Meeting between Governors Powell and Stein and
Representatives of MetLife, Inc. (MetLife)
July 9, 2013

Participants: Governor Jerome H. Powell, Governor Jeremy C. Stein, Scott Alvarez,
Connie Horsley (Federal Reserve Board)

Steven Kandarian, John Hele, Heather Wingate (MetLife)

Summary: Representatives of MetLife met with Governor Powell, Governor Stein, and Reserve
Board staff to discuss the company’s views on an alternative regulatory framework for assessing
the capital adequacy of insurance companies in the context of insurers that could be designated
by the Financial Stability Oversight Council for supervision by the Board. More specifically, as
an alternative to the Basel framework, the MetLife representatives discussed their proposed
aggregated activities-based approach as described in the attached document that was distributed.
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Preface

This document addresses solvency frameworks for SIEl-designated imsurers

However, we continue to emphasize that traditional life insurance generally
does not pose systemic risk

Naming just a handful of companies as SIFls is not the best approach to
regulating potentially systemic activities of iinsurers

Because we recognize the possibility that FSOC may designate one or more
insurers as non-bank SIFls, we have prepared this outline of a regulatory
regime for insurers that could be workable

Oliver Wyman and Promontory have helped to develop and flesh-out the
proposals laid out in this document



Introduction

Over the course of several meetings, regulators and lawmakers have requested
input on capital adequacy frameworks for insurers as an alternative to the Basel
framework prescribed under the US Basel lll Final Rule

To develop an alternative framework, we first laid out a set of principles for a
capital regime for insurers

We evaluated the proposed Basel approach for insurers (considering potential
enhancements) against these criteria — and ultimately concluded that the Basel
approach is a poor fit

We propose an alternative framework — an “aggregated activities-based
approach” — that approximates a consolidated view of capital adequacy by
summing available and required capital across all activities utilizing the existing
capital regimes
Extends and enhances the Group Supervision approach already in place in
Europe



Sensible principles for an effective regulatory capital
regime
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Evaluation of the Basel approach for imsurers



Basel framework as applied to insurers falls short of the
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Significant differences between risk profile and solvency

of banks and msurers




Insurers are far Iess reliant on short dated fundlng
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STAT accounting and insurance regulatory capital assess




False negatives
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Insurance subsidiaries of some select leading US life insurers continued to
write large volumes of new business and benefited from a “flight to quality™



False positives

Example

& '!f‘“ C r?ed interest rate position;

In some stress scenarios Basel capital ratios will look “good”, even in cases
where impact of stress is severe and negative; RBC ratios better reflect reality



Description of the alternative approach



Local regulatory rules are applied to each entity within
the aggregated activities-based approach

Comprehensively addresses all activities using most tailored rules



Summary of proposed approach (hypothetical)

Worked example

Sum the available and ' Adjust for holdiing Determine aggregated Stress test
required capital for company double leverage activities based capital aggregated capital
each subsidiary and capital reguirements ratio ratio

Aggregated activities-based

URARY 039 Q%?ieet capital ratio

Tier 1 com: 1200 — 500 = 700

US Insurance entities
Required capital: 100
Available capital: 500

Tier 1 total: 800

Non-US Ins. entities Total capital: 1000
Required capital: 100
Available capital: 500 Tier 1 common = 233%| Tier 1 com. = 180%
Tier 1 = 266% Tier 1 =213%
Other subs Total = 333% Total = 280%

(e.g. Asset management)
Required capital: 100
Available capital: 200

Challenges to imTiplementation

A. Equivalency of capital measures across the regulatory

Require:(;':r:ital' 200 regimes (e.g. US RBC vs. Japan solvency margin ratio)
Available capital: 1200 B. Calibration of capital thresholds to ensure comparability

across banking, insurance and other holding companies




The alternative approach addresses the weaknesses of
existing regulatory regimes as applied to insurers

Major weaknesses of existing frameworks

Basel regime as applied to
insurers
Measures do not align with how
insurers fail

Basel capital rules, GAAP capital
measures, and minimum ratios not
tailored to insurers’ risk profile

Existing insurance regime

Capital ratios measured only at the
subsidiary level

Capital rules ignore risk-taking
within unregulated subsidiaries and
the holding company

Proposed alternative approach

Captures holding company assets and
non-insurance subsidiary capital
requirements

Aggregates available and required
capital based on regulatory regime
tailored to financial activities and risks of
all entities

— If capital requirements do not exist or
are weak for an entity, the Fed may
designate the appropriate regime

Can be applied to bank holding
companies and other holding companies



Potential approach to comparing capital levels as
calculated under Basel and alternative regime

2.“Market-implied” 2 “Regulatory intervention’
approach approach
Calibrate through credit Triangulation Calibrate based on
default swap spreads — ] . :
similar CDS spreads and judgment similar triggers for

regulatory intervention

imply equivalent default * Minimum Tier 1 banki g
risk and capital levels * Min. stressed across banking an
capital ratio Insurance
Etc.
3.Empirically

Calibrate empirically — identify levels that resulted in
insurer distress / insolvencies by applying approach
pro-forma to crisis



Alternative approach satisfies the design principles
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Appendiix — Issues with applying proposed Basel
framework to imsurers



The Basel framework would require an extensive
number of changes before being applied to insurers

W
Even after all specific risk weight, capital, and stress testing adjustments are
completed, minimum capital requirement levels must be re-calibrated for insurers






