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Clinton Jones 

General Counsel 

Federal Housing Finance Agency 

400 Seventh Street, SW 

Washington, DC  20219 

 

November 23, 2021 

 

RE: RAA Comments in Response to RIN 2590-AB17 

 

Dear Mr. Jones: 

 

This letter is submitted by the Reinsurance Association of America (RAA) on behalf of and in 

coordination with its numerous interested members in response to the Federal Housing Finance 

Agency’s (FHFA) 2021 notice of proposed rulemaking and request for comments on amendments 

to the Enterprise Regulatory Capital Framework (ERCF).  The proposed amendments make 

changes to the leverage buffer and the risk-based capital treatment for credit risk transfer (CRT) 

transactions (“2021 Proposed Amendments”).  This letter supplements previously submitted letters 

by the RAA on August 31, 2020 (Appendix A), and October 14, 2020 (Appendix B) on the FHFA’s 

2020 notice of proposed rulemaking (“2020 Proposed Rule”) and does not supersede the prior 

analysis or recommendations as expressed in the RAA’s previous letters or those letters 

independently submitted by our members (Aon, Arch, Guy Carpenter, and RenaissanceRe).  

Rather, the RAA writes to thank the FHFA for its 2021 Proposed Amendments, suggest a near-

term adjustment, and provide additional comments for consideration regarding the ERCF and its 

treatment of CRT.  The RAA is a national trade association representing reinsurance companies 

doing business in the United States.  RAA membership is diverse, including reinsurance 

underwriters and intermediaries licensed in the U.S. and those that conduct business on a cross-

border basis.   

 

FHFA’s 2021 Proposed Amendments 

 

The RAA appreciates the FHFA’s recognition of the value of CRT, which is demonstrated in the 

FHFA’s 2021 Proposed Amendments.  We also appreciate that the 2021 Proposed Amendments 

improve the treatment of CRT under the ERCF, adopted by the FHFA on December 17, 2020.  The 

RAA and its members would suggest one near-term adjustment to the ERCF to further improve 

the treatment of CRT under the ERCF.   
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RAA’s Suggested Adjustment to The Tranche Risk Weight Floor 

 

The FHFA’s 2021 Proposed Amendments retain a 5 percent Tranche Risk Weight Floor, which 

incentivizes Fannie Mae and Freddie Mac (collectively the “Enterprises”) to retain all catastrophic 

losses, or credit risk beyond the ERCF stress losses, versus transferring that risk to loss-absorbing 

private capital.  In describing the need for the Tranche Risk Weight Floor, the ERCF correctly 

noted that purchasing CRT that detaches at the net credit risk capital requirement of the underlying 

mortgage exposures would still pose some credit risk.  This is largely based on the uncertainty 

around the calibration of the capital requirement, although there also is risk from stress scenarios 

more severe than those contemplated in setting the capital requirement.  

 

The proposed Tranche Risk Weight Floor of a flat 5 percent on the risk weight assigned to retained 

CRT exposures is an improvement over the current ERCF, but it still distorts incentives over time 

in two specific ways.  First, in most scenarios, the gross capital requirement decreases over time, 

as loans prepay and amortize, and current loan-to-value ratios decrease.  With a flat 5 percent 

Tranche Risk Weight Floor, the required capital for a pool with CRT protection decreases much 

more slowly than the required capital for a pool without CRT.  In benign scenarios, the capital 

requirement declines faster than the CRT detachment point resulting in CRT limits that do not 

receive capital credit yet still have to be paid.  Second, with a flat Tranche Risk Weight Floor, 

there is no incentive for the Enterprises to purchase CRT coverage above the net credit risk capital 

requirement as the incremental capital benefit for the additional coverage is de minimis.  Since 

there is a legitimate concern with uncertainty around the calibration of the capital requirement, this 

lack of incentive is not desirable, as the purchase of additional limit could directly address the 

uncertainty and sensibly reduce the risk to the Enterprises. 

 

There are multiple ways that the Tranche Risk Weight Floor could be restructured to better align 

the incentives of the Enterprises with prudent risk management by providing capital benefit for 

any purchase of CRT that materially reduces the retained risk to the Enterprises.  One option is for 

the FHFA to allow an offset to the Tranche Risk Weight Floor haircut in the 2021 Proposed 

Amendments for CRT coverage purchased above the stress loss amount.  Another option is to 

construct a tiered Tranche Risk Weight Floor, where increasing amounts of limit purchased reduce 

the net capital requirement at a declining rate. 

 

These recommendations allow room for prudent risk management without penalizing or 

disincentivizing cost effective risk-transfer activity, which may be in the best interests of 

Enterprise stability and long-term survival.  Any additional CRT would further diversify taxpayer 

protection into the private sector with resulting efficiencies delivered to homeowners in the form 

of reduced guarantee fees and/or to affordable programs in the form of increased incentives. 

 

We refer the FHFA to our members’ (Arch, Aon, and Guy Carpenter) more detailed 

recommendations regarding this proposal in their November 2021 responses to the FHFA’s 2021 

Proposed Amendments. 
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Additional Comments for Consideration 

 

As stated in the previous letters and comments of both the RAA and its members, we advocated 

for the elimination of the ERCF’s Tranche Risk Weight Floor over the elimination of the Overall 

Effectiveness Adjustment as the most consistent, effective, and fair approach to the treatment of 

CRT for duration of the coverage term.  The RAA would welcome the opportunity to engage in a 

productive dialogue with the FHFA about incentivizing CRT through time, under a dynamic 

ERCF, that would consistently recognize CRT for the full term of the coverage, reflecting the level 

of protection provided from day one until the conclusion of the contract. 

 

The RAA also would recommend two new clarifications within the ERCF.  First, enhancements 

and structural changes to the CRT transactions, as well as alternative risk transfer structures 

undergo rigorous review and approval by the FHFA.  That collaborative process allows both the 

FHFA and Enterprises to scrutinize the efficiency and efficacy of those structures.  However, the 

ERCF is unclear as to which transactions require public notice and comment, creating a potential 

barrier to innovation.  To continue to encourage collaborative and adaptive CRT innovation, which 

has been a distinct hallmark of the CRT transactions, the FHFA should remove altogether the 

provision mandating notice and public comment.  To the extent that the FHFA determines certain 

new structures could benefit from notice and public comment, the FHFA can do so now.  Requiring 

notice and comment as a precondition only stifles the incremental innovation necessary in an ever-

evolving market.  This latitude is particularly important for new affordable housing initiatives 

which usually require non-traditional solutions. Second, the FHFA should clarify the ERCF 

language to explicitly confirm the Enterprises’ deal cancellation provision as a standard option for 

CRT transactions to provide flexibility to the Enterprises to make reasoned risk-based CRT 

adjustments, as needed. 

 

When contemplating specific changes to the ERCF to improve the treatment of CRT, the RAA 

recommends that they be considered in the context of the entirety of the ERCF, such that the 

leverage ratio functions as a credible backstop and not a frequently binding alternative measure 

which can distort needed risk-based decisioning.   

 

Modifications to PSPAs 

 

As recognized in the FHFA’s 2021 Proposed Amendments, the U.S. Department of the Treasury 

and the FHFA must modify the preferred stock purchase agreements (PSPAs) relating to the 

Enterprises for the FHFA to implement any changes to the ERCF.  The RAA supports amending 

the PSPAs to allow the ERCF to be modified in light of the 2021 Proposed Amendments and 

recommendations suggested by the RAA and our members. 

 

Conclusion 

 

Thank you for the proposed, positive changes in the FHFA’s 2021 Proposed Amendments.  The 

RAA’s membership remains in unanimous agreement that without amendments, the ERCF 

devalues CRT.  Our members have slightly different views on the path forward but agree that the 

FHFA’s 2021 Proposed Amendments improve the treatment of CRT.  Our members also agree 

that the RAA’s proposed adjustment herein could further improve the ERCF’s risk-based treatment 
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of CRT.  Lastly, we again point to the independent and directionally aligned responses to the 

FHFA’s 2020 Proposed Rule and/or 2021 Proposed Amendments of Aon (reinsurance broker), 

Guy Carpenter (reinsurance broker), Arch (mortgage insurer and reinsurer), and Renaissance Re 

(reinsurer), which represent the central thrust of the RAA’s views and are recommended for 

consideration by the FHFA as a basis for reinstating the value of CRT.  

 

Thank you for the opportunity to provide comments.  The RAA and its members would be happy 

to engage with you on the recommendations in this letter and/or previous letters or answer any 

questions you may have. 

 

 

 

Sincerely, 
 

 

     

Frank Nutter 

President 
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