no established evidence
that such risk exists. The Chamber has consistently argued against the application of
bank-like requirements, including macro-prudential requitements, to insurance firms.
The capital conservation buffer disregards the relatively long-term, low-risk balance
sheet of insurance firms by applying a bank-like standard designed for a financial firm
with relatively higher liquidity risk.

The Chamber stressed in its response to the Board’s Advanced Notice of
Proposed Rulemaking that, “it is important for the Federal Reserve to continue
tollowing Congress’ clear intent that insurance capital standards should not be based

7 See Proposed Rule, Regulatory Capital Rules: Risk-Based Capital Requirements for Depository Institution
Holding Companies Significantly Engaged in Insurance Activities, 84 Fed. Reg. 57261 (October 24, 2019).
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The NAIC in their current efforts to develop a GCC has recognized that
structural subordination can achieve comparable outcomes in terms of loss
absorbency. These features are particularly relevant in a “going concern” stress
context because they provide clarity to creditors, avoiding the lengthy and highly
technical legal parsing of contracts in order to determine the stability of the firm’s
capital base.

Structural subordination has been enforced in judicial forums with significant
case law. Correspondingly, the capital markets respect structural subordination, via
treatment from credit ratings agencies and commensurate pricing of non-operating
holding company capital instruments (credit ratings for U.S. stock ISLHCs are
typically below the financial strength rating of their core insurance company
underwriting subsidiaries). By qualifying long-term senior debt on a more equivalent
basis to insurance entity surplus notes," the Board would reduce disincentives for
“clean” insurance holding companies from entering into banking, thereby helping to
advance the provision of savings and loan products by enterprises that are already
familiar with financial services regulation, compliance, and capital management
anchored in safety and soundness.

For all these reasons, the Chamber believes disallowing or dramatically altering
senior debt and the economic recognition of structural subordination would be
unduly distuptive to the capital markets and significantly raise the cost of capital for
publicly traded ISLHCs. The Chamber supports recognition of senior debt in the final
rule. As the method for doing so, we propose to allow reducing the deduction for an
ISLHC top-tier building block parent’s investments in the capital instruments of a
subsidiary building block holding company whose applicable capital framework is
NAIC RBC by the amount of long-term senior debt issued by the top-tier parent.
Additionally, the Board should inctrease the limit (currently proposed as 62.5% of the
parents’ available capital) of Tier 2 capital and provide the additional category of
Additional Tier 1 Capital, similar to the definitional and quantitative limit framework
for those instruments that is set forward for banking organizations.

V.  Sec. 171 Minimum-Risk Based Capital Requirement

The Proposed Rule also includes applying a minimum risk-based capital
requirement to the enterprise. The Proposed Rule notes, any capital requirements the

11 In the context of a holding company having issued senior debt, the state review requirement for a
subsidiary insurer’s dividends effectively mirrors the regulatory approval requirement for payments on surplus
notes issued by an insurer.















Ann E. Misback
January 22, 2020
Page 14

Additionally, the Federal Reserve should modify the timing of reporting
requitements to avoid undue compliance burdens. The NPR’s March 15 reporting
date is very close with the deadline for annual reporting to the NAIC and would
therefore place significant demands on the same staff within a covered firm during a
short period. The Chamber recommends the Federal Reserve moves its reporting date
to May 15.

VII. Scalar Approach

The Chamber feels obligated to register some concerns with the scaling
approach used in the Proposed Rule, but recognizes this is a challenging statistical
exercise and is unprepared to offer an alternative. The “probability of default”
approach used in the Proposed Rule is inherently bank-centric. There are limited
instances of insurance firms defaulting on their obligations, thus the applicability of
such an approach may be unsound. Furthermore, the data set used by the Federal
Resetrve predominantly depends on information about property and casualty
insurance, which may be an inappropriate representation when applied to firms that
primarily provide other types of insurance products.

The scalar approach could deter covered firms from expanding internationally.
The Board’s approach contemplates an approach for the firm’s currently under the
Board’s supervision none of which have material international operations. The
Chamber encourages the Board to continue to explore methodologies for scaling
foreign insurance regimes to the level of conservatism within the RBC framework in
close collaboration with the NAIC. While the domestic focus of the firms currently
subject to Board supetvision may permit deferring resolution of this topic for the time
being, it remains important for a variety of reasons. First, ambiguity on this item — as
well as other facets of the BBA — will inhibit the ability for Board supervised firms —
ot those that may be in the future — to make strategic business decisions such as
expanding internationally. Second, the Board’s current position has the potential to
undermine achieving Team USA’s shared objective of securing global recognition of

the Ageregation Method.
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