
Refinements to the Life Risk-Based Capital Formula

Presented by the American Academy of Actuaries’ Life Capital Adequacy
Subcommittee to the National Association of Insurance Commissioners’ Life Risk-

Based Capital Working Group

Chicago, Illinois – December 2001

The American Academy of Actuaries is the public policy organization for actuaries
practicing in all specialties within the United States.  A major purpose of the Academy is
to act as the public information organization for the profession.  The Academy is non-
partisan and assists the public policy process through the presentation of clear and
objective actuarial analysis.  The Academy regularly prepares testimony for Congress,
provides information to federal elected officials, comments on proposed federal
regulations, and works closely with state officials on issues related to insurance.  The
Academy also develops and upholds actuarial standards of conduct, qualification and
practice and the Code of Professional Conduct for all actuaries practicing in the United
States.

Life Capital Adequacy Subcommittee
Alastair G. Longley-Cook, F.S.A., M.A.A.A., Chair

Gerald A. Anderson, F.S.A., M.A.A.A.        Stephen M. Batza, F.S.A., M.A.A.A.
Robert A. Brown, F.S.A., M.A.A.A.            Jeffrey M. Brown, F.S.A., M.A.A.A.
Martin Claire, F.S.A., M.A.A.A.            Joseph L. Dunn, F.S.A., M.A.A.A. 
Larry Gorski, F.S.A., M.A.A.A.            Arnold N. Greenspoon, F.S.A., M.A.A.A.
Norman E. Hill, F.S.A., M.A.A.A.            Keith D. Osinski, F.S.A., M.A.A.A.
Jan L. Pollnow, F.S.A., M.A.A.A.                Craig R. Raymond, F.S.A., M.A.A.A.
James F. Reiskytl, F.S.A., M.A.A.A.            Mark C. Rowley, F.S.A.,M.A.A.A.
James A. Tolliver, F.S.A., M.A.A.A. George M. Wahle, F.S.A., M.A.A.A.
Bill Wilton, F.S.A., M.A.A.A.  Michael L. Zurcher, F.S.A., M.A.A.A.



Three refinements to the Life Risk-Based Capital formula are recommended:

(See attached spreadsheets)

1) For the Asset Concentration Factor, adjust the RBC factor for all asset categories so
that the doubled factor will not exceed 45 percent -- the highest RBC asset factor for
unaffiliated common stock.  It applies to class 5 categories of bonds, preferred stock,
surplus rates, and capital notes.  This requires changes to the Instructions for [LR010]
the first paragraph on page 17.  It also changes the pre-tax factor to 22.5 percent for
bonds class 5 on Line (4) and preferred stock class 5 on Line (9) of [LR010].

2) The taxes on C-0 Off-Balance Sheet items is incorrectly being carried into C-1 (line
37 on LR027).  It should be deducted as part of C-0 on line (8.1).  To correct this, line
(97) of [LR026] should become line (104).  Then lines (98) to (104) should be
renumbered as lines (97) to (103) and the new line (103) should now sum (1) to
(102).  The new Line (111) should sum lines (104) to (110).

3) Exhibit 9 Claim Reserves [LR020] Column (2) line (15) for Disability Income and
Long Term Care should be adjusted for taxes; the other claim reserves included in
this line should not.  To accomplish this, a line must be added to separate lines (9),
(14), and (15) into these two components. The DI and LTC Claim Reserves must be
obtained from company records, as they are not separately identified in the Annual
Statement.  The pretax factor for these claim reserves is .077 and the tax factor is
.3500 on [LR026].  The pretax RBC factor and the tax factor of 0 percent for the
other health claim reserves is not changed.


