National Association of
Insurance Commissioners

Date: 2/11/21

GROUP CAPITAL CALCULATION (E) WORKING GROUP
Thursday, February 25, 2021
12:30 p.m. - 1:30 p.m. ET / 11:30 a.m. — 12:30 p.m. CT /10:30 - 11:30 a.m. MT / 9:30 — 10:30 a.m. PT
WebEx Call-in

ROLL CALL
John Rehagen, Chair Missouri Justin Schrader Nebraska
Kathy Belfi, Vice Chair Connecticut Dave Wolf New Jersey
Susan Bernard California Bob Kasinow New York
Philip Barlow D.C. Jackie Obusek North Carolina
Ray Spudeck Florida Dale Bruggeman/Tim Biler Ohio
Carrie Mears Iowa Greg Lathrop Oregon
Kevin Fry linois Melissa Grenier/Kim Rankin Pennsylvania
Roy Eft Indiana Trey Hancock Tennessee
Gary D. Anderson Massachusetts Jamie Walker/Doug Slape Texas
Judy Weaver Michigan Doug Stolte/David Smith Virginia
Kathleen Orth Minnesota Amy Malm Wisconsin
NAIC Support Staff: Dan Daveline/Lou Felice
AGENDA
1. Consider Accreditation Recommendations to the Financial Condition (E) Committee
— John Rehagen (MO)
a. Revised Memorandum Attachment 1
b. Revised Standard Attachment 2
c. Summary of Comments and NAIC Staff Recommendations Attachment 3
d. Comment Letters Attachment 4
2. Consider Recommendation to the Financial Condition (E) Committee Regarding New Group
— John Rehagen (MO) Attachment 5

3. Other Matter Brought Before the Working Group

4. Adjournment

W:\National Meetings\202 1\Spring\Cmte\E\GCCWG\February 25 Call\File 0-GCCWG Agenda.docx

© 2020 National Association of Insurance Commissioners 1



This page intentionally left blank.



Attachment 1
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MEMORANDUM
To: Financial Condition (E) Committee
From: Group Capital Calculation (E) Working Group
Date: February 25January19, 2021
Re: 2020 Revisions to Insurance Holding Company System Mo 440) and Insurance Holding

Company System Model Regulation with Reporting Forms

Executive Summary

On Dec. 9, 2020, the NAIC Executive (EX) Committee to the NAIC
Insurance Holding Company System Model Act (#440) and Ins
with Reporting Forms and Instructions (#450). These revisions i
for the purpose of group solvency supervision and Liquidity Stress
This memorandum makes recommendations w e

believes is appropriate with respect to only the G
separate recommendations to the Committee with

ted a Group Capital Calculation (GCC)
ST) for macroprudential surveillance.
standards that this Working Group
tability (EX) Task Force to make

The GCC was developed as a result of discussions an m te insurance regulators believed that
such a capital tool would represe patural extensio eady begun on group supervision as a
result of the lessons learned t ate i
authority to obtain inforg itions of non-insurance affiliates, they do not have a
ation,,The GCC is designed to address this shortcoming

and will serve as an additio state insurance regulators in identifying risks that
may emanate from a holding c0O pegifically, the GCC and related reporting provides more
transparency {g ance groups and make risks more identifiable and more
easily qua:

In add the requirements under the “Bilateral Agreement Between the
United Sta ion on Prudential Measures Regarding Insurance and Reinsurance

(Covered Ag e i ned on Sept. 22, 2017. On Dec. 18, 2018, a similar Covered Agreement was
signed with the\Uni i K). The GCC is intended to meet the requirement that the states have a
“worldwide group capita ” in place by Nov. 7, 2022 in order to avoid the EU from imposing a group
capital assessment or icemenfiat the level of the worldwide parent undertaking. Failure of any state to do so for
any U.S. group operating jurisdiction raises the potential for any supervisor in the EU or UK to impose its
own group capital calculation (e.g. Solvency Il capital requirements) on that group and therefore all of the U.S.
insurers within that group!
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A statement and explanation of how the potential standard is directly related to solvency surveillance and
why the proposal should be included in the standards:

The current Insurance Holding Company Systems accreditation standard requires that state law shall contain the
significant elements from Model #440 and Model #450. These models have provided state insurance departments
the framework for insurance group supervision since the early 1970s. Following the 2008 financial crisis, state
regulators identified group supervision as an area where improvements could be made to the U.S. system. In
December 2010, the NAIC adopted changes to the models enhancing the domestic legal structure under which
holding companies are supervised. In December 2014, the NAIC adopted revisions to clarify legal authority and
powers to act as a group-wide supervisor for internationally active insurance groups. These changes are newly
required elements of the NAIC Accreditation Program and have been satisfactori d by nearly all accredited
U.S. jurisdictions. As discussed in the preceding paragraphs, the GCC w; esigned to enhance these same
standards that were previously included as accreditation standards.

to the GCC should be required to adopt the model revisie i protect the
policyholders in all states from the risk that can emanate from ougside ici e an input into

domestic insurers in most U.S. states. Thereforg he new significant elements apply to
all states.
A statement as to the number of jurisdictions tha d.implemented the proposal or a similar

proposal and their experience to.d

a state atially similar” language or rather a regulatory framework. If it is
being : i anguage be required, the referring committee, task force or

Model #440 and Model #450 requires state adoption on a substantially similar
basis. Therefore, itall Calculation (E) Working Group supports the attached proposed significant
term is defined in the AC on Interlineations of the NAIC Financial Regulation Standards and Accreditation
Program. The Financial Regulation Standards and Accreditation (F) Committee should consider a waiver of
procedure as provided fof in the Accreditation Program Manual and expeditiously consider adoption of this
standard. The Group Capital Calculation (E) Working Group recommends that the accreditation standard become
effective Nov. 7, 2022, the end of the 60-month period contemplated under the Covered Agreement, with
enforcement of the standard to commence Jan. 1, 2023. However, the Working Group is also supportive of the
effective date being bifurcated to allow those states that are not the Group Wide Supervisor of a group with
operations in the EU or UK to be subject to a later effective date in line with the normal accreditation timeline,
which would result in an effective date of January 1, 2026.

There were also revisions made to Section 8 of Model #440 regarding Confidential Treatment. The Group Capital
Calculation (E) Working Group strongly supports the use of language similar to that contained in Section 8G of
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Model #440. This language was considered very critical to the GCC as its very important that members of the
insurance industry (or regulators) not be allowed to make the results of the GCC public in any way as they are
designed as regulatory-only tools. Unlike RBC that has regulatory trigger points, the GCC does not and the
regulators of these groups believed it would be detrimental if these tools were used by insurers as a means to
advertise their relative solvency strength.

An estimate of the cost for insurance companies to comply with the proposal and the impact on state
insurance departments to enforce it, if reasonably quantifiable:

s to Model #440 and Model
proposal and the impact
the possible exemptions allowed
CC by the insurance company

The NAIC has not performed a cost/benefit analysis with respect to the 2020 revisi
#450, nor do we believe that the specific costs for insurance companies to compl
on state insurance departments to enforce it are reasonably quantifiable. Howe
under Model #450 are specifically designed to consider the cost to compl

and the benefits of the GCC to the lead-state commissioner. More spec urers are required to submit
the GCC at least once, after which time the expectation is that the lead s r will evaluate the added
insight brought to the state from GCC; then, provided the group h; llion, no international
business, no risky non-regulated entities and no banks or simi the group, the lead

based approach where the insurance company can exclude non-ris i the calculation and also provides
the insurance company to group the information of multiple non-in e/non-regulated affiliates as a means to
further reduce the burden of completion. In sho as the insurance group has structured

itself, and therefore the GCC already inherently the cost to com
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6. Insurance Holding Company Systems

State law should contain the NAIC Insurance Holding Company System Regulatory Act (#440), or an act substantially
similar, and the department should have adopted the NAIC Insurance Holding Company System Model Regulation
(#450).

Insurance Holding Company Systems — continued

Changes to Existing
Filing requirements for the enterprise risk filing similar to those specified in Section 4L(1) of the Model #4407

New
Filing requirements for the group capital calculation filing similar to those specified in Section 4L(2) of Model #440?

1. The ultimate controlling person of every insurer subject to registration shall annually eeneurrenthyfile with
theregistration-and-annuala group capital calculation completed in accordance with the NAIC Group Capital
Calculation Instructions as directed by the lead state commissioner similar to section 4L(2)?

il. Provision for exempting an insurance holding company system that has only one insurer within its holding
company structure, that only writes business [and is only licensed] in its domestic state and assumes no
business from any other insurer, substantially similar to 4L(2)(a)?

iil. Provision for exempting an insurance holding company system that is required to perform a group capital
calculation specified by the U.S. Federal Reserve? If the Federal Reserve Board cannot share the calculation
with the lead state commissioner, the insurance holding company system is not exempt from the GCC,
substantially similar to 4L(2)(b)?

iv. Provision for exempting an insurance holding company system whose non-U.S. group-wide supervisor is
located within a Reciprocal Jurisdiction that recognizes the U.S. state regulatory approach to group
supervision and group capital, substantially similar to 4L(2)(c)?

v. Provision for exempting an insurance holding company system that provides information to the lead state
that meets the requirements for accreditation under the NAIC financial standards and accreditation program
and whose non-U.S. group-wide supervisor that is not in a Reciprocal Jurisdiction recognizes and accepts the
GCC as the world-wide group capital assessment for U.S. insurance groups who operate in that jurisdiction,
substantially similar to 4L(2)(d)?

Vi. Provision that gives the lead state the authority to require the GCC for U.S. operations of any non-U.S. based
insurance holding company system where after any necessary consultation with other supervisors or officials,
it is deemed appropriate by the lead state commissioner for prudential oversight and solvency monitoring
purposes or for ensuring the competitiveness of the insurance marketplace, substantially similar to 4L(2)(e)?

Changes to Existing

Provisions for protecting confidential information submitted to the commissioner, including provisions maintaining
confidentiality for information shared with state, federal and international regulators similar to Section 8? If sharing
confidential information with the NAIC and third-party consultants is permitted, appropriate confidentiality
protections should be included.

New

Provision prohibiting the making, publishing, disseminating, circulating or placing before the public in any way the
group capital calculation and resulting group capital ratio under Section 4L(2) and/or the liquidity stress test along
with its results and supporting disclosures required under Section 4L(3), by any insurer, broker, or other person
engaged in any manner of the insurance business, except if the sole purpose of the announcement is to rebut a
materially false statement, substantially similar to Section 8G of Model #4407?
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New
n. Filing requirements for the group capital calculation filing similar to those specified in Section 21 of Model #4507

i. Provision that gives the lead state the authority to exempt the filing of the group capital calculation provided
the criteria are substantially similar to those allowed under Section 21A of Model #450?

il. Provision that gives the lead state the authority to accept a limited group capital filing provided the criteria
are substantially similar to those allowed under Section 21B of Model #450?

1il. Provision that gives the lead state the authority to require the group capital calculation of any group that
previously met an exemption or submitted a limited filing if any insurer in the holding company system either
triggers an RBC action level event, is deemed in hazardous financial condition, or otherwise exhibits qualities
of a troubled insurer, substantially similar to those allowed under Section 21C of Model #4507

iv. Provision that sets forth the criteria for a jurisdiction to be included on the NAIC listing that “recognize and
accept the group capital calculation” substantially similar to that required under Section 21D and Section 21E
of Model #450?



Attachment 3
Comments on Exposure

This document is intended to serve as a detail agenda for considering the comments received.

The following does NOT attempt to address all of the specific comments related to each of the issues, but rather a
summary, and points the reader to the specific comments for further review.

Page
Number in
Attachment

(All
comments)

Party Making
Comments

Summary of Comment

Liberty  Mutual strongly supports your  draft
recommendation that amendments become Accreditation
Standards. As the memo points out, “the GCC will serve as

LB an additional financial metric that will assist state insurance .
Support of . . e . . Liberty
regulators in identifying risks that emanate from a holding 3
Proposed o Mutual
Standards | company system...It should become an NAIC accreditation

standard because uniform adoption of the GCC across the
states is crucial so that the U.S. can meet its obligations
under its covered agreements with the EU and the UK.

Recommended Action Issue #1:
No further points or recommendations from NAIC staff.

Page
Number in
Attachment

(All
comments)

Party Making
Comments

Summary of Comment

ACLI strongly supports the memo’s recommendation
that the F Committee should consider a waiver of

Eiss(:l;izf):ls procedures....so that they become effective by November
A dl())p tion of 7, 2020...We encourage the NAIC, as a standard setting ACLI 1

body, to actively communicate the importance and
consequences of the November 7, 2022 deadline, to the
regulatory community.

NAMIC members do not agree that the F Committee
should waive any procedures that would avoid seeking
public input on these important changes...NAMIC
members do not agree with the aggressive timeline for all NAMIC 6
states to adopt the changes to Model #440 and #450 as
suggested in the memo. We suggest a comprehensive
review of F1Os preemption authority.

The VT DFR has concerns about broadly applying an
accreditation standard for GCC to all risk retention
groups within a holding company system and respectfully
requests additional time to consider appropriate ways to
include, exclude, or develop iterations specifically for
retention groups given their unique structure.

the Standards

Vermont 13
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Comments on Exposure

Recommended Action Issue #2:

NAIC Staff notes that originally the Financial Regulation Standards and Accreditation (F) Committee did
NOT waive its standard timeline for the changes to the Credit for Reinsurance Model Law (#785) and
Credit for Reinsurance Model Regulation (#786) Regulation to become and accreditation standard due to
the covered agreement, however that was ultimately changed by the Committee. We continue to
recommend the expedited timeline be utilized; however, we would recommend the memorandum be
modified to allow a bifurcated accreditation effective date for those states who are not the Group Wide
Supervisor for a U.S. group operating in the EU or the UK. We include that revised wording using track
changes in the attached draft memorandum for the Working Group’s consideration. With respect to the
request from Vermont as it pertains to Risk-Retention Groups, due to the fact that there are separate
accreditation standards, we are not opposed to that making its way to the Financial Regulation Standards
and Accreditation (F) Committee in a separate track. However, it should be clear that the NAIC developed
the GCC on the basis that an aggregation method group capital tool would be helpful to the group
supervision of all groups and that the GCC is only as complex as the organizational structure of holding
company. The Working Group was very conscience in developing exclusions and exemptions in a way that
allows each commissioner to determine if the ongoing completion (after an initial filing) of the GCC is cost
beneficial for groups under $1 billion in premium. This should be understood by the Risk-Retention Group
(E) Task Force who will be discussing the GCC in the near future.

Page
. Number in
Summary of Comment Party Making Attachment
Comments
(All
comments)
Iss‘.le #3- The accreditation standard to file a GCC should be
Requirement . . cr s . : c
limited to those with international operations and provide
for Groups - . : . Texas DOI 9
2 the lead state commissioner the discretion to require any
Not Operating
. group file a GCC.
Internationally

Recommended Action Issue #3:

NAIC staff does not recommend a change. NAIC staff believes the GCC was developed as a tool to help
with the group supervision of all groups and not just for those that have international operations. It is
expected that the tool will become a major input into the Group Profile Summary (GPS) completed by all
lead states for all US groups. We expect the current flexibility given to the lead states within the model for
groups that have less than $1 billion after receiving one filing will allow states to respond to questions from
other states on the group’s capital position and judge whether further collection of the GCC is
cost/beneficial.

Page
Number in

Summary of Comment Party Making Attachment

Comments (All

comments)

Texas recommends deleting the phrase “for ensuring

Issue #4 competitiveness of the insurance marketplace” from the

Subgroup o L. . . . Texas DOI 10
. accreditation standard because this phrase is not found in

Reporting

the covered agreement.
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Recommended Action Issue #4.

NAIC staff does not recommend a change. NAIC staff highlights that the language in the model and the
proposed standard includes the word “may”, meaning the Commissioner is not required to take any action,
but having the language in the state’s law allows the state to act if deemed appropriate.

Page
. Number in
Summary of Comment Party Making Attachment

Comments

(All

comments)
Issue #5- . . : P »
Concurrently fACLI reco‘:nmends chan,gmg the filing period to “annual ACLI 1
File instead of “concurrently” with the Form B.

Texas is supportive of modifying this standard to
generally refer to the filing of the GCC annually and not | Texas DOI 10
tie that filing to submission of the registration statement.

Recommended Action Issue #5:
NAIC staff is supportive of a change to “annual” and we have included revised wording using track
changes in the attached draft standards for the Working Group’s consideration

Page

. Number in
Party Making Attachment

Summary of Comment
Comments (All

comments)

ACLI supports the adoption of “substantially similar”
confidentiality provisions, but we believe additional
significant elements are warranted...including:

Issue #6- e Provisions for maintaining the confidentiality of
Confidentiality GCC (or Liquidity Stress Test) materials ACLI 2
Requirements submitted to the Department (section 8A(1)).

e Provisions for information sharing agreements
that maintain the confidential and privileged
status of the documents (section 8C(4)(a))

Recommended Action Issue #6:

NAIC staff highlights that the Insurance Holding Company Systems accreditation standard currently
contains a significant element regarding confidentiality. Staff therefore recommends updating the current
significant element to include the underlined clauses as follows: “Provisions for protecting confidential
information submitted to the commissioner, including provisions maintaining confidentiality for
information shared with state, federal and international regulators similar to Section 8? If sharing
confidential information with the NAIC and third party consultants is permitted, appropriate

© 2021 National Association of Insurance Commissioners 3
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confidentiality protections should be included.” These revisions align the language with the equivalent
significant element in the ORSA standard.

© 2021 National Association of Insurance Commissioners 4
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JACLI

Mariana Gomez-Vock

Vice President and Associate General Counsel
202-624-2313 t
Marianagomez-vock@acli.com

Feb. 9, 2021

Mr. John Rehagen

Chair of the NAIC Group Capital Calculation (“E”) Working Group
301 W. High St., Room 530

Jefferson City, MO 65101

[via e-mail to I

Re: NAIC Group Capital Calculation Exposure Memo (dated Jan. 19, 2020) to the E Committee
regarding accreditation standards for the 2020 revisions to the Insurance Holding Company
System Model Act (#440) and Insurance Holding Company System Model Regulation (#450).

Dear Mr. Rehagen,

The ACLI appreciates the opportunity to respond to the NAIC Group Capital Calculation (“GCC”) working
group’s exposed memo to the NAIC “E” Committee (dated January 19, 2021). The memo addresses the
GCC working group’s proposed accreditation standards for the 2020 revisions to incorporate the GCC
into the Insurance Holding Company System Model Act (#440) and Insurance Holding Company System
Model Regulation (#450).

ACLI supports the waiver of procedure & expeditious adoption of the standards.

ACLI strongly supports the memo’s recommendation that the F Committee should consider a waiver of
procedure, as provided for in the Accreditation Program Manual and expeditiously consider adoption of
the GCC-related standards, so they become effective by November 7, 2022. We encourage the NAIC, as
a standard setting body, to actively communicate the importance and consequences of the November 7,
2022 deadline, to the regulatory community. As the memo correctly notes, the deadline is especially
consequential for lead-state regulators who supervise insurance entities or groups that operate in the E.U.
or U.K. Those states have a very limited amount of time to pass the revisions. ACLI has launched initial
outreach efforts to discuss the 2020 amendments to the Holding Company Act, and we are ready and
willing to assist with the timely passage of these important amendments.

ACLI recommends changing the filing period to “annual” instead of “concurrently” with Form B.

ACLI recommends a minor change to the accreditation standard for the filing requirements for the group
capital calculation. We recommend replacing “shall concurrently file with the registration and annual group
capital calculation” with “shall annually file a group capital calculation” in item ()(i). This would ensure states

American Council of Life Insurers | 101 Constitution Ave, NW, Suite 700 | Washington, DC 20001-2133

The American Council of Life Insurers (ACLI) is the leading trade association driving public policy and advocacy on behalf of the life insurance industry.
90 million American families rely on the life insurance industry for financial protection and retirement security. ACLI's member companies are
dedicated to protecting consumers’ financial wellbeing through life insurance, annuities, retirement plans, long-term care insurance, disability income
insurance, reinsurance, and dental, vision and other supplemental benefits. ACLI's 280 member companies represent 95 percent of industry assets
in the United States.
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and the respective insurance groups they supervise have sufficient time to develop and aggregate the
information needed to complete the GCC filing (e.g., final year-end statutory results for subsidiaries,
international affiliates, etc., some of which would not be available until after the registration is filed).

ACLI supports the adoption of “substantially similar’ confidentiality provisions.

The confidentiality of the GCC (and the Liquidity Stress Test) calculation, including group capital
information shared by the Federal Reserve or international regulators, is highly important to our members.
The memo’s proposed list of “significant elements” of the 2020 revisions to the Model Act and Regulation
includes one confidentiality-related element, item “m”, which prohibits insurers from sharing information
about the GCC or LST to advertise. ACLI supports the inclusion of this section in the standards, but we
believe additional significant elements are warranted.

ACLI strongly prefers that the significant elements for accreditation incorporate all substantive revisions
made to section 8&." At a minimum, the significant elements should also include these items:

= Provisions for maintaining the confidentiality of GCC (or Liquidity Stress Test) materials submitted to
the Department (section 8A(1)) 8GHAKH), 2

= Provisions for information sharing agreements that maintain the confidential and privileged status of the
documents (section 8C(4)(a)) 8Gt4Ha)) °

Similar confidentiality protections, such as the Own Risk Solvency Act (#550) are already afforded status
as “significant elements” of the “substantially similar” accreditation status.* Given that most states have
already enacted similar confidentiality provisions for ORSA materials — it is reasonable to expect the same
levels of confidentiality for the GCC and LST related materials.

Conclusion

Thank you for the opportunity to share our comments on the exposed memo to the E Committee. ACLI
always appreciates the chance to engage with the Working Group on this important issue. If you have any
questions or concerns about our comments, please feel free to contact me. We look forward to continuing
to work together in the future.

Sincerely,

Morina Gk

Mariana Gomez

! This section inadvertently referred to section 8G. The intent was to state our belief that all material changes to section 8 should
be included in the standards, and the standards should not be limited to amended section 8G.

2Similarly, we believe that is equally important to deem section 8A(2) 8GA) a “significant element.” Section 8A(2) 8GHANR)
protects the confidentiality of liquidity stress test results and data.

S The final accreditation standards for the 2020 revisions should also include significant elements that are LST-related, including,
but not limited to: (i) a provision exclude materials or information collected through the liquidity stress test from being stored in a
permanent database once the initial analysis is completed (8C(4)(c), 8&HHeN(ii) provisions requiring notification and identification
of third-party consultants who will receive LST materials (8C(4)(f)). (8&¥H)-

4 The significant elements from the Own Risk Solvency Assessment (#505) accreditation standard require states to: “Include
substantially similar provisions for protecting confidential information submitted to the commissioner, including provisions
maintaining confidentiality for information shared with state, federal and international regulators. If sharing confidential information
with the NAIC and third-party consultants is permitted, appropriate confidentiality protections should be included.”
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EDMUND KENEALY

Executive Vice President, Deputy General Counsel &
Chief Public Affairs Officer

Liberty Mutual Insurance

175 Berkeley Street - Mail Stop 07F

Boston, MA 02116

Telephone: (617) 574-5968

Fax: (603) 334-7248
Edmund.Kenealy@LibertyMutual.com

January 25, 2021

VIA EMAIL (ddaveline @naic.org)

Dan Daveline

Director — Financial Regulatory Services

National Association of Insurance Commissioners
1100 Walnut Street, Suite 1500

Kansas City, MO 64106-219

Re: Draft Memorandum from Group Capital Calculation (E) Working Group to Financial
Condition (E) Committee

Dear Mr. Daveline:

Liberty Mutual strongly supports your draft memorandum and its recommendation that the 2020
amendments to the Insurance Holding Company System Model Act (#440) and Insurance
Holding Company System Model Regulation (#450) become accreditation standards.

Liberty Mutual has been an early and stalwart advocate of the NAIC’s now fully developed and
adopted Group Capital Calculation (GCC). As the memo points out, “the GCC will serve as an
additional financial metric that will assist state insurance regulators in identifying risks that
emanate from a holding company system.” Importantly, the GCC is the result of years of careful
and responsible regulatory study and analysis during a process that offered ample opportunity for
all interested persons to express their views and participate in its development.

As the memo correctly notes, action on the GCC is needed more today than when the NAIC
began its development. It should become an NAIC accreditation standard because uniform
adoption of the GCC across the states is crucial so that the U.S. can meet its obligations under its
Covered Agreements with the EU and the UK. Moreover, the GCC will form the basis for the
U.S. to assert that it has developed an Aggregation Method that is comparable with the Insurance
Capital Standard being finalized by the IAIS. This outcome is essential in order to ensure our
strong and competitive insurance market is not materially weakened by the ICS.

In summary, we urge the NAIC to move promptly to adopt the GCC as an accreditation standard
and stand ready to assist in achieving that objective.

Very truly yours,

& &

Edmund C. Kenealy

Liberty Mutual Group
Helping People Live Safer, More Secure Lives
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® 317.875.5250 | [F] 317.879.8408
[r N A M I ‘ 3601 Vincennes Road, Indianapolis, Indiana 46268

NATIONAL ASSOCIATION OF 202.628.1558 | [F]202.628.1601
MUTUAL INSURANCE COMPANIES 20 F Street N.W., Suite 510 | Washington, D.C. 20001

February 9, 2021

John Rehagen

Chair, Group Capital Calculation (E) Working Group
National Association of Insurance Commissioners
1100 Walnut Street, Suite 1500

Kansas City, MO 64106

VIA Email Transmission: ddaveline@naic.org; Ifelice@naic.org

RE: NAMIC Comments on January 19, 2021 Memorandum to Financial Condition (E) Committee
Dear Chair Rehagen:

The following comments are submitted on behalf of the member companies of the National Association of Mutual
Insurance Companies1 regarding the recommendations included in a memo dated January 19, 2021 from the
NAIC Group Capital Calculation (E) Working Group to the Financial Condition (E) Committee.

The memorandum details several recommendations by the GCCWG for the E Committee to consider including a
recommendation that all states that are the lead state for a group subject to the Group Capital Calculation should
be required to adopt the revisions to the Insurance Holding Company System Model Act (#440) and Insurance
Holding Company System Model Regulation (#450) by November 22, 2022. The memo further states that the
new “significant elements” included as an appendix to the memo should apply to all states and be adopted by
NAIC-accredited jurisdictions in a substantially similar manner. The GCCWG is also recommending the E
Committee consider supporting a waiver of procedure to expeditiously consider adoption of the recent changes to
the models that include the new GCC as an accreditation standard. Our comments will be limited to these three
issues: timing for states to adopt, significant elements, and the requested waiver of procedure.

Timin

" NAMIC membership includes more than 1,400-member companies. The association supports regional and local mutual insurance
companies on main streets across America and many of the country’s largest national insurers. NAMIC member companies write more
than $278 billion in annual premiums. Our members account for 58 percent of homeowners, 44 percent of automobile, and 30 percent
of the business insurance markets. Through our advocacy programs we promote public policy solutions that benefit NAMIC member
companies and the policyholders they serve and foster greater understanding and recognition of the unique alignment of interests
between management and policyholders of mutual companies.
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NAMIC understands the importance of states complying with the requirements under both the Bilateral Agreement
Between the United States of America and the European Union on Prudential Measures Regarding Insurance and
Reinsurance as well as the similar agreement between the U.S. and U.K. (Covered Agreements). However, it
appears there is a gap in understanding about the application of the group supervision requirements included in
the Covered Agreements and a question about the Federal Insurance Office’s preemption authority in this regard.
We agree that the FIO was granted preemption authority over state laws that do not conform to the terms of the
negotiated Covered Agreements as defined and provided for under the Dodd-Frank Act. And as it applies to
reinsurance, the preemption authority is clear to us that any laws that would still require reinsurers to post
collateral in the US would likely be stricken down. Where it is not entirely clear is whether the Covered
Agreement’s preemption authority extends to the creation/absence of a group capital requirement.

We suggest that the NAIC authorize a third-party legal analysis of the Covered Agreements preemption authority to
determine if and how that applies to the GCC. Given the differences in interpretation, NAMIC members do not
agree with the aggressive timeline for all states to adopt the changes to Model #440 and #450 as suggested in the
memo. It is our understanding that U.S. groups with no operations in the EU or UK should not be impacted by the
Covered Agreements. It does not appear to our members that the Covered Agreements would even apply to
territories outside of the US and EU or US and UK. As such, a group that is not actively operating insurance
activities in the EU or UK would not need to be regulated under a group supervision scheme designed for the
Covered Agreements purposes.

The NAIC has completed its work on developing a group capital calculation. As states begin to consider the
changes to the models, it is worth reviewing the stated purpose of the Covered Agreements. That is to create
mutual acceptance of regulatory supervision of entities operating in both parties’ territories in order to remove
duplicative regulatory supervision of those entities. It is important to not lose site of the intent of these Covered
Agreements. As far as group supervision, a US group with no operations in the EU/UK should not be impacted by
the Covered Agreements. For these reasons, we suggest a comprehensive review of FIOs preemption authority.

Significant Elements

The revisions to Models #440 and #450 include a new requirement for insurers in a holding company structure to
file an annual GCC. This new requirement was developed largely to enhance group supervision capabilities and to
quantify risk of insurance entities and their affiliates that may be exposed to risk from other entities in a large and
complex holding company. While the calculation was developed to apply to complex entities and internationally
active groups, the model law revisions include certain exemptions for single-state, single-insurer holding
companies, groups required to perform a group capital calculation for the Federal Reserve Board, and certain
internationally active insurers operating in Reciprocal Jurisdictions. These provisions are included as significant
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elements and are being recommended as required provisions in order for states to maintain accreditation status
with the NAIC. In addition to these exemption provisions, it is also recommended that states adopt the
confidentiality provisions prohibiting the making, publishing, disseminating, circulating, or placing before the public
the GCC or resulting GCC ratio in a substantially similar manner. NAMIC members agree with the inclusion of
these significant elements as part of the Accreditation procedures.

Additional flexibility for the regulator is needed for the GCC.

As it applies to the significant elements included as part of the Model Act (#450), NAMIC members recommend
the NAIC defer the inclusion of the Model #450 significant elements until regulators have had a chance to review
the initial batch of GCC results. This would not impede states ability to adopt the model law changes or from
insurance departments from implementing the changes to the model regulation but would give insurance
departments more flexibility and time to consider the impact of the GCC, without having to adopt a regulation that
provides little flexibility.

Regulatory discretion is already baked into the model law and regulation. Nearly every state that previously
adopted the holding company act has the general authority to exempt a company from any or all of the provisions
of the HCA registration requirements. It is part of the model law adopted by the NAIC and already made an
accreditation standard. It is part of the flexibility that the NAIC intended to give regulators. Given that most all
holding companies will be required to file at least one GCC, state insurance regulators should have an opportunity
and time to determine the usefulness and value the GCC provides them for the domestic insurers they regulate.

Accreditation Waiver of Procedure

Given our objection to the aggressive timeline for all states to adopt these standards and our request for an
independent third-party assessment of FIO's preemption authority in regard to the GCC, NAMIC members do not
agree that the F Committee should waive any procedures that would avoid seeking public input on these
important changes to the Financial Regulation Standards and Accreditation Program. Historically when changes
are made to solvency standards and those changes are considered for accreditation purposes, a set schedule of
events are established in a deliberative process for interested parties to understand how/when key decisions will
be made. It appears to us that the NAIC is suggesting waiving that process altogether and deeming the recent
changes to the holding company models already accreditation standards. There is no need to rush the
Accreditation process, particularly when you have states introducing and adopting credit for reinsurance
legislation, an accreditation standard that went through the Accreditation approval process. In the meantime, it is
more important to address some of these unanswered questions and to support impacted lead-states on adopting
the changes to the model law. Therefore, NAMIC suggests that these proposed changes to the Accreditation
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standards go through the normal 12-month approval process, including exposing for comment the significant
elements included in the memo.

We appreciate the opportunity to take part in the process. Thank you for your consideration of these comments on
this matter of importance to NAMIC, its member companies and their policyholders. If there are any questions,

please feel free to contact me at 317-876-4206.

Sincerely,

ot el

Jonathan Rodgers
Director of Financial and Tax Policy
National Association of Mutual Insurance Companies
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February 9, 2021

John Rehagen, Chair
Group Capital Calculation (E) Working Group

Dear Mr. Rehagen:

Texas appreciates the opportunity to provide comments on the exposed
recommendation to the Financial Condition (E) Committee regarding accreditation
standards associated with the group capital calculation (GCC) amendments to Models
450 and 460. Our comments are as follows:

Exposed:

. Filing requirements for the group capital calculation filing similar to those specified in
Section 4L(2) of Model #4407?

i. The ultimate controlling person of every insurer subject to registration shall
concurrently file with the registration and annual group capital calculation
completed in accordance with the NAIC Group Capital Calculation Instructions
as directed by the lead state commissioner similar to section 4L(2)?

n. Filing requirements for the group capital calculation filing similar to those specified in
Section 21 of Model #450?

i. Provision that gives the lead state the authority to exempt the filing of the
group capital calculation provided the criteria are substantially similar to those
allowed under Section 21A of Model #4507

Comments:

Texas is opposed to the broad requirement that every group file a GCC as an
accreditation requirement. The accreditation standard to file a GCC should be limited to
those with international operations and provide the lead state commissioner the
discretion to require any group file a GCC.

A state’s accreditation status should not be threatened if all groups are not required to
file the GCC once. As currently contemplated, if all groups are required to seek an
exemption from the lead state commissioner annually, valuable resources that could be
used to monitor solvency will be used in a bureaucratic process that does not enhance
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solvency oversight of companies. Insurance department staff are already receiving
ORSA filings, Form Bs, and Form Fs and have been completing group analyses for
several years. The added filing of the GCC should only be required in situations where
the lead state commissioner believes that it would add valuable insight and information
to group oversight, not just because it is an accreditation requirement.

Through the supervisory college framework, other regulators would be able to raise
concerns about a group’s operations and discuss whether a GCC should be required.
Because this approach would “achieve the objective of the standard,” this approach
should be accepted as substantially similar in effect.

Additionally, Texas is supportive of modifying this standard to generally refer to the
filing of the GCC annually and not tie that filing to submission of the registration
statement. In Texas the registration statement is due on April 1 each year, but the
consolidated independent audit report of a group may not be completed by that time.
Therefore, the GCC filing would be diminished in value. The lead state commissioner
should have the discretion to determine the timing that would yield the most valuable
information in situations where a GCC is required.

Exposed:

vi. Provision that gives the lead state the authority to require the GCC for U.S. operations
of any non-U.S. based insurance holding company system where after any necessary
consultation with other supervisors or officials, it is deemed appropriate by the lead
state commissioner for prudential oversight and solvency monitoring purposes or for
ensuring the competitiveness of the insurance marketplace, substantially similar to
4L(2)(e)?

Comments:

Texas recommends deleting the phrase “for ensuring competitiveness of the insurance
marketplace” from the accreditation standards because this phrase is not found in the
covered agreement. We worry that a regulatory decision that relies on this language
risks triggering scrutiny by the Joint Committee established under the covered
agreement. Additionally, this provision does not promote sound insurance company
financial solvency regulation which is the mission of the Accreditation Program. There
are other avenues for addressing concerns with international jurisdictions.

10
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Conclusion:

Texas opposes requiring GCC filings to be prepared by groups and reviewed by
insurance departments when the filing is not needed to understand group operations.
A state’s accreditation should not be affected if:

e the state enacts a GCC law that requires filings from all groups with international
operations and provides the lead state commissioner discretion to require all
other groups file and

¢ aligns with the language included in the covered agreement.

In closing, Texas also suggests consideration be given to whether the accreditation
standard applies to all states or a subset of states where the GCC will be more
meaningful. As proposed, Texas sees no reason to apply this standard to all states,
some of whom have a limited number of non-complex groups and are already receiving
sufficient information via the other form filings. An all-state accreditation standard
aligned with Texas' suggestions, however, could be more useful as it would give a lead
state commissioner the authority to require a GCC if needed, but not require a filing.

Thank you for the opportunity to provide these comments.

Respectfully,

Jm

Deputy Commissioner

11
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7~ VERMONT

State of Vermont For consumer assistance:

Department of Financial Regulation [Banking] 888-568-4547
89 Main Street [Insurance] 800-964- 1784
Montpelier, VT 05620-3101 [Securities] 877-550-3907

www.dfr.vermont.gov

via e-mail
February 9, 2021

Mr. Dan Daveline

Director, Financial Regulatory Services

Group Capital Calculation (E) Working Group
National Association of Insurance Commissioners

RE: GCC Recommendation to E committee with respect to accreditation standards related to 2020
Revisions to Insurance Holding Company System Model Act (#440) and Insurance Holding
Company System Model Regulation with Reporting Forms and Instructions (#450)

The Vermont Department of Financial Regulation — Captive Insurance Division (VT DFR)
appreciates the opportunity to comment on the GCC Working Group’s recommendation to E
Committee regarding the appropriateness of the GCC with respect to accreditation standards. The
VT DFR has concerns about broadly applying an accreditation standard for GCC to all risk
retention groups within a holding company system and respectfully requests additional time to
consider appropriate ways to include, exclude, or develop iterations specifically for risk retention
groups given their unique structure. Thank you for your consideration.

Sincerely,

s Puwne

Christine Brown, Assistant Director
Captive Insurance Division

cc: David Provost, Deputy Commissioner of Captive Insurance — VT DFR
Sandy Bigglestone, Director of Captive Insurance — VT DFR

13
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MEMORANDUM
To: Financial Condition (E) Committee
From: Group Capital Calculation (E) Working Group
Date: February 25, 2021
Re: Proposed New Charge for the Recognize and Accept Process
On Dec. 9, 2020, the NAIC Executive (EX) Committee and Ple evisions to the NAIC
Insurance Holding Company System Model Act (#440) and Ins Model Regulation
with Reporting Forms and Instructions (#450). These revis culation (GCC)
once adopted by the states. The revisions specifically in er to exempt

groups that has a group-wide supervisor that “recognize and ac
thereby embracing the concepts of mutual recognition and one e group wide supervisor. Model #450
provides a general framework for how the recogmze and accept” pr ill work and specifically contemplates

h ontext of mutual recognition is not a
new one and is already used by the Qualified Ju
To that end, the Working Group recommends the
directly to the Committee, modify the charges of t

reposition the group to report
orking Group as shown below,
following:

2021 Charges
The Qualified-Mutual Re

CE * 444 North Capitol Street NW, Suite 700 ¢ Washington, DC20001-1509 p|2024713990  f| 8164607493
* 1100 Walnut Street, Suite 1500 * Kansas City, MO 64106-2197 p|8168423600  f| 8167838175
TS & INVESTMENT ANALYSIS OFFICE © One New York Plaza, Suite 4210 * New York, NY 10004 p|2123989000  f|2123824207

Www.naic.org
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