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FEDERATION FRANCAISE DES SOCIETES D'ASSURANCES
28, Bd HAUSSMANN, 75311 PARIS CEDEX 09 - TELEPHONE 01 42 47 90 00
TELECOPIE : 01 42 47 93 11 = htip:/www.fisa.fr/

LE PRESIDENT Paris, May 31, 2001

Dear Madam,

The French insurance industry attaches a great interest in the new proposal of the Basel
Committee about banking supervision.

The industry appreciates that the Bascl Committec studies the opportunity to reckon, globally,
the benefit of an insurance policy to cover certain pperational risk exposures and, also more
specifically, the contribution that credit insurers can bring as External Credit Assessment
Institutions (ECAD). The former is a clear illustration of the assistance by the insurance
industry in managing risk of the economy, especlally the “low frequency, high severity”
losses, and thereforc in casing its development and jits financing by the banking industry. We
adamantly favour initiatives taking into account the benefit of this mitigation technique and
support asscssments of computing how it reduces capital requirements for operational risk of
banks; we will support any possible exchange between our industry and your Risk
Management Group about this matter. The latter lllustrates the high credibility reached by
credit insurers in assessing risk. No doubt that thejr objectmty, mdependence, transparency
and resources qualify credit insurers to be reckoned lby supervnsorsias ECAL

The French industry welcomes the thorough research you conduct in the ficld of risk
assessment, However, the industry would like to understand the considerations behind the risk
weighting of ¢laims on insurance companies of the hanking book of banks in the standardiscd
approach to credit risk. We note that these claims arc put in the same category as claims on
corporates and therefore arc weightcd, for the short-tcrm ones whlch credit assessment is
below “AA-" (AA minus), heavicr than claims on banks. We mention the fact that available
data from external obscrvers such as rating agcncws suggests a lower rate of default of the
insurance mdustry compared with the onc of othcr major industries. As we understand that
this point is of great importance in determining the weighting, we will complete this argument
with additional data in the coming weeks. More important are the facts that the insurance
industry is a supervised industry as the banking (mils and that all planned rcgulation, notably
the announced European directive about financial conglomerates, search and tend to assess on
the same basis banking and insurance solvencies | m order to consolidate groups and avoid
regulatory arbitrage. We would therelore appreciate to receive further details of the reasons
motivating the weighting of claims on insurance companies. Our natural bias is to consider
that their weighting should be similar with the one of claims on banks for comparable ratings.
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Finally the insurance industry cannot disagree with the aim of avoiding double counting of
capital in the assessment of risk of insurance subsidiaries of banking groups as mentioned in
both your consultation paper and the proposal of the directive about supervising financial
conglomerates by the Europcan commission. Névertheless we note that it should be
noteworthy to take into account the bencfit of the diversification of the activities in such

groups.

We hope that our comments and suggestions will make a positive contribution to your project
and that the subjects we raised in this letter will be examined and addressed by your
Committee. ’

Sincerely,

| Denis Kessler




