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NONCONFIDENTIAL // EXTERNAL
Dear US Agencies,

Please see attached Amynta Trade Credit & Political Risk Solutions’ letter of support for the joint
comment letters submitted by the International Trade & Forfaiting Association (ITFA) and the
International Association of Credit Portfolio Managers (IACPM).

For your reference, attached are the IACPM letters and the IACPM/ITFA joint letter(s) that address Q51
and Q22.

Sincerely,
Harpreet Mann

Harpreet Mann

President

Amynta Trade Credit & Political Risk Solutions

M:

Email: harpreet. mann@amyntagroup.com<mailto:harpreet.mann@amyntagroup.com>
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AMYNTA TRADE CREDIT
& POLITICAL RISK SOLUTIONS

D

June 18, 2026

Benjamin W. McDonough, Secretary

Board of Governors of the Federal Reserve System
20th Street and Constitution Avenue, N.W.
Washington, D.C. 20551

Email: publiccomments@frb.gov

Docket Nos. 1887, R-1888

RINs 7100-AH20, 7100-AH21

Jennifer M. Jones, Deputy Executive Secretary
Attention: Comments/Legal OES (RIN 3064-AF29)
Federal Deposit Insurance Corporation

550 17th Street, NW

Washington, D.C. 20429

Email: comments@FDIC.gov

RINs 3064-AF29, 3064-AG23

Chief Counsel’s Office

Attention: Comment Processing

Office of the Comptroller of the Currency

400 7th Street, SW, Suite 3E-218

Washington, D.C. 20219

Docket IDs OCC-2026-0265, OCC-2026-0034
RINs 1557-AF52, 1557-AF49

Re: (i) Regulatory Capital Rules: Category I and II Banking Organizations, Banking Organizations with
Significant Trading Activity, and Optional Adoption for Other Banking Organizations (the "ERBA
Proposal”); Response to Question 51; and
(ii) Regulatory Capital Rules: Regulatory Capital and Standardized Approach for Risk-weighted Assets (the
"Standardized Proposal”); Response to Question 22

Dear Ladies and Gentlemen:

Amynta Trade Credit and Political Risk Solutions (“Amynta TCPRS”) supports the positions set forth by the
International Trade and Forfaiting Association and the International Association of Credit Portfolio Managers in their
joint comment letters on Question 22 of the Standardized Proposal and Question 51 of the ERBA Proposal.

Amynta TCPRS believes the final rules should be revised to allow broader recognition of credit insurance providers
for purposes of risk weight substitution, in a manner consistent with such providers’ risk profile and applicable
prudential safeguards. A clear, risk-aligned capital framework should recognize both the financial strength of
insurance operating companies and the market-validated strength of their consolidated groups, including through
parent-issued debt. Such an approach will facilitate the prudent use of credit insurance as part of sound credit risk
management while supporting its broader role in portfolio diversification and lending capacity.

As currently structured, the eligible guarantor requirements exclude many well-established credit insurance
arrangements. This limitation restricts the use of tools that promote sound lending and prudent risk management.
Highly rated, prudentially regulated insurance entities should therefore be eligible for recognition where they provide
credit protection and can demonstrate financial capacity to perform—both on a standalone basis and through support
evidenced by debt securities issued by parent or holding companies. Survey results indicate that more than 90% of
participating large U.S. and U.S. subsidiary banking institutions would have interest in executing transactions with
insurance companies for credit risk mitigation if the eligible guarantor definition were clarified to recognize well-
capitalized insurers as eligible guarantors.!

' TACPM survey of US Banks and US Subsidiary Bank members conducted May 28, 2026; respondents were among
the 30 largest U.S. banking institutions.



Accordingly, Amynta TCPRS urges the Agencies to adopt the recommendations set forth in the ITFA/IACPM joint
response to ensure a clear, workable, and appropriately risk-aligned framework for providers of credit insurance.

Sincerely,

Harpreet Mann

President

Amynta Trade Credit & Political Risk Solutions
780 Third Avenue, 29" Floor

New York, NY 10017
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June 18, 2026

Benjamin W. McDonough, Secretary

Board of Governors of the Federal Reserve System
20th Street and Constitution Avenue, N.W.
Washington, D.C. 20551

Email: publiccomments@frb.gov

Docket Nos. 1887, R-1888, 1889

RINs 7100-AH20, 7100-AH21, 7100-AH22

Jennifer M. Jones, Deputy Executive Secretary
Attention: Comments/Legal OES (RIN 3064-AF29)
Federal Deposit Insurance Corporation

550 17th Street, NW

Washington, D.C. 20429

Email: comments@FDIC.gov

RINs 3064-AF29, 3064-AG23

Chief Counsel’s Office

Attention: Comment Processing

Office of the Comptroller of the Currency

400 7th Street, SW, Suite 3E-218

Washington, D.C. 20219

Docket IDs OCC-2026-0265, OCC-2026-0034
RINs 1557-AF52, 1557-AF49

Re: Regulatory Capital Rules: Category I and II Banking Organizations, Banking
Organizations with Significant Trading Activity, and Optional Adoption for Other
Banking Organizations; Response to Question 51

Dear Ladies and Gentlemen:

The International Association of Credit Portfolio Managers (“IACPM”) and the International Trade and
Forfaiting Association (“ITFA”) (together, the “Associations”) respectfully submit this joint comment
letter in response to question 51! in Category I and II Banking Organizations, Banking Organizations
with Significant Trading Activity, and Optional Adoption for Other Banking Organizations of the Notice of
Proposed Rulemaking issued on March 19, 2026, by the Board of Governors of the Federal Reserve
System, the Office of the Comptroller of the Currency, and the Federal Deposit Insurance Corporation
(the “Agencies”) on the Regulatory Capital Rule for Category I and II banking organizations (the
“Proposal”).

This letter is informed by the Associations’ extensive prior advocacy on the treatment of credit insurance
under the U.S. Basel III capital framework, including our June 2023 White Paper (see Appendix A,
“Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules”) and our joint
comment letter submitted to the Agencies on January 16, 2024, in response to the 2023 Basel III
Endgame Notice of Proposed Rulemaking (see Appendix B). The Associations also draw on data from
our multi-year joint survey on private credit risk insurance utilization by banks, which has consistently
demonstrated the reliability, scale, and systemic importance of credit insurance as a capital management
tool for banks. Survey results indicate that more than 90% of participating large U.S. and U.S. subsidiary

1 Question 51: The agencies seek comment on the requirement that the entity has issued and
outstanding an unsecured debt security without credit enhancement that is investment grade to meet
the definition of an eligible guarantor. What, if any, alternatives to this requirement should the agencies
consider to help to ensure that eligible guarantors can be expected to perform on guarantees and what
would the pros and cons of those alternatives be?



banking institutions would have interest in executing transactions with insurance companies for credit
risk mitigation if the eligible guarantor issue were clarified to recognize well-capitalized insurers as
eligible guarantors.?

Question 51 of the Proposal ask whether the current definition of “eligible guarantor” appropriately
captures the range of counterparties whose credit support should be recognized for purposes of risk
weight substitution under the credit risk mitigation framework, and whether alternatives are warranted.
The Associations strongly support the Agencies’ decision to solicit comment on this definition. We write
specifically to address a structural gap in the current eligible guarantor definition that is highly relevant
to our members’ day-to-day credit portfolio management activities. Specifically, while the current
definition captures parent or holding company entities that issue debt in the capital markets, it does not
extend to operating subsidiaries acting as direct guarantors, even where those entities are part of a
financially strong consolidated group and possess independent financial strength ratings.

This gap is not hypothetical and results in banking organizations holding exposures that are risk-
weighted at levels significantly above the economic risk of the exposure. While this issue arises across
corporate group structures, it is particularly acute in the insurance sector where investment grade
operating entities do not themselves issue public debt but form part of a consolidated, prudentially
regulated group in which a controlling entity issues investment-grade unsecured debt in the capital
markets for the benefit of the broader group. This outcome is inconsistent with the capital-sensitivity
objectives of the Proposal and places U.S. banks at a material competitive disadvantage relative to
banking organizations in other Basel-aligned jurisdictions where market-based indicators of group
creditworthiness are taken into account in @ manner that does not rely solely on operating-entity debt
issuance.

The Associations are hereby providing for your consideration the following addition in bold italics to
paragraph (2)(i) in the definition of Eligible Guarantor under 12 CFR 3.2 Definitions:

(2) An entity (other than a special purpose entity):

(i) That at the time the guarantee is issued or anytime thereafter, has (or, if the
entity is investment grade, is controlled by an entity that has) issued and
outstanding an unsecured debt security without credit enhancement that is
investment grade;

(i) Whose creditworthiness is not positively correlated with the credit risk of the
exposures for which it has provided guarantees; and

(iii) That is not an insurance company engaged predominately in the business of
providing credit protection (such as a monoline bond insurer or re-insurer).

The inclusion of the parenthetical clause in paragraph (2)(i) above appropriately accommodates
corporate group structures while recognizing, in the context of insurance, the direct guarantor is itself
a financially strong, prudentially regulated operating entity. Insurance operating entities that provide
guarantees are subject to comprehensive regulatory oversight, capital requirements, ongoing
supervisory review, and maintain external investment-grade financial strength ratings. Accordingly, the
creditworthiness of the eligible guarantor is based on the standalone financial strength of the regulated
insurance entity, which is capable of meeting its obligations, rather than being viewed as dependent on
the existence of debt issuance at the parent level. The proposed approach preserves the core policy
objective of paragraph (i) without unnecessarily excluding highly rated operating insurance companies
that do not themselves access public debt at the operating company level.

At the same time, the broader prudential framework applicable to insurance groups provides an
additional layer of structural support, as holding companies are incentivized and, in practice, expected

2 IACPM survey of US Banks and US Subsidiary Bank members conducted May 28, 2026; respondents
were among the 30 largest U.S. banking institutions.
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to support their regulated operating subsidiaries in order to maintain group solvency, ratings stability,
and regulatory compliance. Where both the operating insurer and its group are recognized as investment
grade, the combination of entity-level financial strength, external ratings, and group-level oversight and
support offers a robust, reliable indicator of the guarantor’s capacity to perform. Importantly, the revised
language reinforces the expectation that an eligible guarantor (particularly a regulated insurance
operating company) possesses financial resources, supervisory discipline, and market-validated credit
standing necessary to honor its obligations in a timely manner.

Further, the financial institutions, as the end users of credit insurance, apply rigorous internal credit
assessment processes, including the use of Financial Strength Ratings (FSR). These FSR frameworks
contemplate an overall risk assessment of the insurer’s creditworthiness, including its capacity to
perform under stress scenarios. As a matter of policy and risk management practices, banks are guided
by their internal FSR ratings, to determine the eligibility of investment grade insurers as eligible
guarantors capable of timely performance, rather than relying solely on external credit ratings. The
foregoing approach ensures that the evaluation of the guarantor’s standalone financial strength and
ability to honor its obligations.

ITFA is a trade association focused on global trade, forfaiting, supply chain, receivables financing, and
risk mitigation thereof. Its members include banks, insurers, insurance brokers, lawyers, and others
engaged in supporting global trade. The IACPM is an industry association whose members represent the
world’s largest banks and teams within those institutions who have responsibility for the prudential
management of credit portfolios, including actively controlling concentrations, adding diversification,
managing the return of the portfolio relative to the risk, and applying capital to new lending. In addition,
its members also include investors, insurers, and reinsurers, which participate in credit risk transfer
transactions.

Yours sincerely,

Sean Edwards Som-lok Leung

Chair Executive Director

International Trade & Forfaiting Association International Association of Credit Portfolio
Managers
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White Paper: Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules
Confidential Draft — Discussion Purposes Only

This paper is a collaboration between the International Trade and Forfaiting Association (“ITFA”) and the
International Association of Credit Portfolio Managers (‘lACPM”). ITFA is a trade association focused on
global trade, forfaiting, supply chain, receivables financing, and risk mitigation thereof. Its members include
banks, insurers, insurance brokers, lawyers, and others engaged in supporting global trade. The IACPM is
an industry association that represents the world’s largest banks and teams within those institutions who
have responsibility for the prudential management of credit portfolios, including actively controlling
concentrations, adding diversification, managing the return of the portfolio relative to the risk, and applying
capital to new lending. In addition, its members also include investors, insurers, and reinsurers, which
participate in credit risk transfer transactions.’

EXECUTIVE SUMMARY

Capital rules encourage banks to balance their portfolios with a healthy distribution of assets across various
asset classes and to maintain capital reserves to protect against economic downturns. Similarly, capital risk
weight substitution rules encourage banks to seek out strong counterparties for their unfunded risk
mitigation strategy. One tool that banks can use to mitigate and diversify their credit risk is credit insurance.
Credit insurance is a type of insurance that protects businesses against losses due to the non-payment of
trade debts by their customers. By purchasing credit insurance, banks can reduce their risk exposure to
non-payment of trade debts.

Under the current US capital rules, credit insurance issued by financially strong insurers is a permitted form
of eligible guarantee. However, banks generally cannot obtain meaningful capital risk weight substitution
benefits from such policies because insurers are not recognized as lower-risk counterparties compared to
any other corporate entities. This gives rise to a concern that US banks lack access to a risk mitigation tool
that is expressly contemplated by the US capital rules and utilized by competitor banks subject to other
national capital rules, at a time when US banks face increased capital requirements against an economic
environment where recession indicators are growing. This paper argues that certain clarifications to the US
capital rules would provide US banks with the opportunity to partner with proven, well-rated counterparties
in the insurance industry to mitigate their credit risk, reduce their risk-weighted assets, and thereby increase
their ability to redeploy capital to support the US economy.

This paper’'s objectives are (a) to demonstrate that credit insurance can be an effective method for
distributing risk among quality protection providers; and (b) to recommend clarification of the relevant capital
rules that will better enable US banks to use credit insurance as a credit risk mitigant under the capital
rules. The proposed clarification is meant to encourage prudent credit risk diversification within the
framework of the strong capital and liquidity requirements applicable to US banks.

This paper consists of three parts. Part 1 discusses credit insurance generally, including an overview of
credit insurance policies, policy characteristics, the insurers that underwrite credit insurance, and claim
performance of credit insurance policies. Part 2 focuses on the credit insurance market and how credit
insurance can be utilized by banks. Part 3 proposes areas of potential clarifications to the capital rules in
connection with the finalization of the Basel Ill rules.

! Special thanks to the following for their contributions to this paper: Sanjeev Ganjoo, Citibank; Rajat Singhal, Citibank;
Jennifer Bearden, JACPM; Luigi L. De Ghenghi, Davis Polk; Andrew Rohrkemper, Davis Polk; Benjamin Lee, Latham & Watkins;
Michael Sullivan, Sullivan & Worcester; Scott Ettien, WTW; Scott Pales, WTW; Eva Fredriksson, WTW; Ben Roberts, Texel, Deepti
Khaire-Phanse, Swiss Re; and Harpreet Mann, Amynta Trade Credit & Political Risk Solutions.
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White Paper: Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules
Confidential Draft — Discussion Purposes Only

PART 1: CREDIT INSURANCE OVERVIEW

Credit Insurance Generally

For purposes of this paper, the term “credit insurance” encompasses both trade credit insurance and non-
payment insurance. Trade credit insurance refers to policies that protect against loss on trade finance
transactions and may consist of a portfolio of receivables for a short-term tenor between 1 to 3 years.
Nonpayment insurance refers to policies that protect against single exposures, such as project finance
transactions, with tenors of 1 year to over 5 years.

For the avoidance of doubt, credit insurance does not refer to “wrap” policies offered by mono-line financial
guaranty insurers. None of the statistics cited in this paper refer to policies issued by mono-line financial
guaranty insurers. Further, credit insurance used in horizontal structures of risk transfer, like unfunded
protection on tranches of synthetic securitizations, is not part of the focus of this paper.

Credit insurance has historically been used as a means of encouraging or expanding investment, especially
by government export credit agencies. For example, the US Export-Import Bank has long provided support
of the export of US made goods through credit insurance. As discussed throughout this white paper, the
private credit insurance market has grown significantly over the past 20 years and has the potential to
support a significant amount of bank transactions.

There are approximately 60 insurers participating actively in the global credit insurance market today. All
of these insurance companies have investment-grade credit ratings (from either Fitch, Moody’s, or S&P)
ranging from A- to AA. As noted above in the discussion of the capital regulation of insurers, such ratings
require, among other things, positive operational performance as well as having significant holdings of
surplus capital relative to an insurance company’s overall exposures.

Banks, in particular, use credit insurance as a portfolio management tool, and currently over a hundred
billion dollars of credit insurance coverage is underwritten globally.? Further, studies have shown that credit
insurance helps banks unlock additional lending capacity for trade transactions and project finance,
especially for fast growing sectors such as renewal energy facilities. For example, a survey of banks
conducted by ITFA and IACPM in 2020 found that the $135 billion of credit insurance coverage facilitated
$346 billion of loans to the real economy.3

Policy Characteristics

The private credit insurance market began to expand for banks starting in the early 2000s in response to
Basel Il reforms as European banks required policies with clear, simple coverage terms that satisfy the
requirements for an unfunded guarantee.

Today, credit insurance policies issued to banks are considered partnerships between insurers and
insureds. To satisfy Basel requirements, policies cover nonpayment by the obligor for any reason
whatsoever. The policies contain few exclusions or conditions, excepting matters that are clearly within the
control of the insured, such as loss caused by a fraudulent act by the insured. Similarly, the policies contain
minimal representations, conditions precedents, and warranties regarding essential matters relating to the
insured transaction, such as the enforceability (as limited by legal opinions received by the insured) of the
underlying obligations.

Insurers balance such policies with several provisions to ensure that the applicable risk is appropriately
managed. One requirement generally is the minimum risk retention, which requires that the insureds retain

2 The IACPM and ITFA estimate that the private credit insurance market underwrote at least $135 billion in coverage in
2020. http://iacpm.org/wp-content/uploads/2022/03/IACPM-ITFA-Private-Credit-Risk-Insurance-2021-Select-High-Level-Results.pdf.
8 Ibid.
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a minimum percentage of the exposure uninsured and unhedged. Insurers also require that insureds
consult with them before agreeing to material amendments and waivers that may impact the risk particularly
as to payment dates, and following claim payment, insureds are required to cooperate with insurers in
pursuing recoveries. Policies covering trade credit receivables may cover up to 90% of any given loss,
though any given loss is typically only a small amount of a given trade credit portfolio, and policy aggregate
limits are typically equal to half or less of the overall portfolio.

Insurers and insureds in this market take similar approaches to evaluating risks. Both seek to balance their
overall exposure to any given insurer or bank, as applicable, as well as aggregate exposures to the
applicable sector, country, and obligor, with further internal limits across affiliates and subsidiaries of each
such obligor. Both banks and insurers conduct due diligence on the other’s business operations. Banks
evaluate the credit ratings, financials, and industry knowledge of insurers while insurers review the
performance history and credit approval operations of banks.

Capital Regulation of Insurers

Insurers participating in the credit insurance market are well experienced, well-rated, and well-capitalized,
as well as subject to strict regulation of their capital to ensure their capacity to honor policyholder claims.

The capital of insurers is divided into two broad categories, respectively, minimum capital and surplus
capital. Minimum capital must be maintained at all times, typically only in cash or US government bonds.*
Surplus capital investments are also subject to quantitative and qualitative limitations, including restrictions
between admitted investments (which may be counted towards an insurer’s total capital) and non-admitted
investments (which may not be counted towards an insurer’s total capital).> Both minimum capital and
surplus capital are then subject to a risk-based capital (“RBC”) assessment, which balances, among other
things, the value of an insurer’s assets, risk-based capital charges on their assets (with higher charges
assigned to riskier investments), and policyholder obligations in the event of significant losses.® The formula
for RBC assessments is devised by the National Association of Insurance Commissioners, a national body
led by the respective insurance commissioners that sets out widely adopted model laws and regulations,
and is rarely modified on the state level.” The results of the RBC assessment are compared to the insurer’s
total adjusted capital, and insurers which fail to maintain adequate RBC ratios are subject to additional
regulatory scrutiny or, if necessary, a takeover of operations by the relevant state regulator.®

An insurer’s investments are restricted by the distinction between permitted and non-admitted investments.
Non-admitted assets are those which cannot contribute to the insurer’s overall capital for RBC calculations
or other regulatory purposes, as such, insurers typically limit their holdings of such assets. Permitted
investments, which are included in calculating an insurer’s surplus capital, range from debt securities to
equities to holdings in tangible real estate, with safer and better secured investments attracting more
favorable RBC treatment. Permitted investments are also subject to qualitative and quantitative limitations
to prevent over-concentrations in investment strategies.® Insurers are strongly discouraged from
participating in derivatives or other exotic investments. To illustrate, in New York, an insurer must file a
special plan with its regulator to utilize derivatives, with any such exposure strictly limited to a small portion
of the insurer’'s capital and subject even then to Board of Directors level supervision.'® Insurers must

4 For example, see New York Insurance Law Section 1402; see also 68 N.Y. Jur. 2d Insurance § 188. We will refer to New
York law for the sake of providing a specific reference point, though we would be happy to provide references to the laws of other
states if helpful.

5 See New York Insurance Law Section 1301 and Section 1302 (distinguishing between admitted and non-admitted
assets); New York Insurance Law Sections 1403 — 1407 (imposing restrictions on such investments); 68 N.Y. Jur. 2d Insurance §
189.
6 New York Insurance Law Section 1324.

7 For additional background on RBC calculations, see https://content.naic.org/cipr-topics/risk-based-capital.
8 New York Insurance Law Article 74; see also 68 N.Y. Jur. 2d Insurance § 334.

® New York Insurance Law Section 1409; see also 68 N.Y. Jur. 2d Insurance § 192.

10 New York Insurance Law Section 1410; 68 N.Y. Jur. 2d Insurance § 199.
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maintain surplus capital that is significantly higher than their possible exposures to policyholders in order
to maintain a high credit rating, which also discourages non-admitted investments.

Every insurer must annually report all its investments to its regulators, including a detailed listing of all
assets owned by the insurer.'?2 Every three years, insurers must submit to a market conduct examination,
which includes an audit of its finances along with an examination of its conduct towards policyholders
(ranging from its marketing practices to claims payment rates).’® Regulators reserve the right to demand a
full financial accounting from insurers at any time, and upon any sign of financial distress, regulators may
seize operational control of the insurer.'* This process, known as “rehabilitation,” typically involves
regulators significantly restricting the insurer from taking on new risks while seeking to reinsure away as
many obligations as possible, and reorienting investments in a conservative fashion, with the top priority of
regulators being the protection of policyholders.'®

An insurer may only issue dividends after demonstrating that it has sufficient surplus capital to honor all of
its obligations, and even then, the amount of any such dividend is limited.'® Insurers cannot participate in
material affiliated transactions without regulatory approval.'” The “control” of an insurer, which is presumed
for any entity that holds 10% of the voting securities of an insurer, is closely monitored and subject to
regulatory restriction.'®

Insurers that are domiciled in the United Kingdom, European Union, or Bermuda are subject to the Solvency
Il framework. Lloyd’s of London insurers are subject to the unique rules of Lloyd’s, though ultimately, all
Lloyd’s policies are backed by the full strength of the Lloyd’s market to ensure that all claims are paid when
due.

Claims Payment Data

As noted above, credit insurance is often seen as a partnership between banks and insurers, with a balance
of risk between the parties. Insurers expect that banks will retain risk and manage losses accordingly, while
banks expect that their claims will be paid when due. The performance of credit insurance can be
demonstrated in an ongoing industry study of claim performance based on data provided largely by leading
insurance brokers (with some data being provided by insurers joining in 2022), which found the following:'°

2007 — 2020 2021 2022
Total claims paid to 578 140 190
banks
Total Amount Claimed $3,753,470,551 $1,010,242,049 $529,534,436
Total Amount Paid $3,633,104,370 $1,010,242,049 $529,534,436
Compromised Claims 15 0 0

Overall, 97.73% of the value of all claims were paid in full, constituting 98.35% of all claims made in total.
Of the remaining “compromised” claims where insurers asserted a defense against full claim payment,
which would arise when either the applicable loss was arguably not covered by the policy or where the
insured failed to honor a condition of the policy, 44% of the amounts claimed were paid.

Further, 29% of the aggregate amount of claim volume referenced in the above data were made in 2021
and 2022, which is both a reflection of losses arising due to the onset of the Covid-19 pandemic and growth

For example, see https://ratings.moodys.com/api/rmc-documents/391814.
New York Insurance Law Section 307.

1 New York Insurance Law Section 309(b).

New York Insurance Law Section 309(a).

New York Insurance Law Article 74.

16 New York Insurance Law Section 4105.

New York Insurance Law Section 1505.

New York Insurance Law Section 1501.

1 Based on data supplied by A2Z Risk Services Ltd dated April 2023.
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of the market, as more policies have been issued in recent years. Demonstrating the reliability of credit
insurance policy wordings and the responsiveness of the insurers participating in this market, 100% of all
claims from 2021 and 2022 have been paid in full.

Notably, these claim payment rates span from the 2008 financial crisis and the more recent global economic
downturn following the shutdowns due to the outbreak of Covid-19. Claim payment rates increased during
these times and insurers had the capacity to honor the claim obligations. This reflects the partnership
between insurers and insureds where insureds seek to prudently manage risks and insurers accept the
risks understanding the resulting payment obligations. Further, in addition to the capability of insurers to
meet their claims liabilities, the claim payment experience demonstrates the responsiveness of credit
insurance policies to cover the contemplated risk with conditions being within the control of the insured.

PART 2: USE OF CREDIT INSURANCE FOR CREDIT RISK
MITIGATION AND DIVERSIFICATION

The credit insurance market in the United States has significantly grown over the last 20 years. Part of the
overall growth is due to the influx of bank driven programs, e.g., supply chain finance, receivable purchase
programs, payable programs, securitizations, and other monetization programs. These programs are
designed for banks and differ from “corporate” programs, where the insured is typically a corporate entity
seeking to balance the credit risk of transactions with its own customers.

Insurers welcomed the growth and exposure to bank driven credit insurance programs that historically have
performed better than corporate credit insurance programs. We briefly outline the nature of these programs
in order to demonstrate the opportunity in the credit insurance market, and correspondingly, the opportunity
for banks to invest in trade finance to further support the trade markets.

Flight to Quality. Banks and corporate entities have different priorities for their credit insurance programs,
which leads to a different selection of risks, and correspondingly different loss ratios and market capacity
to match.

Corporate credit insurance programs are focused on mitigating the credit risk of the corporate’s customers
and fostering best practices in the corporate’s credit management practices. Purchasing credit insurance
coverage on a portion of its portfolio of customers, or all their corporate customers, adds a key layer of
protection that protects cashflow against non-payment of outstanding receivables. Some smaller size
corporate insureds use credit insurance to outsource the credit risk function where the insured relies on the
insurer for counterparty risk assessment, including the amount the insured will be able to trade with its
customer. For some larger corporate insureds, credit insurance is part of a larger risk mitigation strategy
such as minimizing concentration risk in a particular number of customers or geography.

Some of a corporate’s customers may not be insurable or are only partially insurable. During negotiations
with the underwriter, it's common to see a push to have these marginal risks insured under the policy.
Insurers can support providing coverage to these “riskier” obligors to a certain extent, balancing premium
income against the probability of loss, though as noted above, insurers must also balance their aggregate
risk across obligors. The industry has been able to sustain such risks with higher industry loss ratios during
the severe economic events due to the Global Financial Crisis (“GFC”) in 2008-09 and the COVID
shutdowns in 2020. The data provided by the International Credit Insurance & Surety Association (“ICISA”;
please see the table below) reflects the historical premiums and claims data for trade credit insurance.
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Trade Credit Insurance - Premiums, Claims & Claims Ratio
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By contrast, the historical loss ratios for bank business have been under 20%, which has allowed for a good
diversification of insurers’ business.2° Banks traditionally purchase credit insurance for credit enhancement
on a monetization program as their primary motivation, with the objective of achieving a targeted financing
within a current portfolio where the bank has broader relationships with the customer risk being covered,
so that the bank can deepen its existing relationships while freeing up capacity for lending to other
customers. Risk transfer is a by-product of such an arrangement, consequently minimizing some of the
risks of adverse selection.

This approach allows positive selection for the credit insurers versus adverse selection. Rather than stretch
to cover weaker obligors, bank programs typically focus on the stronger credits, focusing on program
structure, reliability of the policy wording (as banks seek the “Basel” compliant wording described in Part |,
whereas corporates can accept a range of exclusions that would not be acceptable to banks), and pricing
to finalize the program.

This benefits the overall trade economy in two ways. First, bank-driven insurance programs simply create
more capacity for banks to expand their trade finance programs, thereby expanding the amount of funds
available from banks for investment and lending into the trade economy. Second, the higher quality credits
underlying bank-driven insurance programs help insurers hold better diversified portfolios, which increases
capacity for insurers to offer coverage to corporate programs and therefore allowing corporates to better
support their customers.

It is important to note that the bulk of the US bank monetization programs that are supported by the US
credit insurance market are unable to receive a substantive benefit from capital risk weight substitution due
to the limitations discussed below. Therefore, the insurance market for these bank programs, while strong,
remains in its infancy. If US banks, on a wholesale basis, were able to use credit insurance as a meaningful
risk distribution tool, the number of US bank programs would substantially increase while maintaining the
historical risk profile and loss ratios outlined above. Further, such an approach mirrors how non-US banks
and credit insurers currently operate outside the United States with respect to the use of credit insurance
as a meaningful risk distribution tool that provides capital risk mitigation.

0 This 20% figure is an estimate based on the experience of the members of ITFA and IACPM involved in this collaboration.
No industry wide study has been conducted. If useful, we would also be happy to conduct a market survey through both
organizations to further supplement this data.
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Projected Exposure Shift — Credit Risk Transfer (“CRT”).

Credit insurance plays a significant role in global trade, with one indicative study by the ICISA estimating
that insurers for bank and corporate programs covered €6.35 trillion in shipments in 2020, constituting a
total of 14.52% of all global trade.?! As noted, insurers consider bank-driven programs to have a stronger
risk profile than credit insurance provided to corporates, and therefore seek to create additional capacity
for such programs. We estimate that if US domiciled banks were eligible to use credit insurance as a capital
risk mitigation tool in the future, there would be a growth of $250 billion in notional coverage amounts over
a three-year period.

The anticipated credit quality of such exposures is investment grade or near investment grade
risk. However, despite the high quality of these risks, which is further supported by insurance, US banks
receive zero capital benefit for insurance company exposures versus other corporate exposures. Because
the standardized risk weight for exposures to insurance companies under the US capital rules is the same
as that for any other corporate exposure, for the same exposure amount the standardized risk weighted
assets (“RWA”) amount is the same for each of these risks, regardless of the ratings provided by the
external rating agencies or the internal investment grade risk assessment by the banks.

Due to this fact, the banks cannot access the benefit from credit insurance as a credit risk mitigant and risk
diversification tool under the capital rules. Therefore, the bulk of the transfer will be centered on investment
grade obligor risks. Even when falling below investment grade, the US banks typically will not venture too
far from investment grade ratings for unsecured risk.

RWA Calculations — Current vs. (Potential) Future. The table below illustrates the impact of the proposed
treatment under the US capital rules with respect to a $100 million exposure. The proposed interpretation
would reduce the capital amount by $6.08 million.

Current Treatment Proposed Treatment
Program size $100,000,000 $100,000,000
Senior tranche Insurance coverage 95% of Insurance coverage 95% of
receivable nominal value and 5% receivable nominal value and 5%
recourse to the seller recourse to the seller
Insured Amount $95,000,000 $95,000,000
Uninsured Amount $5,000,000 $5,000,000
Risk Weight 100% 20%%2
Risk Weighted Assets $100,000,000 $24,000,000
Reserve Capital $8,000,000 $1,920,000

Extending the above to a projected $250 billion in assets, three-year, insurance-supported asset group
results in more than $15 billion of capital savings to US banks, which could be utilized for further lending
and investment to support the trade economy.

Optimize Use of Capital. Under the current environment, US banks over allocate capital for a particular
deal thereby increasing RWA, which has a bearing on the overall Capital Adequacy Ratio. If US banks can
use credit insurance as a credit risk mitigant under the capital rules, US banks will be able to optimize the
use of their capital while continuing to maintain a conservative approach in managing their overall RWAs.
Further, the post-pandemic shifting of supply chains has resulted in additional pressure on company cash
flow, which in turn has increased the need to monetize bank programs. The ability of US banks to benefit
from a better capital treatment will, therefore in turn, directly benefit US companies and their liquidity

2 See https://icisa.org/wp-content/uploads/2022/08/ICISA-Estimate-of-TCl-role-in-world-trade-June22.pdf

2 As discussed in Part 3, the risk weight applicable to an insurer under the Basel Framework could be as low as 20% in the
case of a short-term exposure to a prudentially regulated insurer qualifying for a risk weight equivalent to that of a Grade A bank
under the Basel Committee’s revised Basel Framework.
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requirements, especially in the current economic environment where costs of borrowing are substantially
higher with the resulting pressure on liquidity.

Risk Distribution Tools. In order to manage risk effectively, credit portfolio managers rely on front-end
and back-end tools. The front-end tools consist of managing a portfolio at inception through risk appetite
frameworks, concentration issues, and their overall general credit assessment. The back-end tools that
banks utilize are credit default swaps (“CDS”), loans sales, and synthetic on balance sheet securitization
(funded and unfunded). However, these tools are becoming less viable options given the regulatory
environment. Therefore, banks welcome the opportunity to utilize other risk distribution tools like credit
insurance.

In contrast to other risk distribution tools, credit insurance is especially nimble and reliable. Further, as
noted above, the insurance market has significant capacity for bank-driven programs, which when used,
will allow banks to accept more credit risk exposure to a particular borrower and directly assist the real
economy, including project financing for infrastructure projects and other transactions that support trade.

PART 3: SUGGESTIONS FOR CLARIFICATIONS

Under both the international capital standards of the Basel Committee on Banking Supervision (the “Basel
Framework”) and the capital rules of the US federal banking agencies implementing those standards in
the United States (the “US Basel Ill Capital Rules”), banks may recognize certain credit risk mitigants to
reduce the capital requirements for certain credit exposures. Eligible guarantees are a form of credit risk
mitigation recognized by the Basel Framework and the US Basel Il Capital Rules that, if certain
requirements are satisfied, permit a bank to shift the risk weight associated with a credit exposure from the
original obligor to a guarantor.?® If the guarantor has a lower risk weight than the original obligor, this
risk-shifting treatment reduces the risk weighted asset amount associated with the credit exposure.

A credit insurance policy is economically similar to a guarantee and acts as an economic credit risk mitigant
to a banking organization. In order for a credit insurance policy to qualify as an eligible guarantee, however,
the policy must satisfy 10 different definitional elements,?* including that the protection provider be an
“eligible guarantor.”

This section analyzes the primary obstacles to applying risk-shifting treatment to credit insurance policies
under the existing US Basel Ill Capital Rules and shows how these obstacles could be overcome with
modest changes to the US Basel Ill Capital Rules that are consistent with the Basel Framework.2® Section
3.A addresses the fact that insurers providing credit insurance policies are generally not eligible guarantors
under the US Basel Ill Capital Rules. Section 3.B analyzes the remaining elements of the definition of an
eligible guarantee, and shows that these requirements would generally be met for credit insurance policies,
without changes to the existing US Basel lll Capital Rules, but shows how, consistent with the Basel
Framework, the US Basel Il Capital Rules could be interpreted or modified to make certain insurance
companies eligible guarantors. Finally, Section 3.C addresses the fact that, even if a credit insurance policy
satisfied the definition of an eligible guarantee, the application of the risk-shifting approach would generally
not reduce risk weighted assets for such exposures because prudentially regulated insurers are currently
treated as corporate exposures under the US Basel |l Capital Rules, and how this issue could be revisited
as part of implementing the remaining parts of the Basel Framework in the United States as part of the so-
called “Basel Il Endgame.”

2 12 C.F.R. § 217.36(b)(1) (Federal Reserve rule); 12 C.F.R. § 3.36(b)(1) (OCC rule); 12 C.F.R. § 324.36(b)(1) (FDIC rule).
2 12 C.F.R. § 217.2 (Federal Reserve rule); 12 C.F.R. § 3.2 (OCC rule); 12 C.F.R. § 324.2 (FDIC rule) (each defining “eligible guarantee”).
2 As of May 2023, the US federal banking agencies are expected to soon propose changes to the US Basel Ill Capital Rules to

implement changes to the Basel Framework finalized in 2017 and known as the “Basel Ill Endgame.” The revisions to the Basel Framework
contained in the Basel Il Endgame became effective on January 1, 2023.
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A. Insurers as Eligible Guarantors

The definition of eligible guarantor has two prongs, under both the US Basel Ill Capital Rules and the Basel
Framework.28 The first prong encompasses per se eligible guarantors, which under the US Basel Il Capital
Rules include sovereigns, multilateral development banks, depository institutions, and bank holding
companies. While the US Basel Il Capital Rules do not include insurance companies among per se eligible
guarantors, the Basel Framework defines eligible guarantors to include “other prudentially regulated
financial institutions with a lower risk weight than the counterparty” which may include insurance
companies.?’ In implementing the Basel Il Endgame, we recommend that the US federal banking agencies
add insurance companies that are subject to prudential regulation and supervision, including applicable
capital and liquidity requirements, to the list of per se eligible guarantors on the basis that they are
prudentially regulated financial institutions that, like banking organizations, are engaged in the activity of
assuming principal risk, in this case credit risk.

In addition, an insurance company could be considered an eligible guarantor under the second prong of
the definition, which is available for operating entities other than the types of entities enumerated in the first
prong, provided certain requirements are satisfied. Under the US Basel Il Capital Rules, this prong requires
among other things that, at the time of entry into the guarantee or thereafter, the protection provider must
have issued and outstanding investment grade debt securities.?® However, it is frequently the case that
credit insurance policies are written by an operating subsidiary of the insurance group which does not itself
issue debt, which precludes this prong under the current US Basel |1l Capital Rules.

The analogous provision in the revised Basel Framework requires “corporate entities (or the entity’s
parent company)’ to “have securities outstanding on a recognized securities exchange” in order to be
considered an eligible guarantor under this prong.2% 30 The key distinction is that, unlike under the current
US Basel lll Capital Rules, an insurance company could qualify as an eligible guarantor under the revised
Basel Framework if its parent company has issued and outstanding securities trading on a recognized
securities exchange. Alignment of the US Basel Ill Capital Rules with the revised Basel Framework could
be achieved by allowing an insurer to satisfy the US rules’ “issued and outstanding investment grade debt
securities” requirement through its parent’s issuance of debt securities, rather than applying this provision
to the insurer itself.

We believe that this could be accomplished either through issuing clarifying guidance or an interpretation
under the current US Basel Il Rules, on the basis that the “investment grade” creditworthiness of an
insurance holding company’s debt securities would inevitably reflect in part the creditworthiness of its
regulated insurance operating subsidiaries. A debt security issued by a regulated parent insurance holding
company of a regulated insurance company subsidiary would thus have a substantially similar effect, in
terms of assessing creditworthiness for purposes of being an eligible guarantor, as the issuance of a debt
security by the subsidiary itself.

In addition, in implementing the Basel IIl Endgame, we recommend that the US banking agencies modify
the existing debt securities requirement in the US Basel Il Capital Rules to explicitly include investment
grade debt securities issued by the guarantor’s parent company, consistent with the revisions made in the
Basel Framework.

26 12 C.F.R. § 217.2 (Federal Reserve rule); 12 C.F.R. § 3.2 (OCC rule); 12 C.F.R. § 324.2 (FDIC rule) (each defining “eligible guarantor”).
2 Basel Framework, CRE 22.76 (Basel Committee on Banking Supervision, 2023) (hereafter, “CRE XX.XX"). Footnote 11 to this provision
defines prudentially regulated financial institutions to include “prudentially regulated insurance companies.”

» Ibid.

2 CRE 22.76(3)(a)(i) (emphasis added).

30 The Basel Framework would also require guarantors eligible under this prong to be “investment grade,” meaning they have

adequate capacity to meet their financial commitments (including repayments of principal and interest) in a timely manner, irrespective of the
economic cycle and business conditions. CRE 22.76(3)(a). Furthermore, the creditworthiness of such investment grade guarantors must not be
positively correlated with the credit risk of the exposures for which they provided guarantees. CRE 22.76(3)(a)(ii). These requirements are
already incorporated into the existing US Basel Ill Capital Rules.
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B. Remaining Criteria for Eligible Guarantee

The remaining nine criteria contained in the definition of an eligible guarantee under the US Basel |1l Capital
Rules are typically satisfied by credit insurance policies that cover trade credit exposures, as follows: 3!

The first criterion requires that the guarantee be written, which is true of all credit insurance policies.

The second criterion requires that the guarantee be unconditional. The meaning of “unconditional” is
not defined in the US Basel Ill Capital Rules. Practically all guarantees, however, contain some
conditions which do not necessarily render the guarantee ineligible, e.g., the requirement that certain
specified documents be provided to the guarantor. We believe that the types of provisions contained
in a typical credit insurance policy — all of which are in any event within the control of the beneficiary
of the guarantee (such as submitting a claim in a particular form) — are consistent with an unconditional
guarantee for the purposes of this criterion.

The third criterion requires that the guarantee cover all or a pro rata portion of all contractual payments
of the obligor on the reference exposure. In most cases, a credit insurance policy covers a pro rata
portion of accounts receivable, satisfying this criterion. In cases where a credit insurance policy
includes a deductible or where the amount of the policy is less than the exposure amount of the
exposures it covers, this criterion would not be satisfied, but the policy would likely qualify as a
securitization exposure under the US Basel Ill Capital Rules.32

The fourth criterion requires that the guarantee give the beneficiary a direct claim against the protection
provider. Under a typical credit insurance policy, the beneficiary would have a direct claim against the
insurer for any losses covered by the policy, thereby satisfying this requirement.

The fifth criterion requires that the guarantee not be unilaterally cancelable by the protection provider
for reasons other than breach of contract by the beneficiary. A typical credit insurance policy does not
contain any such cancellation provision.

The sixth criterion requires that the guarantee be legally enforceable against the protection provider in
a jurisdiction where the protection provider has sufficient assets against which a judgment may be
attached and enforced. As a practical matter, a bank would conduct diligence to ensure this
requirement is satisfied as part of the credit approval process prior to executing the policy.

The seventh criterion requires the guarantee to require that the protection provider make payment to
the beneficiary upon the occurrence of an obligor default on the reference exposure in a timely manner
without the beneficiary first having to take legal actions to pursue the obligor for payment. A credit
insurance policy covering short-term transactions typically requires payment within 15 business days
after the end of a 90-day waiting period beginning on the notification of a default. Furthermore, while
credit insurance policies typically require the insured bank to preserve the value of defaulted credit
exposures, they do not require the bank to first take legal action against the obligor prior to making a
claim under the policy. While the meaning of “timely manner” depends at least in part on the
commercial context and industry custom, we believe that a credit insurance policy with customary
terms would satisfy the “timely manner” criterion.

31

Each of the following elements is contained in 12 C.F.R. § 217.2 (Federal Reserve rule); 12 C.F.R. § 3.2 (OCC rule); 12 C.F.R. § 324.2

(FDIC rule) (each defining “eligible guarantee”).

32

In such cases, the insurance coverage would be akin to a tranched exposure, having an attachment point equal to the deductible

amount and a detachment point equal to the deductible plus the total amount of coverage under the policy. Although such a policy would not
be eligible for the risk-shifting approach applicable to eligible guarantees, such policies could potentially benefit from the treatment of
securitization exposures under the US Basel Ill Capital Rules, provided certain definitional and operational requirements were satisfied and
provided similar amendments to the definition of “eligible guarantee” and “eligible guarantor” as proposed in this white paper were
implemented.
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= The eighth criterion requires that the guarantee does not increase the beneficiary’s cost of credit
protection on the guarantee in response to deterioration in the credit quality of the reference exposure.
The typical credit insurance policy contains no such cost adjustment mechanism.

®=  The ninth criterion requires that the guarantee is not provided by an affiliate of the protection purchaser.
The typical credit insurer is not an affiliate of the bank seeking credit protection.

C. Risk Weight Applicable to Insurers

Under the standardized approach to credit risk in the existing US Basel 11l Capital Rules, a credit exposure
to an insurance company is considered a general corporate exposure and assigned a risk weight of 100%.33
Under the Basel Framework, however, an exposure to a prudentially regulated insurance company is
eligible to receive a lower risk weight (equal to the standardized risk weights for exposures to banks) if the
insurance company is “subject to prudential standards and a level of supervision equivalent to those applied
to banks.”3* 35 Such a risk weight could be as low as 20% in the case of a short-term exposure to a low risk
(i.e., Grade A) obligor.3® The Basel Framework states that “[n]ational supervisors should determine whether
the regulatory and supervisory framework governing securities firms and other financial institutions in their
own jurisdictions is equivalent to that which is applied to banks in their own jurisdictions.”%7

We recommend that, in implementing the Basel Ill Endgame, the US banking agencies modify the existing
US Basel lll Capital Rules to be consistent with the Basel Framework with respect to the standardized risk
weights applicable to credit exposures to insurance companies. This could be accomplished through a
provision allowing insurance companies subject to prudential supervision equivalent to banks to be treated
as banks for the purposes of risk weighting of credit exposures, along with a determination by the regulators
that insurance companies are subject to such prudential supervision. Such a revision would be consistent
with the Basel Framework, which was developed in part by US federal banking agencies as members of
the Basel Committee on Banking Supervision.38

In the case of traditional credit insurance, the original credit exposure is to the customers of a corporate
client of the bank. If the insurance policy were recognized as a credit risk mitigant, the bank could obtain
capital relief by, e.g., substituting the customers’ risk weight (presumably 100%) with that of the insurer
(which could be as low as 20% under the approach outlined above if the insurer qualifies for the lowest risk
weighting applicable to banks under the Basel Committee’s revised Basel Framework).

If the US Basel Il Capital Rules are aligned to the revised Basel Framework as described above, banks
seeking credit insurance could, consistent with international standards, achieve capital relief by substituting
the insurer’s risk weight in place of the risk weight assigned to its corporate clients. As explained above,
alignment of the US capital rules with the revised Basel Framework furthers the US regulators’ policy of
maintaining US capital requirements that are consistent with the Basel Framework, and would put US
banking organizations on an even playing field. In addition, this convergence would be consistent with
broader policy considerations by enabling banks to protect credit exposures using an established credit
insurance product, while recognizing the credit risk mitigation benefits of such a hedge in a manner
consistent with economically equivalent single name risk mitigation techniques, such as traditional
guarantees and credit derivatives.

3 12 C.F.R. § 217.32(f)(1) (Federal Reserve rule); 12 C.F.R. & 3.32(f)(1) (OCC rule); 12 C.F.R. § 324.32(f)(1) (FDIC rule).

34 CRE 20.40.

35 Implementing statutes in other jurisdictions, including the Capital Requirements Regulation in Europe, currently allow a similar
treatment of exposures to non-bank financial institutions subject to “comparable” prudential requirements. CRR Article 119.

36 CRE 20.21. For purposes of this white paper, all comparisons to the Basel Framework reflect the Standardized Credit Risk Assessment
Approach, applicable in jurisdictions, such as the United States, that do not allow for the use of external credit ratings in determining risk
weights.

37 CRE 20.40.

38 The Board of Governors of the Federal Reserve System, the Federal Reserve Bank of New York, the Federal Deposit Insurance

Corporation, and the Office of the Comptroller of the Currency are all members of the BCBS.
https://www.bis.org/bcbs/membership.htm?m=3071.
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CONCLUSION

Credit insurance is a proven, reliable product offered by well-capitalized and regulated counterparties that
can helps banks responsibly diversify their portfolios. Such diversification, in turn, will encourage more
investment, the associated risks of which will shared by banks and insurers to the ultimate benefit of the
US trade market. Clarifying the rules as suggested above would allow US banks to compete on a equal
basis with their peer banks in other jurisdictions.

The authors appreciate this opportunity to outline this issue and would be happy to discuss any time should
you have any questions or concerns.
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Chief Counsel’s Office

Attention: Comment Processing

Office of the Comptroller of the Currency
400 7th Street, SW

Suite 3E-218

Washington, DC 20219
https://www.regulations.gov/

Ann E. Misback, Secretary

Board of Governors of the Federal Reserve System
20t Street and Constitution Avenue NW
Washington, DC 20551

Email: regs.comments@federalreserve.gov

James P. Sheesley, Assistant Executive Secretary
Attention: Comments/Legal OES (RIN 3064-AF29)
Federal Deposit Insurance Corporation

550 17th Street, NW

Washington, DC 20429

Email: comments@FDIC.gov

Re: Comments re Regulatory capital rule: Proposed amendment applicable to large
banking organizations and to banking organizations with significant trading activity
OCC Docket ID OCC-2023-0008
Board Docket No. R-1813, RIN 7100-AG64
FDIC RIN 3064-AF29

Dear Ladies and Gentlemen:

The International Trade and Forfaiting Association (“ITFA”) and the International Association of Credit
Portfolio Managers (“IACPM”) welcome the opportunity to comment on the above referenced
amendment as it relates to the recognition of credit insurance as a meaningful risk mitigant for US
banks.!

The banking and insurance sectors are key levers to the stability of the US economy by providing lending
solutions to businesses and protecting their assets. As we head into an unprecedented environment of
higher interest rates, inflationary pressures, and potential slowdowns in the US economy, the role of US
banks becomes ever more important. To fulfill their vital role in being able to provide liquidity to the US
market, it is imperative that US banks have access to all available and appropriate risk mitigation tools;
this includes credit insurance, a key risk mitigation tool provided by prudentially regulated, well-
capitalized multi-line insurers.

Credit insurance is a well-established method of transferring the credit risk from one party to another
party with a higher credit rating and therefore, a more favorable risk weighting, i.e., a highly regulated
insurer subject to prudential supervision. And of course, the act of transferring credit risk in this way
typically has a beneficial effect on a bank’s regulatory capital requirements thereby reducing capital
costs and facilitating a bank’s ability to increase its lending activities, thus providing critical liquidity in
the market.

This benefits the overall trade economy in two ways. First, insurance programs simply create more
capacity for banks to expand their trade finance programs, thereby expanding the amount of funds

! This paper does not address securitizations.
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available from banks for investment and lending into the trade economy. Second, the high-quality credits
underlying some bank-driven insurance programs help insurers to hold better diversified portfolios,
which increases capacity for insurers to offer coverage to corporate programs, therefore allowing
corporates to better support their customers and supporting the wider economy.

Under the current regulatory interpretations, the bulk of the US bank monetization programs that are
supported by the US credit insurance market are unable to receive a substantive benefit from capital
risk weight substitution perspective. Therefore, the insurance market for these bank programs, while
strong, remains in its infancy when compared to other markets outside the US. If US banks, on a
wholesale basis, were able to use credit insurance as a meaningful risk distribution tool, the number of
US bank programs would substantially increase while maintaining the historical risk profile and low loss
ratios. Further, such an approach mirrors how non-US banks and credit insurers currently operate
outside the United States with respect to the use of credit insurance as a meaningful risk distribution
tool that provides capital risk mitigation.

Relative Importance of CPM Tools: Market Tools Current regulatory
By Region interpretations deprive US

banks of the ability to
utilize credit insurance as

a meaningful risk
mitigation tool to reduce
capital costs which not
only adversely impacts
the ability of US banks to

Hybrid Funded

True Sale S

" provide liquidity, but it
also puts US banks at a
competitive disadvantage.
Simply put, non-US banks
in Europe and Asia are
el behomen £ cadiiak irsears 0.00 050 1.00 1.50 20 permitted to use, and in
Average Weight of mportance (3 = Most Important) fact extensively use credit
insurance as a meaningful
risk mitigation tool. US banks, on the other hand, cannot. The table to the left reflects IACPM’s survey
of major banks and the ranking of the various risk distribution tools. While credit insurance is ranked
number one in Europe and Asia, it is number 4 in the Americas primarily due to the lack of clarity in
the US regulations on meaningful capital relief.

Source: IACPM Principles & Practices in CPM Survey 2023 | Question: Please rate the tools you use to manage your credit portfolio by importance. (Q23)

For these reasons, we respectfully submit that the proposed implementation of the Basel Accords should
recognize the suitability of credit insurance as an eligible risk mitigant under the capital rules. This will
not only advance the goals of the Basel Accords, but also will place US banks on equal footing with non-
US banks, rather than perpetuate the current disparity between the US banks and non-US banks. In
particular, we submit that the proposed amendment must address the following points:

e When implementing the Basel III Endgame, US federal banking agencies should include among
the “per se eligible guarantors” those insurance companies that are subject to prudential
regulation and supervision (including applicable capital and liquidity requirements).

e Provide clarifying guidance or an interpretation under the current US Basel III Rules, that the
fact that a holding company’s debt securities are deemed “investment grade” would inevitably
reflect in part the creditworthiness of the holding company’s regulated insurance company
subsidiaries.

e Be consistent with the Basel Accords by allowing insurance companies, subject to prudential
supervision equivalent to that relevant for banks, to be treated substantially similar to banks for
the purposes of risk weighting of credit exposures, along with a determination by the regulators
that insurance companies are subject to such prudential supervision. Such a revision would be
consistent with the Basel Framework, which was developed in part by US federal banking
agencies as members of the Basel Committee on Banking Supervision.

Page 2 of 3



e Clarify the risk weight(s) applicable to short tenor versus longer tenor transactions. For short
term transactions, the risk weight may be as low as 20% in the case of a short-term exposure
to a low risk (i.e., Grade A) obligor.

Further to the above, We refer you to the paper previously provided by ITFA and IACPM to the Fed
entitled Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules (the “White
Paper”) that details the approach.2 As demonstrated in the White Paper, drafted by ITFA/IACPM, the
insurance sector is well equipped to absorb bank-originated risks as it is well-regulated as well as well-
capitalized. Insurers are able to provide banks with a meaningful risk mitigation tool and further support
the health of the banking sector. The insurance sector has significant expertise to price and manage
this risk, which the White Paper details further.

ITFA is a trade association focused on global trade, forfaiting, supply chain, receivables financing, and
risk mitigation thereof. Its members include banks, insurers, insurance brokers, lawyers, and others
engaged in supporting global trade. The IACPM is an industry association whose members represent the
world’s largest banks and teams within those institutions who have responsibility for the prudential
management of credit portfolios, including actively controlling concentrations, adding diversification,
managing the return of the portfolio relative to the risk, and applying capital to new lending. In addition,
its members also include investors, insurers, and reinsurers, which participate in credit risk transfer
transactions.

Yours sincerely,

Hernan Mayol Som-lok Leung

Board Member Executive Director

International Trade & Forfaiting Association International Association of Credit Portfolio
Managers

2 JACPM and ITFA, Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules (June 2023),
https://iacpm.org/wp-content/uploads/2023/12/ITFA-IACPM-White-Paper-FINAL-June-2023.pdf.
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Benjamin W. McDonough, Secretary

Board of Governors of the Federal Reserve System
20th Street and Constitution Avenue, N.W.
Washington, D.C. 20551

Email: publiccomments@frb.gov

Docket Nos. 1887, R-1888, 1889

RINs 7100-AH20, 7100-AH21, 7100-AH22

Jennifer M. Jones, Deputy Executive Secretary
Attention: Comments/Legal OES (RIN 3064-AF29)
Federal Deposit Insurance Corporation

550 17th Street, NW

Washington, D.C. 20429

Email: comments@FDIC.gov

RINs 3064-AF29, 3064-AG23

Chief Counsel’s Office

Attention: Comment Processing

Office of the Comptroller of the Currency

400 7th Street, SW, Suite 3E-218

Washington, D.C. 20219

Docket IDs OCC-2026-0265, OCC-2026-0034
RINs 1557-AF52, 1557-AF49

Re: Regulatory Capital Rules: Regulatory Capital and Standardized Approach for Risk-
weighted Assets; Response to Question 22

Dear Ladies and Gentlemen:

The International Association of Credit Portfolio Managers (“IACPM”) and the International Trade and
Forfaiting Association (“ITFA”) (together, the “Associations”) respectfully submit this joint comment
letter in response to question 22! in Regulatory Capital and Standardized Approach for Risk-weighted
Assets of the Notice of Proposed Rulemaking issued on March 19, 2026, by the Board of Governors of
the Federal Reserve System, the Office of the Comptroller of the Currency, and the Federal Deposit
Insurance Corporation (the “Agencies”) (the “Proposal”).

This letter is informed by the Associations’ extensive prior advocacy on the treatment of credit insurance
under the U.S. Basel III capital framework, including our June 2023 White Paper (see Appendix A,
“Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules”) and our joint
comment letter submitted to the Agencies on January 16, 2024, in response to the 2023 Basel III
Endgame Notice of Proposed Rulemaking (see Appendix B). The Associations also draw on data from
our multi-year joint survey on private credit risk insurance utilization by banks, which has consistently
demonstrated the reliability, scale, and systemicimportance of creditinsurance as a capital management
tool for banks. Survey results indicate that more than 90% of participating large U.S. and U.S. subsidiary
banking institutions would have interest in executing transactions with insurance companies for credit

1 Question 22: The agencies seek comment on the requirement that the entity has issued and
outstanding an unsecured debt security without credit enhancement that is investment grade to meet
the definition of an eligible guarantor. What, if any, alternatives to this requirement should the agencies
consider to help ensure that eligible guarantors can be expected to perform on guarantees and what
would the pros and cons of those alternatives be?



risk mitigation if the eligible guarantor issue were clarified to recognize well-capitalized insurers as
eligible guarantors.?

Questions 22 of the Proposal ask whether the current definition of “eligible guarantor” appropriately
captures the range of counterparties whose credit support should be recognized for purposes of risk
weight substitution under the credit risk mitigation framework, and whether alternatives are warranted.
The Associations strongly support the Agencies’ decision to solicit comment on this definition. We write
specifically to address a structural gap in the current eligible guarantor definition that is highly relevant
to our members’ day-to-day credit portfolio management activities. Specifically, while the current
definition captures parent or holding company entities that issue debt in the capital markets, it does not
extend to operating subsidiaries acting as direct guarantors, even where those entities are part of a
financially strong consolidated group and possess independent financial strength ratings.

This gap is not hypothetical and results in banking organizations holding exposures that are risk-
weighted at levels significantly above the economic risk of the exposure. While this issue arises across
corporate group structures, it is particularly acute in the insurance sector where investment grade
operating entities do not themselves issue public debt but form part of a consolidated, prudentially
regulated group in which a controlling entity issues investment-grade unsecured debt in the capital
markets for the benefit of the broader group. This outcome is inconsistent with the capital-sensitivity
objectives of the Proposal and places U.S. banks at a material competitive disadvantage relative to
banking organizations in other Basel-aligned jurisdictions where market-based indicators of group
creditworthiness are taken into account in a manner that does not rely solely on operating-entity debt
issuance.

The Associations are hereby providing for your consideration the following addition in bold italics to
paragraph (2)(i) in the definition of Eligible Guarantor under 12 CFR 3.2 Definitions:

(2) An entity (other than a special purpose entity):

(i) That at the time the guarantee is issued or anytime thereafter, has (or, if the
entity is investment grade, is controlled by an entity that has) issued and
outstanding an unsecured debt security without credit enhancement that is
investment grade;

(i) Whose creditworthiness is not positively correlated with the credit risk of the
exposures for which it has provided guarantees; and

(ili) That is not an insurance company engaged predominately in the business of
providing credit protection (such as a monoline bond insurer or re-insurer).

The inclusion of the parenthetical clause in paragraph (2)(i) above appropriately accommodates
corporate group structures while recognizing, in the context of insurance, the direct guarantor is itself
a financially strong, prudentially regulated operating entity. Insurance operating entities that provide
guarantees are subject to comprehensive regulatory oversight, capital requirements, ongoing
supervisory review, and maintain external investment-grade financial strength ratings. Accordingly, the
creditworthiness of the eligible guarantor is based on the standalone financial strength of the regulated
insurance entity, which is capable of meeting its obligations, rather than being viewed as dependent on
the existence of debt issuance at the parent level. The proposed approach preserves the core policy
objective of paragraph (i) without unnecessarily excluding highly rated operating insurance companies
that do not themselves access public debt at the operating company level.

At the same time, the broader prudential framework applicable to insurance groups provides an
additional layer of structural support, as holding companies are incentivized and, in practice, expected
to support their regulated operating subsidiaries in order to maintain group solvency, ratings stability,

2 IACPM survey of US Banks and US Subsidiary Bank members conducted May 28, 2026; respondents
were among the 30 largest U.S. banking institutions.
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and regulatory compliance. Where both the operating insurer and its group are recognized as investment
grade, the combination of entity-level financial strength, external ratings, and group-level oversight and
support offers a robust, reliable indicator of the guarantor’s capacity to perform. Importantly, the revised
language reinforces the expectation that an eligible guarantor (particularly a regulated insurance
operating company) possesses financial resources, supervisory discipline, and market-validated credit
standing necessary to honor its obligations in a timely manner.

Further, the financial institutions, as the end users of credit insurance, apply rigorous internal credit
assessment processes, including the use of Financial Strength Ratings (FSR). These FSR frameworks
contemplate an overall risk assessment of the insurer’s creditworthiness, including its capacity to
perform under stress scenarios. As a matter of policy and risk management practices, banks are guided
by their internal FSR ratings, to determine the eligibility of investment grade insurers as eligible
guarantors capable of timely performance, rather than relying solely on external credit ratings. The
foregoing approach ensures that the evaluation of the guarantor’s standalone financial strength and
ability to honor its obligations.

ITFA is a trade association focused on global trade, forfaiting, supply chain, receivables financing, and
risk mitigation thereof. Its members include banks, insurers, insurance brokers, lawyers, and others
engaged in supporting global trade. The IACPM is an industry association whose members represent the
world’s largest banks and teams within those institutions who have responsibility for the prudential
management of credit portfolios, including actively controlling concentrations, adding diversification,
managing the return of the portfolio relative to the risk, and applying capital to new lending. In addition,
its members also include investors, insurers, and reinsurers, which participate in credit risk transfer
transactions.

Yours sincerely,

Sean Edwards Som-lok Leung

Chair Executive Director

International Trade & Forfaiting Association International Association of Credit Portfolio
Managers
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White Paper: Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules
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This paper is a collaboration between the International Trade and Forfaiting Association (“ITFA”) and the
International Association of Credit Portfolio Managers (‘lACPM”). ITFA is a trade association focused on
global trade, forfaiting, supply chain, receivables financing, and risk mitigation thereof. Its members include
banks, insurers, insurance brokers, lawyers, and others engaged in supporting global trade. The IACPM is
an industry association that represents the world’s largest banks and teams within those institutions who
have responsibility for the prudential management of credit portfolios, including actively controlling
concentrations, adding diversification, managing the return of the portfolio relative to the risk, and applying
capital to new lending. In addition, its members also include investors, insurers, and reinsurers, which
participate in credit risk transfer transactions.’

EXECUTIVE SUMMARY

Capital rules encourage banks to balance their portfolios with a healthy distribution of assets across various
asset classes and to maintain capital reserves to protect against economic downturns. Similarly, capital risk
weight substitution rules encourage banks to seek out strong counterparties for their unfunded risk
mitigation strategy. One tool that banks can use to mitigate and diversify their credit risk is credit insurance.
Credit insurance is a type of insurance that protects businesses against losses due to the non-payment of
trade debts by their customers. By purchasing credit insurance, banks can reduce their risk exposure to
non-payment of trade debts.

Under the current US capital rules, credit insurance issued by financially strong insurers is a permitted form
of eligible guarantee. However, banks generally cannot obtain meaningful capital risk weight substitution
benefits from such policies because insurers are not recognized as lower-risk counterparties compared to
any other corporate entities. This gives rise to a concern that US banks lack access to a risk mitigation tool
that is expressly contemplated by the US capital rules and utilized by competitor banks subject to other
national capital rules, at a time when US banks face increased capital requirements against an economic
environment where recession indicators are growing. This paper argues that certain clarifications to the US
capital rules would provide US banks with the opportunity to partner with proven, well-rated counterparties
in the insurance industry to mitigate their credit risk, reduce their risk-weighted assets, and thereby increase
their ability to redeploy capital to support the US economy.

This paper’'s objectives are (a) to demonstrate that credit insurance can be an effective method for
distributing risk among quality protection providers; and (b) to recommend clarification of the relevant capital
rules that will better enable US banks to use credit insurance as a credit risk mitigant under the capital
rules. The proposed clarification is meant to encourage prudent credit risk diversification within the
framework of the strong capital and liquidity requirements applicable to US banks.

This paper consists of three parts. Part 1 discusses credit insurance generally, including an overview of
credit insurance policies, policy characteristics, the insurers that underwrite credit insurance, and claim
performance of credit insurance policies. Part 2 focuses on the credit insurance market and how credit
insurance can be utilized by banks. Part 3 proposes areas of potential clarifications to the capital rules in
connection with the finalization of the Basel Ill rules.

! Special thanks to the following for their contributions to this paper: Sanjeev Ganjoo, Citibank; Rajat Singhal, Citibank;
Jennifer Bearden, JACPM; Luigi L. De Ghenghi, Davis Polk; Andrew Rohrkemper, Davis Polk; Benjamin Lee, Latham & Watkins;
Michael Sullivan, Sullivan & Worcester; Scott Ettien, WTW; Scott Pales, WTW; Eva Fredriksson, WTW; Ben Roberts, Texel, Deepti
Khaire-Phanse, Swiss Re; and Harpreet Mann, Amynta Trade Credit & Political Risk Solutions.
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PART 1: CREDIT INSURANCE OVERVIEW

Credit Insurance Generally

For purposes of this paper, the term “credit insurance” encompasses both trade credit insurance and non-
payment insurance. Trade credit insurance refers to policies that protect against loss on trade finance
transactions and may consist of a portfolio of receivables for a short-term tenor between 1 to 3 years.
Nonpayment insurance refers to policies that protect against single exposures, such as project finance
transactions, with tenors of 1 year to over 5 years.

For the avoidance of doubt, credit insurance does not refer to “wrap” policies offered by mono-line financial
guaranty insurers. None of the statistics cited in this paper refer to policies issued by mono-line financial
guaranty insurers. Further, credit insurance used in horizontal structures of risk transfer, like unfunded
protection on tranches of synthetic securitizations, is not part of the focus of this paper.

Credit insurance has historically been used as a means of encouraging or expanding investment, especially
by government export credit agencies. For example, the US Export-Import Bank has long provided support
of the export of US made goods through credit insurance. As discussed throughout this white paper, the
private credit insurance market has grown significantly over the past 20 years and has the potential to
support a significant amount of bank transactions.

There are approximately 60 insurers participating actively in the global credit insurance market today. All
of these insurance companies have investment-grade credit ratings (from either Fitch, Moody’s, or S&P)
ranging from A- to AA. As noted above in the discussion of the capital regulation of insurers, such ratings
require, among other things, positive operational performance as well as having significant holdings of
surplus capital relative to an insurance company’s overall exposures.

Banks, in particular, use credit insurance as a portfolio management tool, and currently over a hundred
billion dollars of credit insurance coverage is underwritten globally.? Further, studies have shown that credit
insurance helps banks unlock additional lending capacity for trade transactions and project finance,
especially for fast growing sectors such as renewal energy facilities. For example, a survey of banks
conducted by ITFA and IACPM in 2020 found that the $135 billion of credit insurance coverage facilitated
$346 billion of loans to the real economy.3

Policy Characteristics

The private credit insurance market began to expand for banks starting in the early 2000s in response to
Basel Il reforms as European banks required policies with clear, simple coverage terms that satisfy the
requirements for an unfunded guarantee.

Today, credit insurance policies issued to banks are considered partnerships between insurers and
insureds. To satisfy Basel requirements, policies cover nonpayment by the obligor for any reason
whatsoever. The policies contain few exclusions or conditions, excepting matters that are clearly within the
control of the insured, such as loss caused by a fraudulent act by the insured. Similarly, the policies contain
minimal representations, conditions precedents, and warranties regarding essential matters relating to the
insured transaction, such as the enforceability (as limited by legal opinions received by the insured) of the
underlying obligations.

Insurers balance such policies with several provisions to ensure that the applicable risk is appropriately
managed. One requirement generally is the minimum risk retention, which requires that the insureds retain

2 The IACPM and ITFA estimate that the private credit insurance market underwrote at least $135 billion in coverage in
2020. http://iacpm.org/wp-content/uploads/2022/03/IACPM-ITFA-Private-Credit-Risk-Insurance-2021-Select-High-Level-Results.pdf.
8 Ibid.
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a minimum percentage of the exposure uninsured and unhedged. Insurers also require that insureds
consult with them before agreeing to material amendments and waivers that may impact the risk particularly
as to payment dates, and following claim payment, insureds are required to cooperate with insurers in
pursuing recoveries. Policies covering trade credit receivables may cover up to 90% of any given loss,
though any given loss is typically only a small amount of a given trade credit portfolio, and policy aggregate
limits are typically equal to half or less of the overall portfolio.

Insurers and insureds in this market take similar approaches to evaluating risks. Both seek to balance their
overall exposure to any given insurer or bank, as applicable, as well as aggregate exposures to the
applicable sector, country, and obligor, with further internal limits across affiliates and subsidiaries of each
such obligor. Both banks and insurers conduct due diligence on the other’s business operations. Banks
evaluate the credit ratings, financials, and industry knowledge of insurers while insurers review the
performance history and credit approval operations of banks.

Capital Regulation of Insurers

Insurers participating in the credit insurance market are well experienced, well-rated, and well-capitalized,
as well as subject to strict regulation of their capital to ensure their capacity to honor policyholder claims.

The capital of insurers is divided into two broad categories, respectively, minimum capital and surplus
capital. Minimum capital must be maintained at all times, typically only in cash or US government bonds.*
Surplus capital investments are also subject to quantitative and qualitative limitations, including restrictions
between admitted investments (which may be counted towards an insurer’s total capital) and non-admitted
investments (which may not be counted towards an insurer’s total capital).> Both minimum capital and
surplus capital are then subject to a risk-based capital (“RBC”) assessment, which balances, among other
things, the value of an insurer’s assets, risk-based capital charges on their assets (with higher charges
assigned to riskier investments), and policyholder obligations in the event of significant losses.® The formula
for RBC assessments is devised by the National Association of Insurance Commissioners, a national body
led by the respective insurance commissioners that sets out widely adopted model laws and regulations,
and is rarely modified on the state level.” The results of the RBC assessment are compared to the insurer’s
total adjusted capital, and insurers which fail to maintain adequate RBC ratios are subject to additional
regulatory scrutiny or, if necessary, a takeover of operations by the relevant state regulator.®

An insurer’s investments are restricted by the distinction between permitted and non-admitted investments.
Non-admitted assets are those which cannot contribute to the insurer’s overall capital for RBC calculations
or other regulatory purposes, as such, insurers typically limit their holdings of such assets. Permitted
investments, which are included in calculating an insurer’s surplus capital, range from debt securities to
equities to holdings in tangible real estate, with safer and better secured investments attracting more
favorable RBC treatment. Permitted investments are also subject to qualitative and quantitative limitations
to prevent over-concentrations in investment strategies.® Insurers are strongly discouraged from
participating in derivatives or other exotic investments. To illustrate, in New York, an insurer must file a
special plan with its regulator to utilize derivatives, with any such exposure strictly limited to a small portion
of the insurer’'s capital and subject even then to Board of Directors level supervision.'® Insurers must

4 For example, see New York Insurance Law Section 1402; see also 68 N.Y. Jur. 2d Insurance § 188. We will refer to New
York law for the sake of providing a specific reference point, though we would be happy to provide references to the laws of other
states if helpful.

5 See New York Insurance Law Section 1301 and Section 1302 (distinguishing between admitted and non-admitted
assets); New York Insurance Law Sections 1403 — 1407 (imposing restrictions on such investments); 68 N.Y. Jur. 2d Insurance §
189.
6 New York Insurance Law Section 1324.

7 For additional background on RBC calculations, see https://content.naic.org/cipr-topics/risk-based-capital.
8 New York Insurance Law Article 74; see also 68 N.Y. Jur. 2d Insurance § 334.

® New York Insurance Law Section 1409; see also 68 N.Y. Jur. 2d Insurance § 192.

10 New York Insurance Law Section 1410; 68 N.Y. Jur. 2d Insurance § 199.
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maintain surplus capital that is significantly higher than their possible exposures to policyholders in order
to maintain a high credit rating, which also discourages non-admitted investments.

Every insurer must annually report all its investments to its regulators, including a detailed listing of all
assets owned by the insurer.'?2 Every three years, insurers must submit to a market conduct examination,
which includes an audit of its finances along with an examination of its conduct towards policyholders
(ranging from its marketing practices to claims payment rates).’® Regulators reserve the right to demand a
full financial accounting from insurers at any time, and upon any sign of financial distress, regulators may
seize operational control of the insurer.'* This process, known as “rehabilitation,” typically involves
regulators significantly restricting the insurer from taking on new risks while seeking to reinsure away as
many obligations as possible, and reorienting investments in a conservative fashion, with the top priority of
regulators being the protection of policyholders.'®

An insurer may only issue dividends after demonstrating that it has sufficient surplus capital to honor all of
its obligations, and even then, the amount of any such dividend is limited.'® Insurers cannot participate in
material affiliated transactions without regulatory approval.'” The “control” of an insurer, which is presumed
for any entity that holds 10% of the voting securities of an insurer, is closely monitored and subject to
regulatory restriction.'®

Insurers that are domiciled in the United Kingdom, European Union, or Bermuda are subject to the Solvency
Il framework. Lloyd’s of London insurers are subject to the unique rules of Lloyd’s, though ultimately, all
Lloyd’s policies are backed by the full strength of the Lloyd’s market to ensure that all claims are paid when
due.

Claims Payment Data

As noted above, credit insurance is often seen as a partnership between banks and insurers, with a balance
of risk between the parties. Insurers expect that banks will retain risk and manage losses accordingly, while
banks expect that their claims will be paid when due. The performance of credit insurance can be
demonstrated in an ongoing industry study of claim performance based on data provided largely by leading
insurance brokers (with some data being provided by insurers joining in 2022), which found the following:'°

2007 — 2020 2021 2022
Total claims paid to 578 140 190
banks
Total Amount Claimed $3,753,470,551 $1,010,242,049 $529,534,436
Total Amount Paid $3,633,104,370 $1,010,242,049 $529,534,436
Compromised Claims 15 0 0

Overall, 97.73% of the value of all claims were paid in full, constituting 98.35% of all claims made in total.
Of the remaining “compromised” claims where insurers asserted a defense against full claim payment,
which would arise when either the applicable loss was arguably not covered by the policy or where the
insured failed to honor a condition of the policy, 44% of the amounts claimed were paid.

Further, 29% of the aggregate amount of claim volume referenced in the above data were made in 2021
and 2022, which is both a reflection of losses arising due to the onset of the Covid-19 pandemic and growth

For example, see https://ratings.moodys.com/api/rmc-documents/391814.
New York Insurance Law Section 307.

1 New York Insurance Law Section 309(b).

New York Insurance Law Section 309(a).

New York Insurance Law Article 74.

16 New York Insurance Law Section 4105.

New York Insurance Law Section 1505.

New York Insurance Law Section 1501.

1 Based on data supplied by A2Z Risk Services Ltd dated April 2023.
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of the market, as more policies have been issued in recent years. Demonstrating the reliability of credit
insurance policy wordings and the responsiveness of the insurers participating in this market, 100% of all
claims from 2021 and 2022 have been paid in full.

Notably, these claim payment rates span from the 2008 financial crisis and the more recent global economic
downturn following the shutdowns due to the outbreak of Covid-19. Claim payment rates increased during
these times and insurers had the capacity to honor the claim obligations. This reflects the partnership
between insurers and insureds where insureds seek to prudently manage risks and insurers accept the
risks understanding the resulting payment obligations. Further, in addition to the capability of insurers to
meet their claims liabilities, the claim payment experience demonstrates the responsiveness of credit
insurance policies to cover the contemplated risk with conditions being within the control of the insured.

PART 2: USE OF CREDIT INSURANCE FOR CREDIT RISK
MITIGATION AND DIVERSIFICATION

The credit insurance market in the United States has significantly grown over the last 20 years. Part of the
overall growth is due to the influx of bank driven programs, e.g., supply chain finance, receivable purchase
programs, payable programs, securitizations, and other monetization programs. These programs are
designed for banks and differ from “corporate” programs, where the insured is typically a corporate entity
seeking to balance the credit risk of transactions with its own customers.

Insurers welcomed the growth and exposure to bank driven credit insurance programs that historically have
performed better than corporate credit insurance programs. We briefly outline the nature of these programs
in order to demonstrate the opportunity in the credit insurance market, and correspondingly, the opportunity
for banks to invest in trade finance to further support the trade markets.

Flight to Quality. Banks and corporate entities have different priorities for their credit insurance programs,
which leads to a different selection of risks, and correspondingly different loss ratios and market capacity
to match.

Corporate credit insurance programs are focused on mitigating the credit risk of the corporate’s customers
and fostering best practices in the corporate’s credit management practices. Purchasing credit insurance
coverage on a portion of its portfolio of customers, or all their corporate customers, adds a key layer of
protection that protects cashflow against non-payment of outstanding receivables. Some smaller size
corporate insureds use credit insurance to outsource the credit risk function where the insured relies on the
insurer for counterparty risk assessment, including the amount the insured will be able to trade with its
customer. For some larger corporate insureds, credit insurance is part of a larger risk mitigation strategy
such as minimizing concentration risk in a particular number of customers or geography.

Some of a corporate’s customers may not be insurable or are only partially insurable. During negotiations
with the underwriter, it's common to see a push to have these marginal risks insured under the policy.
Insurers can support providing coverage to these “riskier” obligors to a certain extent, balancing premium
income against the probability of loss, though as noted above, insurers must also balance their aggregate
risk across obligors. The industry has been able to sustain such risks with higher industry loss ratios during
the severe economic events due to the Global Financial Crisis (“GFC”) in 2008-09 and the COVID
shutdowns in 2020. The data provided by the International Credit Insurance & Surety Association (“ICISA”;
please see the table below) reflects the historical premiums and claims data for trade credit insurance.
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Trade Credit Insurance - Premiums, Claims & Claims Ratio
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By contrast, the historical loss ratios for bank business have been under 20%, which has allowed for a good
diversification of insurers’ business.2° Banks traditionally purchase credit insurance for credit enhancement
on a monetization program as their primary motivation, with the objective of achieving a targeted financing
within a current portfolio where the bank has broader relationships with the customer risk being covered,
so that the bank can deepen its existing relationships while freeing up capacity for lending to other
customers. Risk transfer is a by-product of such an arrangement, consequently minimizing some of the
risks of adverse selection.

This approach allows positive selection for the credit insurers versus adverse selection. Rather than stretch
to cover weaker obligors, bank programs typically focus on the stronger credits, focusing on program
structure, reliability of the policy wording (as banks seek the “Basel” compliant wording described in Part |,
whereas corporates can accept a range of exclusions that would not be acceptable to banks), and pricing
to finalize the program.

This benefits the overall trade economy in two ways. First, bank-driven insurance programs simply create
more capacity for banks to expand their trade finance programs, thereby expanding the amount of funds
available from banks for investment and lending into the trade economy. Second, the higher quality credits
underlying bank-driven insurance programs help insurers hold better diversified portfolios, which increases
capacity for insurers to offer coverage to corporate programs and therefore allowing corporates to better
support their customers.

It is important to note that the bulk of the US bank monetization programs that are supported by the US
credit insurance market are unable to receive a substantive benefit from capital risk weight substitution due
to the limitations discussed below. Therefore, the insurance market for these bank programs, while strong,
remains in its infancy. If US banks, on a wholesale basis, were able to use credit insurance as a meaningful
risk distribution tool, the number of US bank programs would substantially increase while maintaining the
historical risk profile and loss ratios outlined above. Further, such an approach mirrors how non-US banks
and credit insurers currently operate outside the United States with respect to the use of credit insurance
as a meaningful risk distribution tool that provides capital risk mitigation.

0 This 20% figure is an estimate based on the experience of the members of ITFA and IACPM involved in this collaboration.
No industry wide study has been conducted. If useful, we would also be happy to conduct a market survey through both
organizations to further supplement this data.
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Projected Exposure Shift — Credit Risk Transfer (“CRT”).

Credit insurance plays a significant role in global trade, with one indicative study by the ICISA estimating
that insurers for bank and corporate programs covered €6.35 trillion in shipments in 2020, constituting a
total of 14.52% of all global trade.?! As noted, insurers consider bank-driven programs to have a stronger
risk profile than credit insurance provided to corporates, and therefore seek to create additional capacity
for such programs. We estimate that if US domiciled banks were eligible to use credit insurance as a capital
risk mitigation tool in the future, there would be a growth of $250 billion in notional coverage amounts over
a three-year period.

The anticipated credit quality of such exposures is investment grade or near investment grade
risk. However, despite the high quality of these risks, which is further supported by insurance, US banks
receive zero capital benefit for insurance company exposures versus other corporate exposures. Because
the standardized risk weight for exposures to insurance companies under the US capital rules is the same
as that for any other corporate exposure, for the same exposure amount the standardized risk weighted
assets (“RWA”) amount is the same for each of these risks, regardless of the ratings provided by the
external rating agencies or the internal investment grade risk assessment by the banks.

Due to this fact, the banks cannot access the benefit from credit insurance as a credit risk mitigant and risk
diversification tool under the capital rules. Therefore, the bulk of the transfer will be centered on investment
grade obligor risks. Even when falling below investment grade, the US banks typically will not venture too
far from investment grade ratings for unsecured risk.

RWA Calculations — Current vs. (Potential) Future. The table below illustrates the impact of the proposed
treatment under the US capital rules with respect to a $100 million exposure. The proposed interpretation
would reduce the capital amount by $6.08 million.

Current Treatment Proposed Treatment
Program size $100,000,000 $100,000,000
Senior tranche Insurance coverage 95% of Insurance coverage 95% of
receivable nominal value and 5% receivable nominal value and 5%
recourse to the seller recourse to the seller
Insured Amount $95,000,000 $95,000,000
Uninsured Amount $5,000,000 $5,000,000
Risk Weight 100% 20%%2
Risk Weighted Assets $100,000,000 $24,000,000
Reserve Capital $8,000,000 $1,920,000

Extending the above to a projected $250 billion in assets, three-year, insurance-supported asset group
results in more than $15 billion of capital savings to US banks, which could be utilized for further lending
and investment to support the trade economy.

Optimize Use of Capital. Under the current environment, US banks over allocate capital for a particular
deal thereby increasing RWA, which has a bearing on the overall Capital Adequacy Ratio. If US banks can
use credit insurance as a credit risk mitigant under the capital rules, US banks will be able to optimize the
use of their capital while continuing to maintain a conservative approach in managing their overall RWAs.
Further, the post-pandemic shifting of supply chains has resulted in additional pressure on company cash
flow, which in turn has increased the need to monetize bank programs. The ability of US banks to benefit
from a better capital treatment will, therefore in turn, directly benefit US companies and their liquidity

2 See https://icisa.org/wp-content/uploads/2022/08/ICISA-Estimate-of-TCl-role-in-world-trade-June22.pdf

2 As discussed in Part 3, the risk weight applicable to an insurer under the Basel Framework could be as low as 20% in the
case of a short-term exposure to a prudentially regulated insurer qualifying for a risk weight equivalent to that of a Grade A bank
under the Basel Committee’s revised Basel Framework.
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requirements, especially in the current economic environment where costs of borrowing are substantially
higher with the resulting pressure on liquidity.

Risk Distribution Tools. In order to manage risk effectively, credit portfolio managers rely on front-end
and back-end tools. The front-end tools consist of managing a portfolio at inception through risk appetite
frameworks, concentration issues, and their overall general credit assessment. The back-end tools that
banks utilize are credit default swaps (“CDS”), loans sales, and synthetic on balance sheet securitization
(funded and unfunded). However, these tools are becoming less viable options given the regulatory
environment. Therefore, banks welcome the opportunity to utilize other risk distribution tools like credit
insurance.

In contrast to other risk distribution tools, credit insurance is especially nimble and reliable. Further, as
noted above, the insurance market has significant capacity for bank-driven programs, which when used,
will allow banks to accept more credit risk exposure to a particular borrower and directly assist the real
economy, including project financing for infrastructure projects and other transactions that support trade.

PART 3: SUGGESTIONS FOR CLARIFICATIONS

Under both the international capital standards of the Basel Committee on Banking Supervision (the “Basel
Framework”) and the capital rules of the US federal banking agencies implementing those standards in
the United States (the “US Basel Ill Capital Rules”), banks may recognize certain credit risk mitigants to
reduce the capital requirements for certain credit exposures. Eligible guarantees are a form of credit risk
mitigation recognized by the Basel Framework and the US Basel Il Capital Rules that, if certain
requirements are satisfied, permit a bank to shift the risk weight associated with a credit exposure from the
original obligor to a guarantor.?® If the guarantor has a lower risk weight than the original obligor, this
risk-shifting treatment reduces the risk weighted asset amount associated with the credit exposure.

A credit insurance policy is economically similar to a guarantee and acts as an economic credit risk mitigant
to a banking organization. In order for a credit insurance policy to qualify as an eligible guarantee, however,
the policy must satisfy 10 different definitional elements,?* including that the protection provider be an
“eligible guarantor.”

This section analyzes the primary obstacles to applying risk-shifting treatment to credit insurance policies
under the existing US Basel Ill Capital Rules and shows how these obstacles could be overcome with
modest changes to the US Basel Ill Capital Rules that are consistent with the Basel Framework.2® Section
3.A addresses the fact that insurers providing credit insurance policies are generally not eligible guarantors
under the US Basel Ill Capital Rules. Section 3.B analyzes the remaining elements of the definition of an
eligible guarantee, and shows that these requirements would generally be met for credit insurance policies,
without changes to the existing US Basel lll Capital Rules, but shows how, consistent with the Basel
Framework, the US Basel Il Capital Rules could be interpreted or modified to make certain insurance
companies eligible guarantors. Finally, Section 3.C addresses the fact that, even if a credit insurance policy
satisfied the definition of an eligible guarantee, the application of the risk-shifting approach would generally
not reduce risk weighted assets for such exposures because prudentially regulated insurers are currently
treated as corporate exposures under the US Basel |l Capital Rules, and how this issue could be revisited
as part of implementing the remaining parts of the Basel Framework in the United States as part of the so-
called “Basel Il Endgame.”

2 12 C.F.R. § 217.36(b)(1) (Federal Reserve rule); 12 C.F.R. § 3.36(b)(1) (OCC rule); 12 C.F.R. § 324.36(b)(1) (FDIC rule).
2 12 C.F.R. § 217.2 (Federal Reserve rule); 12 C.F.R. § 3.2 (OCC rule); 12 C.F.R. § 324.2 (FDIC rule) (each defining “eligible guarantee”).
2 As of May 2023, the US federal banking agencies are expected to soon propose changes to the US Basel Ill Capital Rules to

implement changes to the Basel Framework finalized in 2017 and known as the “Basel Ill Endgame.” The revisions to the Basel Framework
contained in the Basel Il Endgame became effective on January 1, 2023.

Page | 8



White Paper: Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules
Confidential Draft — Discussion Purposes Only

A. Insurers as Eligible Guarantors

The definition of eligible guarantor has two prongs, under both the US Basel Ill Capital Rules and the Basel
Framework.28 The first prong encompasses per se eligible guarantors, which under the US Basel Il Capital
Rules include sovereigns, multilateral development banks, depository institutions, and bank holding
companies. While the US Basel Il Capital Rules do not include insurance companies among per se eligible
guarantors, the Basel Framework defines eligible guarantors to include “other prudentially regulated
financial institutions with a lower risk weight than the counterparty” which may include insurance
companies.?’ In implementing the Basel Il Endgame, we recommend that the US federal banking agencies
add insurance companies that are subject to prudential regulation and supervision, including applicable
capital and liquidity requirements, to the list of per se eligible guarantors on the basis that they are
prudentially regulated financial institutions that, like banking organizations, are engaged in the activity of
assuming principal risk, in this case credit risk.

In addition, an insurance company could be considered an eligible guarantor under the second prong of
the definition, which is available for operating entities other than the types of entities enumerated in the first
prong, provided certain requirements are satisfied. Under the US Basel Il Capital Rules, this prong requires
among other things that, at the time of entry into the guarantee or thereafter, the protection provider must
have issued and outstanding investment grade debt securities.?® However, it is frequently the case that
credit insurance policies are written by an operating subsidiary of the insurance group which does not itself
issue debt, which precludes this prong under the current US Basel |1l Capital Rules.

The analogous provision in the revised Basel Framework requires “corporate entities (or the entity’s
parent company)’ to “have securities outstanding on a recognized securities exchange” in order to be
considered an eligible guarantor under this prong.2% 30 The key distinction is that, unlike under the current
US Basel lll Capital Rules, an insurance company could qualify as an eligible guarantor under the revised
Basel Framework if its parent company has issued and outstanding securities trading on a recognized
securities exchange. Alignment of the US Basel Ill Capital Rules with the revised Basel Framework could
be achieved by allowing an insurer to satisfy the US rules’ “issued and outstanding investment grade debt
securities” requirement through its parent’s issuance of debt securities, rather than applying this provision
to the insurer itself.

We believe that this could be accomplished either through issuing clarifying guidance or an interpretation
under the current US Basel Il Rules, on the basis that the “investment grade” creditworthiness of an
insurance holding company’s debt securities would inevitably reflect in part the creditworthiness of its
regulated insurance operating subsidiaries. A debt security issued by a regulated parent insurance holding
company of a regulated insurance company subsidiary would thus have a substantially similar effect, in
terms of assessing creditworthiness for purposes of being an eligible guarantor, as the issuance of a debt
security by the subsidiary itself.

In addition, in implementing the Basel IIl Endgame, we recommend that the US banking agencies modify
the existing debt securities requirement in the US Basel Il Capital Rules to explicitly include investment
grade debt securities issued by the guarantor’s parent company, consistent with the revisions made in the
Basel Framework.

26 12 C.F.R. § 217.2 (Federal Reserve rule); 12 C.F.R. § 3.2 (OCC rule); 12 C.F.R. § 324.2 (FDIC rule) (each defining “eligible guarantor”).
2 Basel Framework, CRE 22.76 (Basel Committee on Banking Supervision, 2023) (hereafter, “CRE XX.XX"). Footnote 11 to this provision
defines prudentially regulated financial institutions to include “prudentially regulated insurance companies.”

» Ibid.

2 CRE 22.76(3)(a)(i) (emphasis added).

30 The Basel Framework would also require guarantors eligible under this prong to be “investment grade,” meaning they have

adequate capacity to meet their financial commitments (including repayments of principal and interest) in a timely manner, irrespective of the
economic cycle and business conditions. CRE 22.76(3)(a). Furthermore, the creditworthiness of such investment grade guarantors must not be
positively correlated with the credit risk of the exposures for which they provided guarantees. CRE 22.76(3)(a)(ii). These requirements are
already incorporated into the existing US Basel Ill Capital Rules.
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B. Remaining Criteria for Eligible Guarantee

The remaining nine criteria contained in the definition of an eligible guarantee under the US Basel |1l Capital
Rules are typically satisfied by credit insurance policies that cover trade credit exposures, as follows: 3!

The first criterion requires that the guarantee be written, which is true of all credit insurance policies.

The second criterion requires that the guarantee be unconditional. The meaning of “unconditional” is
not defined in the US Basel Ill Capital Rules. Practically all guarantees, however, contain some
conditions which do not necessarily render the guarantee ineligible, e.g., the requirement that certain
specified documents be provided to the guarantor. We believe that the types of provisions contained
in a typical credit insurance policy — all of which are in any event within the control of the beneficiary
of the guarantee (such as submitting a claim in a particular form) — are consistent with an unconditional
guarantee for the purposes of this criterion.

The third criterion requires that the guarantee cover all or a pro rata portion of all contractual payments
of the obligor on the reference exposure. In most cases, a credit insurance policy covers a pro rata
portion of accounts receivable, satisfying this criterion. In cases where a credit insurance policy
includes a deductible or where the amount of the policy is less than the exposure amount of the
exposures it covers, this criterion would not be satisfied, but the policy would likely qualify as a
securitization exposure under the US Basel Ill Capital Rules.32

The fourth criterion requires that the guarantee give the beneficiary a direct claim against the protection
provider. Under a typical credit insurance policy, the beneficiary would have a direct claim against the
insurer for any losses covered by the policy, thereby satisfying this requirement.

The fifth criterion requires that the guarantee not be unilaterally cancelable by the protection provider
for reasons other than breach of contract by the beneficiary. A typical credit insurance policy does not
contain any such cancellation provision.

The sixth criterion requires that the guarantee be legally enforceable against the protection provider in
a jurisdiction where the protection provider has sufficient assets against which a judgment may be
attached and enforced. As a practical matter, a bank would conduct diligence to ensure this
requirement is satisfied as part of the credit approval process prior to executing the policy.

The seventh criterion requires the guarantee to require that the protection provider make payment to
the beneficiary upon the occurrence of an obligor default on the reference exposure in a timely manner
without the beneficiary first having to take legal actions to pursue the obligor for payment. A credit
insurance policy covering short-term transactions typically requires payment within 15 business days
after the end of a 90-day waiting period beginning on the notification of a default. Furthermore, while
credit insurance policies typically require the insured bank to preserve the value of defaulted credit
exposures, they do not require the bank to first take legal action against the obligor prior to making a
claim under the policy. While the meaning of “timely manner” depends at least in part on the
commercial context and industry custom, we believe that a credit insurance policy with customary
terms would satisfy the “timely manner” criterion.

31

Each of the following elements is contained in 12 C.F.R. § 217.2 (Federal Reserve rule); 12 C.F.R. § 3.2 (OCC rule); 12 C.F.R. § 324.2

(FDIC rule) (each defining “eligible guarantee”).

32

In such cases, the insurance coverage would be akin to a tranched exposure, having an attachment point equal to the deductible

amount and a detachment point equal to the deductible plus the total amount of coverage under the policy. Although such a policy would not
be eligible for the risk-shifting approach applicable to eligible guarantees, such policies could potentially benefit from the treatment of
securitization exposures under the US Basel Ill Capital Rules, provided certain definitional and operational requirements were satisfied and
provided similar amendments to the definition of “eligible guarantee” and “eligible guarantor” as proposed in this white paper were
implemented.
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= The eighth criterion requires that the guarantee does not increase the beneficiary’s cost of credit
protection on the guarantee in response to deterioration in the credit quality of the reference exposure.
The typical credit insurance policy contains no such cost adjustment mechanism.

®=  The ninth criterion requires that the guarantee is not provided by an affiliate of the protection purchaser.
The typical credit insurer is not an affiliate of the bank seeking credit protection.

C. Risk Weight Applicable to Insurers

Under the standardized approach to credit risk in the existing US Basel 11l Capital Rules, a credit exposure
to an insurance company is considered a general corporate exposure and assigned a risk weight of 100%.33
Under the Basel Framework, however, an exposure to a prudentially regulated insurance company is
eligible to receive a lower risk weight (equal to the standardized risk weights for exposures to banks) if the
insurance company is “subject to prudential standards and a level of supervision equivalent to those applied
to banks.”3* 35 Such a risk weight could be as low as 20% in the case of a short-term exposure to a low risk
(i.e., Grade A) obligor.3® The Basel Framework states that “[n]ational supervisors should determine whether
the regulatory and supervisory framework governing securities firms and other financial institutions in their
own jurisdictions is equivalent to that which is applied to banks in their own jurisdictions.”%7

We recommend that, in implementing the Basel Ill Endgame, the US banking agencies modify the existing
US Basel lll Capital Rules to be consistent with the Basel Framework with respect to the standardized risk
weights applicable to credit exposures to insurance companies. This could be accomplished through a
provision allowing insurance companies subject to prudential supervision equivalent to banks to be treated
as banks for the purposes of risk weighting of credit exposures, along with a determination by the regulators
that insurance companies are subject to such prudential supervision. Such a revision would be consistent
with the Basel Framework, which was developed in part by US federal banking agencies as members of
the Basel Committee on Banking Supervision.38

In the case of traditional credit insurance, the original credit exposure is to the customers of a corporate
client of the bank. If the insurance policy were recognized as a credit risk mitigant, the bank could obtain
capital relief by, e.g., substituting the customers’ risk weight (presumably 100%) with that of the insurer
(which could be as low as 20% under the approach outlined above if the insurer qualifies for the lowest risk
weighting applicable to banks under the Basel Committee’s revised Basel Framework).

If the US Basel Il Capital Rules are aligned to the revised Basel Framework as described above, banks
seeking credit insurance could, consistent with international standards, achieve capital relief by substituting
the insurer’s risk weight in place of the risk weight assigned to its corporate clients. As explained above,
alignment of the US capital rules with the revised Basel Framework furthers the US regulators’ policy of
maintaining US capital requirements that are consistent with the Basel Framework, and would put US
banking organizations on an even playing field. In addition, this convergence would be consistent with
broader policy considerations by enabling banks to protect credit exposures using an established credit
insurance product, while recognizing the credit risk mitigation benefits of such a hedge in a manner
consistent with economically equivalent single name risk mitigation techniques, such as traditional
guarantees and credit derivatives.

3 12 C.F.R. § 217.32(f)(1) (Federal Reserve rule); 12 C.F.R. & 3.32(f)(1) (OCC rule); 12 C.F.R. § 324.32(f)(1) (FDIC rule).

34 CRE 20.40.

35 Implementing statutes in other jurisdictions, including the Capital Requirements Regulation in Europe, currently allow a similar
treatment of exposures to non-bank financial institutions subject to “comparable” prudential requirements. CRR Article 119.

36 CRE 20.21. For purposes of this white paper, all comparisons to the Basel Framework reflect the Standardized Credit Risk Assessment
Approach, applicable in jurisdictions, such as the United States, that do not allow for the use of external credit ratings in determining risk
weights.

37 CRE 20.40.

38 The Board of Governors of the Federal Reserve System, the Federal Reserve Bank of New York, the Federal Deposit Insurance

Corporation, and the Office of the Comptroller of the Currency are all members of the BCBS.
https://www.bis.org/bcbs/membership.htm?m=3071.
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CONCLUSION

Credit insurance is a proven, reliable product offered by well-capitalized and regulated counterparties that
can helps banks responsibly diversify their portfolios. Such diversification, in turn, will encourage more
investment, the associated risks of which will shared by banks and insurers to the ultimate benefit of the
US trade market. Clarifying the rules as suggested above would allow US banks to compete on a equal
basis with their peer banks in other jurisdictions.

The authors appreciate this opportunity to outline this issue and would be happy to discuss any time should
you have any questions or concerns.

Page | 12



APPENDIX B RS
[ACPM ATHA;

Forfaiting Association

DELIVERY BY WEB PORTAL
January 16, 2024

Chief Counsel’s Office

Attention: Comment Processing

Office of the Comptroller of the Currency
400 7th Street, SW

Suite 3E-218

Washington, DC 20219
https://www.regulations.gov/

Ann E. Misback, Secretary

Board of Governors of the Federal Reserve System
20t Street and Constitution Avenue NW
Washington, DC 20551

Email: regs.comments@federalreserve.gov

James P. Sheesley, Assistant Executive Secretary
Attention: Comments/Legal OES (RIN 3064-AF29)
Federal Deposit Insurance Corporation

550 17th Street, NW

Washington, DC 20429

Email: comments@FDIC.gov

Re: Comments re Regulatory capital rule: Proposed amendment applicable to large
banking organizations and to banking organizations with significant trading activity
OCC Docket ID OCC-2023-0008
Board Docket No. R-1813, RIN 7100-AG64
FDIC RIN 3064-AF29

Dear Ladies and Gentlemen:

The International Trade and Forfaiting Association (“ITFA”) and the International Association of Credit
Portfolio Managers (“IACPM”) welcome the opportunity to comment on the above referenced
amendment as it relates to the recognition of credit insurance as a meaningful risk mitigant for US
banks.!

The banking and insurance sectors are key levers to the stability of the US economy by providing lending
solutions to businesses and protecting their assets. As we head into an unprecedented environment of
higher interest rates, inflationary pressures, and potential slowdowns in the US economy, the role of US
banks becomes ever more important. To fulfill their vital role in being able to provide liquidity to the US
market, it is imperative that US banks have access to all available and appropriate risk mitigation tools;
this includes credit insurance, a key risk mitigation tool provided by prudentially regulated, well-
capitalized multi-line insurers.

Credit insurance is a well-established method of transferring the credit risk from one party to another
party with a higher credit rating and therefore, a more favorable risk weighting, i.e., a highly regulated
insurer subject to prudential supervision. And of course, the act of transferring credit risk in this way
typically has a beneficial effect on a bank’s regulatory capital requirements thereby reducing capital
costs and facilitating a bank’s ability to increase its lending activities, thus providing critical liquidity in
the market.

This benefits the overall trade economy in two ways. First, insurance programs simply create more
capacity for banks to expand their trade finance programs, thereby expanding the amount of funds

! This paper does not address securitizations.
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available from banks for investment and lending into the trade economy. Second, the high-quality credits
underlying some bank-driven insurance programs help insurers to hold better diversified portfolios,
which increases capacity for insurers to offer coverage to corporate programs, therefore allowing
corporates to better support their customers and supporting the wider economy.

Under the current regulatory interpretations, the bulk of the US bank monetization programs that are
supported by the US credit insurance market are unable to receive a substantive benefit from capital
risk weight substitution perspective. Therefore, the insurance market for these bank programs, while
strong, remains in its infancy when compared to other markets outside the US. If US banks, on a
wholesale basis, were able to use credit insurance as a meaningful risk distribution tool, the number of
US bank programs would substantially increase while maintaining the historical risk profile and low loss
ratios. Further, such an approach mirrors how non-US banks and credit insurers currently operate
outside the United States with respect to the use of credit insurance as a meaningful risk distribution
tool that provides capital risk mitigation.

Relative Importance of CPM Tools: Market Tools Current regulatory
By Region interpretations deprive US

banks of the ability to
utilize credit insurance as

a meaningful risk
mitigation tool to reduce
capital costs which not
only adversely impacts
the ability of US banks to

Hybrid Funded

True Sale S

" provide liquidity, but it
also puts US banks at a
competitive disadvantage.
Simply put, non-US banks
in Europe and Asia are
el behomen £ cadiiak irsears 0.00 050 1.00 1.50 20 permitted to use, and in
Average Weight of mportance (3 = Most Important) fact extensively use credit
insurance as a meaningful
risk mitigation tool. US banks, on the other hand, cannot. The table to the left reflects IACPM’s survey
of major banks and the ranking of the various risk distribution tools. While credit insurance is ranked
number one in Europe and Asia, it is number 4 in the Americas primarily due to the lack of clarity in
the US regulations on meaningful capital relief.

Source: IACPM Principles & Practices in CPM Survey 2023 | Question: Please rate the tools you use to manage your credit portfolio by importance. (Q23)

For these reasons, we respectfully submit that the proposed implementation of the Basel Accords should
recognize the suitability of credit insurance as an eligible risk mitigant under the capital rules. This will
not only advance the goals of the Basel Accords, but also will place US banks on equal footing with non-
US banks, rather than perpetuate the current disparity between the US banks and non-US banks. In
particular, we submit that the proposed amendment must address the following points:

e When implementing the Basel III Endgame, US federal banking agencies should include among
the “per se eligible guarantors” those insurance companies that are subject to prudential
regulation and supervision (including applicable capital and liquidity requirements).

e Provide clarifying guidance or an interpretation under the current US Basel III Rules, that the
fact that a holding company’s debt securities are deemed “investment grade” would inevitably
reflect in part the creditworthiness of the holding company’s regulated insurance company
subsidiaries.

e Be consistent with the Basel Accords by allowing insurance companies, subject to prudential
supervision equivalent to that relevant for banks, to be treated substantially similar to banks for
the purposes of risk weighting of credit exposures, along with a determination by the regulators
that insurance companies are subject to such prudential supervision. Such a revision would be
consistent with the Basel Framework, which was developed in part by US federal banking
agencies as members of the Basel Committee on Banking Supervision.
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e Clarify the risk weight(s) applicable to short tenor versus longer tenor transactions. For short
term transactions, the risk weight may be as low as 20% in the case of a short-term exposure
to a low risk (i.e., Grade A) obligor.

Further to the above, We refer you to the paper previously provided by ITFA and IACPM to the Fed
entitled Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules (the “White
Paper”) that details the approach.2 As demonstrated in the White Paper, drafted by ITFA/IACPM, the
insurance sector is well equipped to absorb bank-originated risks as it is well-regulated as well as well-
capitalized. Insurers are able to provide banks with a meaningful risk mitigation tool and further support
the health of the banking sector. The insurance sector has significant expertise to price and manage
this risk, which the White Paper details further.

ITFA is a trade association focused on global trade, forfaiting, supply chain, receivables financing, and
risk mitigation thereof. Its members include banks, insurers, insurance brokers, lawyers, and others
engaged in supporting global trade. The IACPM is an industry association whose members represent the
world’s largest banks and teams within those institutions who have responsibility for the prudential
management of credit portfolios, including actively controlling concentrations, adding diversification,
managing the return of the portfolio relative to the risk, and applying capital to new lending. In addition,
its members also include investors, insurers, and reinsurers, which participate in credit risk transfer
transactions.

Yours sincerely,

Hernan Mayol Som-lok Leung

Board Member Executive Director

International Trade & Forfaiting Association International Association of Credit Portfolio
Managers

2 JACPM and ITFA, Credit Insurance as a Credit Risk Mitigant to Diversify Risk under the Capital Rules (June 2023),
https://iacpm.org/wp-content/uploads/2023/12/ITFA-IACPM-White-Paper-FINAL-June-2023.pdf.
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