Life Industry RBC
Results for 2010

by NAIC Staff

As of August 16, 2011, approximately 803 Life
Risk-Based Capital (RBC) filings have been
received and uploaded to the NAIC database for
calendar year 2010. This article summarizes the
industry results and discusses some of the trends
noted in the 2010 filings.

The NAIC RBC formula generates the regulatory
minimum amount of capital that a company is
required to maintain to avoid regulatory action.
There are five levels of action that a company can
trigger under the formula. The base action level is
the Authorized Control Level. If a company’s
actual capital dips below its Authorized Control
Level Risk-Based Capital, the state insurance
regulator has the authority to place the company
under regulatory control. Therefore, the
Authorized Control Level (ACL) is used as the
base level, and the other regulatory intervention
levels are defined relative to the ACL. The five
action levels are:

1) No Action, which means that a company’s
total adjusted capital (TAC) is at least twice its
ACL;

2) Company Action Level, which means that a
company’s TAC is at least 1.5 times its ACL
but less than twice its ACL;

3) Regulatory Action Level, which means that
the company’s TAC is at least equal to its ACL
but less than 1.5 times its ACL;

4) Authorized Control Level, which means that a
company’s TAC is at least 0.70 times its ACL
but less than its ACL; and

5) Mandatory Control Level, which means that
the company’s TAC is less than 0.70 times its
Authorized Control Level RBC.

Most companies fall into the “No Action” level.
This level does not necessarily mean that the
company is in strong financial condition. It simply
means that the company has not triggered one of
the regulatory intervention levels. A company can
be in weak condition and still pass the RBC test.

Distribution of Companies by Action Level

As can be seen in Table 1A, the number of
companies triggering one of the regulatory
intervention levels is relatively small. Typically,
around 97 to 98 percent of all life insurers filing
with the NAIC fall into the “No Action” level. That
number has been fairly constant throughout the
seventeen years that the NAIC’s Life RBC system
has been in place. Table 1B shows the 2006-2010
industry results for the Tax Sensitivity Test action
levels.

Table 2A shows the disposition of insurers
filing in data years 2009 and/or 2010. There is an
increase of 17 new filers in 2010, which is offset
by a decrease of 35 companies that filed in 2009
but did not file in 2010. Some of these companies
have not filed because they have merged or
otherwise gone out of business, and some have
not filed because they were exempted by state
regulators.

Of the 786 companies that filed in both 2009
and in 2010, 16 companies triggered one of the
action levels in 2009. Eight of those companies
that triggered an action level in 2009 were able to
move to the “No Action” level in 2010 while the
remaining 8 remain in one of the action levels.
Table 2B shows the disposition of insurers using
the Tax Sensitivity Test action levels.

Aggregate Industry Results

The RBC ratio is the ratio of a company’s TAC
to its ACL RBC. Table 3A shows the median RBC
ratio by asset size for data years 2006 through
2010. The “average” RBC ratio is a function of
size. Larger insurers tend to operate with lower
capital margins (the ratio of capital to assets). The
RBC ratios reflect this difference and emphasize
the inappropriateness of comparing RBC ratios
between insurers. Although larger insurers tend
to have lower RBC ratios, on average, the larger
insurers also tend to have more stability in their
operating results. Table 3B shows median Tax
Sensitivity Test RBC ratios for 2006-2010.

Figure 1A shows the percentage breakdown of
the aggregate RBC by component for 2010. For
most size companies, the C1 (other asset risk)
and C2 (insurance risk) components constitute
the bulk of the aggregate RBC, with the insurance
risk component being more prominent in the
smaller companies and the other asset risk
component being more influential in the larger
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companies. For example, insurance risk is 52% of
the total RBC for companies with between $10
and $25 million in total admitted assets, while
other asset risk contributes 32 percent. On the
other hand, companies with more that $10 billion
in assets have only 15 percent of their RBC
coming from insurance risk and 53 percent of the
RBC is contributed by other asset risk. Figure 1B
shows the same breakdown using pre-tax RBC
amounts.

Table 4 shows the industry aggregate Total
Adjusted Capital and its breakdown into basic
elements for 2006 through 2010. Tax Sensitivity
Test TAC is also included for 2006-2010.

Table 5 shows the aggregate RBC by major
covariance elements for 2006 through 2010. The
RBC after covariance for each year is calculated
using that year’s respective covariance formula.

Overall, TAC increased 8% in the last year after
a 12% increase from 2008-2009. Total pre-tax
RBC increased 4% from 2006-2010.
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Table 1A
Industry Results By Action Level, 2006-2010

2006 2007 2008 2009 2010
No Action 913 861 823 801 789
Company Action Level 5 6 10 6 5
Regulatory Action Level 4 3 5 3 1
Authorized Control Level 2 2 2 2 1
Mandatory Control Level 2 2 7 9 7
Total 926 874 847 821 803
Percent At 'No Action' 98.6% 98.51% 97.17% 97.56% 98.26%
Level

Table 1B

Industry Results By Tax Sensitivity Test Action Level, 2006-2010

No Action

Company Action Level
Regulatory Action Level
Authorized Control Level
Mandatory Control Level
Total

Percent At 'No Action'
Level

2006
904
10

6

4

2
926

97.6%

2007
854

2008
810
18

6

5

8
847

95.63%

2009
791
13

5

2

10
821

96.35%

2010
783
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Table 2A
2010 Disposition of 2009 RBC Filers By Action Level

2010 Action
NO COMPANY REGUL. AUTHOR. | MANDATORY NOT ON
ACTION ACTION ACTION CONTROL CONTROL DATABASE
LEVEL LEVEL LEVEL LEVEL
NO ACTION 765 5 0 0 0 31
COMPANY
ACTION 6 0 0 0 0 0
LEVEL
REGULATORY
2009 ACTION 1 0 0 0 0 2
Action LEVEL
AUTHORIZED
CONTROL 0 0 0 0 1 1
LEVEL
MANDATORY
CONTROL 1 0 1 1 5 1
LEVEL
NOT ON
DATABASE 16 0 0 0 1 0
Table 2B

2010 Disposition of 2009 RBC Filers By Tax Sensitivity Test Action Level

2010 Action
NO COMPANY REGUL. AUTHOR. MANDATORY NOT ON
ACTION ACTION ACTION CONTROL CONTROL DATABASE
LEVEL LEVEL LEVEL LEVEL
NO ACTION 753 5 2 0 0 31
COMPANY
ACTION LEVEL 1 2 0 0 0 0
REGULATORY
2099 ACTION LEVEL 2 2 0 0 0 1
Action
AUTHORIZED
CONTROL 0 0 0 0 1 1
LEVEL
MANDATORY
CONTROL 1 0 0 0 7 2
LEVEL
NOT ON
DATABASE 16 0 0 0 1 0

©2011 National Association of Insurance Commissioners

4




Table 3A

Median RBC Ratios By Asset Size, 2006-2010

Asset Size 2010 2006 2007 2008 2009 2010
Surplus to
Asset Ratio
Less than $10 million 0.472 4634%  4628%  4808%  4841% 4218%
$10 million to $25 0.455 1676% 1673% 1753% 1474% 1713%
million
$25 million to $100 0.351 1089% 1167% 1177% 1156% 1200%
million
$100 million to $250 0.217 820% 817% 734% 836% 890%
million
$250 million to $500 0.133 862% 882% 720% 855% 862%
million
$500 million to $1 0.156 952% 831% 650% 794% 908%
billion
$1 billion to $10 billion 0.088 824% 859% 730% 869% 930%
More than $10 billion 0.058 827% 806% T77% 842% 875%
All Companies 0.192 996% 1009% 910% 975% 1047%
Table 3B

Median Tax Sensitivity Test RBC Ratios By Asset Size, 2006-2010

Asset Size 2010 2006 2007 2008 2009 2010
Surplus to
Asset Ratio
Less than $10 million 0.472 3194% 3148% 3503% 3463% 2775%
$10 million to $25 0.455 1104%  1188%  1208%  1229%  1364%
million
$25 million to $100 0.351 743% 822% 823% 810% 842%
million
$100 million to $250 0.217 612% 562% 484% 570% 655%
million
$250 million to $500 0.133 582% 599% 480% 530% 559%
million
$500 million to $1 0.156 685% 551% 478% 561% 572%
billion
$1 billion to $10 billion 0.088 536% 582% 476% 517% 569%
More than $10 billion 0.058 545% 526% 492% 519% 555%
All Companies 0.192 710% 705% 624% 652% 693%
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Table 4
Industry Aggregate Total Adjusted Capital, 2006-2010

Total
Adjusted
Capital
Elements

2006
(000)

2007
(000)

2008
(000)

2009
(000)

2010
(000)

Capital and
Surplus
AVR
Dividend
Liability
Life
Subsidiaries’
AVR

Life Sub’s
Dividend
Liability
P/C Subs’
Non-Tab
Discount

Total
Adjusted
Capital
(TAC)

Tax
Sensitivity
Test TAC

306,758,158
40,960,664
9,183,263

5,192,932

156,249

363,471,267

350,048,137

322,015,036
43,589,731
9,434,527

6,928,252

161,270

382,628,818

367,888,064

305,219,806
20,363,672
8,887,485

2,782,364

153,712

337,907,040

311,977,008

354,759,762

19,252,388

8,308,904

2,266,975

166,281

1,033

385,253,277

349,532,364

373,246,981

29,442,252

8,254,801

4,141,445

166,267

89

415,751,657

378,627,436
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Figure 1A

RBC Components by Company Size
2010
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Figure 1B
Pre-tax RBC Components by
Company Size
2010
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