Property &
Casualty Industry
RBC Results

for 2010

by NAIC Staff

As of August 16, 2011, approximately 2,606
Property & Casualty 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 1, the number of
companies triggering one of the regulatory
intervention levels is relatively small. Typically,
around 97 percent of all P&C insurers filing with
the NAIC fall into the “No Action” level. That
number has been fairly constant throughout the
sixteen years that the NAIC’s Property & Casualty
RBC system has been in place.

Table 2 shows the disposition of insurers filing
in data years 2009 and/or 2010. There is an
increase of 45 new filers in 2010, which is offset
by a decrease of 78 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 2,561 companies that filed in both 2009
and in 2010, 58 companies triggered one of the
action levels in 2009. Twenty-six percent of those
companies that triggered an action level in 2009
were able to move to the “No Action” level in 2010,
while 74 percent (43 out of 58 companies) remain
in one of the action levels.

Aggregate Industry Results

The RBC ratio is the ratio of a company’s TAC
to its ACL RBC. Table 3 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.

Another word of caution is in order with respect
to time series analysis of RBC ratios. The ratios
for years prior to 1998 are not exactly comparable
to the ratios for later years because of phase-out
aspects of the RBC formula. Companies were
allowed to count 80 percent of reserve discounts
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as part of TAC in 1994, 60 percent in 1995, 40
percent in 1996, and 20 percent in 1997. In 1998,
all reserve discounts were phased out of the
calculation of TAC. Though relatively few
companies employ reserve discounting, this
phase-out must still be considered.

Table 4 shows the relative risk factors by year
for the two major underwriting risk components:
reserve risk and premium risk. The total amount
of RBC attributable to premiums and reserves has
typically grown over time, as would be expected
due to inflation. The totals did fall in 2009 but

they increased again in 2010. The effective rate
for premiums and reserves both fell in 2010 after
increasing in 2009.

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, aggregate TAC rose 7.6% from 2009 to
2010, resulting in a net TAC increase of 16
percent over the past five years. Total RBC rose
4% over the past year.
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Table 1
Industry Results By Action Level, 2006-2010

2006 2007 2008 2009 2010
No Action 2,523 2,567 2,566 2,571 2,545
Company Action Level 23 22 29 19 13
Regulatory Action Level 15 16 16 10 17
Authorized Control Level 5 8 10 10 5
Mandatory Control Level 33 27 29 29 26
Total 2599 2640 2650 2639 2606
Percent At 'No Action' 97.1% 97.2% 96.8% 97.4% 97.7%
Level
Table 2
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 2,489 5 5 1 3 68
COMPANY
ACTION LEVEL 11 4 4 0 0 0
REGULATORY
2009 | AcTION LEVEL 4 1 3 0 0 2
Action
AUTHORIZED
CONTROL 0 2 2 3 2 1
LEVEL
MANDATORY
CONTROL 0 1 1 1 19 7
LEVEL
NOT ON
DATABASE 41 0 2 0 2 0
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Median RBC Ratios By Asset Size, 2006-2010

Table 3

Asset Size 2010 2006 2007 2008 2009 2010
Surplus to
Asset Ratio
Less than $10 million 0.742 1536% 1924% 1605% 1866% 1729%
$10 million to $25 million 0.598 1389% 1559% 1595% 1610% 1587%
$25 million to $100 0.463 983% 985% 1039% 1145% 1108%
million
$100 million to $250 0.418 803% 896% 870% 920% 889%
million
$250 million to $500 0.401 796% 862% 861% 907% 908%
million
$500 million to $1 billion 0.382 722% 744% 773% 832% 784%
$1 billion to $10 billion 0.367 690% 681% 667% 720% 725%
More than $10 billion 0.375 480% 539% 474% 528% 556%
All Companies 0.468 935% 977% 992% 1047% 1037%
Table 4
Average Underwriting Risk Factors, 2006-2010
Aggregate Average Aggregate Average
Year Aggregate Reserve Effective Aggre gate Premium Effective
Reserve Base RBC Factor Premium Base RBC Factor
Base (000) (000) Base (000) (000)

2006 498,386,189 90,883,219 0.182 441,514,956 53,926,560 0.122

2007 553,508,233 92,254,735 0.167 437,408,945 57,208,353 0.131

2008 543,265,335 91,358,674 0.168 428,270,742 55,376,189 0.129

2009 534,185,972 92,046,039 0.172 413,241,089 54,614,304 0.132

2010 546,238,801 92,847,848 0.170 416,620,138 53,422,759 0.128
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