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July 17, 2008

The Honorable Steven M. Goldman

Chair, Reinsurance (E) Task Force

National Association of Insurance Commissioners

Dear Commissioner Goldman:

Genworth Financial is a Richmond, Virginia based financial services holding company.  Our life insurance entities collectively do business in all 50 states and the District of Columbia.  Internationally, we have a strong presence in private mortgage insurance and payment protection insurance and do business in 25 countries.  We are strong proponents of a level playing field for all competitors in any given jurisdiction. 
We have been closely following the activities of the NAIC’s Reinsurance (E) Task Force (along with the proposals put forth by the Departments in New York and Florida) related to the subject of reinsurance modernization.  We have previously communicated our position on this topic directly to several of the U.S. Commissioners.  

In those communications, we have expressed serious concern about the immediate removal or reduction of collateral requirements for non-U.S. reinsurers and the potential that it may exacerbate an already tilted playing field that favors writers and reinsurers of life insurance who are headquartered outside the U.S. over those headquartered in the U.S.

U.S. regulators have established demanding solvency standards (both reserves and Risk Based Capital) for U.S. life insurance companies.  In many cases, these standards are significantly in excess of those required of insurers writing similar coverages in other jurisdictions around the world.

U.S. collateral requirements for reinsurance were implemented primarily to assure collectibility. However, setting that issue aside, they have also served the less public purpose of helping to provide support for a level playing field for both the direct and reinsurance life insurance markets in the U.S.

In the current U.S. life reinsurance market, alien insurers either reinsure business directly or from a U.S. subsidiary to an offshore affiliate.  In either form, they have to provide collateral for the ceded reserves (either through funds withheld, trusted assets or a letter of credit), but they avoid U.S. RBC requirements.  Business naturally migrates to jurisdictions with the lowest capital requirements and this capital advantage (in many cases coupled with a tax advantage) is why there are few U.S. life reinsurers left today.  

In this environment, we believe that use of collateral to maintain a consistent level of the reserves required to back liabilities is both an appropriate and necessary function for regulators.  Regulators need to address the reserve standards for U.S. based companies, but however they are set, it is important that all carriers operating in the U.S. market are meeting the same standards.

If U.S. collateral requirements for reinsurance are removed (or eased materially), without corresponding reductions in U.S. reserve requirements, any highly-rated foreign insurer will be able to create or buy a U.S. subsidiary, reinsure the bulk of its business to an off-shore affiliate and have a significant advantage over a U.S headquartered company competing for the same business.  If such an advantage is allowed to exist for even a few years, we believe the viability U.S. life direct writers will be materially compromised
We urge the NAIC to coordinate the issue of collateral reduction with its work on principles based reserves and capital, so that collateral requirements are not reduced before “equivalent” reserve and capital standards are in place. 

In closing we reiterate our strong support for a level playing field and look forward to the removal of collateral requirements as soon as the reserve and capital redundancies for U.S. carriers have been eliminated.

Sincerely,
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Victor C Moses

Senior Vice President and Chief Actuary

