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January 16, 2024
Filed via email to regs.comments@federalreserve.gov

Jay Powell

Chair

Board of Governors of the Federal Reserve System
2051 Constitution Avenue, N.W.

Washington, D.C. 20418

Re: Regulatory capital rule: Amendments applicable to large banking organizations and to
banking organizations with significant trading activity

Docket No. R-1813, RIN 7100
Dear Chair Powell:

Guardian Life Insurance Company of America, Massachusetts Mutual Life Insurance Company,
Nationwide Mutual Insurance Company, New York Life Insurance Company, Northwestern
Mutual Life Insurance Company, Securian Financial Group, Inc., TruStage Financial Group, and
Western & Southern Financial Group (together, “we,” “our,” or “us”) are submitting this letter
in response to the request for public comment by the Office of the Comptroller of the Currency,
the Board of Governors of the Federal Reserve System, and the Federal Deposit Insurance
Corporation for their Notice for Proposed Rulemaking (“proposal”) entitled “Regulatory capital
rule: Amendments applicable to large banking organizations and to banking organizations with
significant trading activity.”

We are writing to express our strong concerns about the proposal’s corporate exposures
provision for credit risk that requires a company to have publicly traded securities outstanding
to receive a lower risk weight. Questions 38 through 41 of the proposal relate to this provision.
For banking exposures to companies in our industry, this provision creates an arbitrary,
unjustified distinction between publicly traded companies and companies with different
ownership structures, including mutual companies that are life insurers themselves, mutual
holding companies, or mutual property and casualty insurers that have a non-publicly traded
life insurer(s) in their ownership structure (“Mutual Insurers”). To assign a significantly higher
risk weight for corporate exposures to a certain cohort of life insurers (including investment
grade companies) solely because they do not have publicly traded securities outstanding fails to
recognize the highly regulated environment that all life insurance companies operate in, the
enhanced transparency of all companies in our industry, the exceptional financial strength of
Mutual Insurers, and the negative impact such a policy change would have on the banking
system.

Looking at credit ratings and other key financial strength metrics, Mutual Insurers are some of
the most creditworthy companies in the country. Currently, 7 out of the 10 highest rated
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insurance companies in the bank-owned life insurance market are non-public companies?!. To
assign a risk weight for corporate exposures to such companies that is over 50% higher than for
publicly traded life insurers (100% vs. 65%) simply because of a different ownership structure
clearly does not — as the proposal purports — “identify exposures to obligors of sufficient
creditworthiness to be eligible for a reduced risk weight.” This proposal would have the
unintended consequence of banks favoring less creditworthy insurance companies.

Although we appreciate the proposal’s desire for a simple, objective criterion, the proposal’s
discrimination against non-publicly traded life insurers is wholly without merit and is
inconsistent with the implementation of Basel lll Endgame in other jurisdictions such as the
United Kingdom and European Union. If this criterion is maintained, the proposal would be
arbitrarily punitive to the longstanding Mutual Insurer business model that has served
policyholders well for over a century and a half and closely aligns the interests of life insurers
with their customers. Moreover, in its current form the proposal would significantly disrupt the
bank-owned life insurance {BOLI) market and negatively impact banks and their employees, as
described more fully herein.

Question 39 in the proposal asked whether corporate exposures to “highly regulated”
companies that are not publicly traded — including mutual insurance companies — should
receive a lower risk weight. For the reasons outlined in this letter, we strongly believe that
investment-grade Mutual Insurers should not be subjected to a higher credit risk charge as
compared to their publicly traded competitors. We respectfully ask that the proposal’s
corporate exposures provision be revised so that, as it pertains to the insurance industry, it
does not use publicly traded securities as a criterion for a reduced risk weight. More
specifically, we request that corporate exposures to all investment grade insurers — whether
publicly traded or Mutual Insurers — receive a risk weight that is no higher than 65%.

. All U.S. Insurers Are Highly Regulated To Help Ensure Their Financial Strength

Unlike other industries, all insurers in the United States are subject to robust regulation at the
state level that is primarily focused on ensuring that regulated entities are financially solvent
and can fulfill their long-term obligations to policyholders. This regulatory system, which has
evolved and repeatedly proven successful in protecting life insurance policyholders, utilizes a
variety of tools to assess risk, provides enhanced transparency, establishes and enforces
stringent prudential standards, and enables ongoing supervision and examination to
substantially reduce the risk of insurer insolvency.

For instance, one of the essential aspects of state insurance regulation is the use of risk-based
capital (RBC) requirements. RBC is a method of calculating the minimum amount of capital
needed for an insurer to operate and fulfill its obligations to policy holders, with a higher RBC
ratio (i.e., the ratio of available capital to required capital) generally reflecting increased
financial strength. RBC requirements rest on very conservative assumptions established by

! Based on Moody’s Financial Strength Ratings as of December 14, 2023.
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weighting. It therefore would effectively sideline some of the biggest BOLI issuers which would
severely disrupt product availability and lead to greater market and credit concentration. These
impacts would undoubtedly make it harder for large banks to utilize BOLI products for the
benefit of their employees while maintaining prudent credit diversification across highly rated
insurers.

In addition, the proposal would perversely drive banks away from purchasing BOLI policies from
some of the most financially strong insurers in the industry and towards insurers with lower
financial strength ratings, which would almost certainly introduce greater credit risk into the
banking system. Moreover, it would unfairly disadvantage banks that already have acquired
BOLI products from Mutual Insurers since the proposal would unexpectedly assign a higher risk
weighting for these long-duration contracts than if they had acquired these policies from a
publicly traded insurer. Given that BOLI products are typically in force for decades, the adverse
ramifications from the artificial distinction that the proposal imposes would likewise affect the
banking and life insurance industries for decades.

Considering the proposal’s significant disruption to the BOLI market and the negative impact it
would have on banks due to its arbitrary and unfounded discrimination against Mutual Insurers,
we urge you to revisit it so that the distinction between public companies and non-public
companies in our industry is eliminated.

V. Corporate Exposures To All Investment Grade U.S. Insurers Should Receive
Reduced Risk Weighting

The proposal’s corporate exposures provision establishes a two-pronged test for receiving the
lower risk weight — namely, the exposure is to a company that is: (1) investment grade; and (2)
has public securities outstanding (or the parent company that controls the company has such
securities). For the abovementioned reasons, this second criterion of the two-pronged test
lacks any merit in the insurance space.

All U.S. insurers are subject to robust regulation coupled with the enhanced transparency that
the proposal cites as justification for using public securities outstanding as a bright-line
criterion. As such, we submit that the second prong of the two-part test is irrelevant and should
not apply to our industry. This revised approach would better reflect our industry’s regulatory
environment as well as avoid the significant market disruption and harmful effects on the
banking system that would foreseeably occur. Moreover, this revision would more accurately
align risk weights with an exposure’s credit quality than the proposal in its current form.

VI. Conclusion

As some of the largest and longstanding Mutual Insurers in the country, we are strongly
committed to helping more Americans be financially secure. We also note our important role as
a major investor and critical partner to various parts of the U.S. economy, including the banking
system. Although we appreciate the need to make sure that capital requirements for banks
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