
PROPOSAL  
Risk-Based Capital Requirements for 

Long-Horizon Equity Investments 
 

Executive Summary 
 
The NAIC Life Risk-Based Capital (RBC) formula was implemented in the early 1990s and has been an 
effective tool in helping to protect consumers and the industry from key risks faced during that period. 
Fast forward 20 years and the economic environment, product portfolios, external societal 
environments, and analytic capabilities have all changed. One of the biggest changes in the economic 
environment has been the secular decline in returns from fixed income investments. With the sustained, 
and likely continuing, low-interest rate environment following the “Great Recession”, low-interest rates 
and margin compression have become a more significant risk for the insurance industry. Life companies 
have had to examine their investment policies in order to determine the most effective and economical 
manner to manage their business in order to fulfill their contractual obligations, sometimes including 
obligations many years in the future. 
 
Notwithstanding the impact of holding investments for the long-term in a low-interest rate 
environment, RBC charges for all insurance company investments are still tied to a short-term horizon. 
The current C-1 capital charge provides for potential losses in statutory asset values from bond defaults 
and depreciation of common stock. The C-1cs factor for unaffiliated common stock (both Schedule D 
and BA) is based on asset performance over a short horizon (2 years for life companies) and looks at 
performance every 3 months. Therefore, companies are currently required to hold a capital charge of 
30% on equity holdings for C-1cs risk, regardless of the nature of the contractual obligations, even if the 
obligations being funded cannot be accelerated, transferred, or surrendered. As a result, insurers with 
business that includes long-term contractual obligations that are not subject to disintermediation risk 
often hold suboptimal economic portfolios that are too heavy on bonds and are too light on equities. 
This investment mixture reduces long-term investment performance and increases the risk to all 
stakeholders from extended periods of low-interest rates. It also provides for disincentives for the 
insurance industry to participate in solutions to long-term retirement needs such as pension buyouts 
and individual payout annuities. 
 
Investment theory has consistently demonstrated that equities are a very important component of a 
diversified portfolio for investors with long-time horizons. The data substantiates that over the long 
term, equities have both higher returns and lower tail risk than bonds. Risk and capital frameworks 
fail to incorporate the latter, as they embed some forms of asset diversification but ignore the 
concept of time diversification. Over the course of long horizons, winning and losing periods partially 
offset, resulting in smoother performance and lower tail risk. Investments in equities to support long-
term, illiquid contractual obligations have been used successfully by retirement plans for the benefit 
of generations of consumers. 
 
Insurers should be encouraged to follow sound, responsible investment policies to deliver cash payments 
to consumers when those benefits become due many years in the future, whether it be by providing 
retirement security for consumers, or to provide a safe, reliable income stream for individuals with 
special needs. The RBC system should be modernized to reflect the changing external environment and to 
provide transparency into an insurer’s ability to manage through short-term liquidity demands. Allowing 
companies to diversify their investment risk will strengthen their long-term financial ability to meet the 
guarantees provided to customers. We therefore recommend that the NAIC consider adjusting the Life 

1



RBC calculation by means of a credit that reduces the RBC charge specifically related to equity 
investments backing long-term, contractual obligations not subject to disintermediation risk. Analytics 
and tools available today will allow for proper disclosures and transparency. By updating this charge, 
regulators will gain greater visibility of evolving risk within insurance companies offering these long-
term, low-liquidity products, while still living into the advance notice objective of the RBC system. To 
obtain this credit, insurers could be required to demonstrate an asset-liability strategy designed to 
guarantee sufficient liquidity to support the underlying long-dated block over short and potentially 
volatile horizons. 
 
This proposal includes 2 parts. The first is to reduce the C-1cs capital charge for certain equity 
investments (both Schedule D and BA) where long-horizon commitments without disintermediation risk 
exist by creating a C-1cs credit for unaffiliated common stock in the range of 15-20% pre-tax. Such 
equity investments would be defined as the assets that meet the requirements, with Appointed Actuary 
certification, namely, 
 

1. Fixed cash flow liability requirement as disclosed in a new Supplemental Note 32.G  
a. The supplemental Footnote 32.G will present an “Analysis of Immediate Annuity 

Reserve and Deposit-type Liabilities not subject to discretionary withdrawal.” The 
reserves will be bifurcated into 32.G.1, Liabilities related to assets receiving Credit 
for Long Horizon Equity Investments and 32.G.2, Liabilities related to assets not 
receiving Credit for Long Horizon Equity Investment 

 
2. ALM requirement through a demonstration of cash flow and liquidity needs as 

certified by the company’s Appointed Actuary, but no shorter than 7 years of cash 
flows 

3. Long Horizon requirement that such equity assets are held to fund policyholder 
obligations at least 7 years in the future. 

 
Additionally, to recognize the credit, management must provide certification of “intent and ability” to 
execute investment strategy and comply with guard rails. 
 
Secondly, the proposal includes a revision to the RBC ratio calculation. This revision creates internal 
consistency between the lower charge and the measurement of the capitalization and appropriately 
reflects time diversification. The annual gains and losses on the subject assets will be amortized into the 
numerator and denominator of the RBC ratio over a period of 7 years. 
 
Finally, the proposal results in no material change in reporting for any company selecting to not 
recognize the credit. A series of questions will be added to the Supplemental Exhibits and Schedules 
Interrogatories. These “Yes/ No” questions will relieve companies of additional reporting burden when 
electing not to recognize the credit. 
 
Attached to this Proposal are the following Appendices: 
 

A. Additional questions to the Supplemental Exhibits and Schedules Interrogatories 
B. Draft of revised RBC instructions 
C. Proposed changes to the Life RBC Blanks 
D. Slides supporting the proposed RBC change 
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ANNUAL STATEMENT FOR THE YEAR 20__ OF THE ______________ LIFE INSURANCE COMPANY

SUPPLEMENTAL EXHIBITS AND SCHEDULES INTERROGATORIES
The following supplemental reports are required to be filed as part of your statement filing unless specifically waived by the domiciliary state.  However, in the event that your 
domiciliary state waives the filing requirement, your response of WAIVED to the specific interrogatory will be accepted in lieu of filing a “NONE” report and a bar code will be printed 
below.  If the supplement is required of your company but is not being filed for whatever reason enter SEE EXPLANATION and provide an explanation following the interrogatory 
questions.

Responses

MARCH FILING

1. Will the Supplemental Compensation Exhibit be filed with the state of domicile by March 1? 

2. Will the confidential Risk-based Capital Report be filed with the NAIC by March 1? 

3. Will the confidential Risk-based Capital Report be filed with the state of domicile, if required, by March 1? 

4. Will an actuarial opinion be filed by March 1? 

APRIL FILING

5. Will Management’s Discussion and Analysis be filed by April 1? 

6. Will the Life, Health & Annuity Guaranty Association Model Act Assessment Base Reconciliation Exhibit be filed with the state of domicile and the
NAIC by April 1? 

7. Will the Adjustments to the Life, Health & Annuity Guaranty Association Model Act Assessment Base Reconciliation Exhibit (if required) be filed with 
the state of domicile and the NAIC by April 1? 

8. Will the Supplemental Investment Risks Interrogatories be filed by April 1? 

JUNE FILING

9. Will an audited financial report be filed by June 1? 

10. Will Accountant's Letter of Qualifications be filed with the state of domicile and electronically with the NAIC by June 1? 

AUGUST FILING

11. Will the regulator-only (non-public) Communication of Internal Control Related Matters Noted in Audit be filed with the state of domicile and 
electronically with the NAIC (as a regulator-only non-public document) by August 1? 

The following supplemental reports are required to be filed as part of your annual statement filing if your company is engaged in the type of business covered by the 
supplement.   However, in the event that your company does not transact the type of business for which the special report must be filed, your response of NO to the 
specific interrogatory will be accepted in lieu of filing a “NONE” report and a bar code will be printed below.  If the supplement is required of your company but is not being 
filed for whatever reason enter SEE EXPLANATION and provide an explanation following the interrogatory questions.

MARCH FILING

12. Will Schedule SIS (Stockholder Information Supplement) be filed with the state of domicile by March 1? 

13. Will the Medicare Supplement Insurance Experience Exhibit be filed with the state of domicile and the NAIC by March 1? 

14. Will the Trusteed Surplus Statement be filed with the state of domicile and the NAIC by March 1? 

15. Will the actuarial opinion on participating and non-participating policies as required in Interrogatories 1 and 2 to Exhibit 5 be filed with the state of 
domicile and electronically with the NAIC by March 1? 

16. Will the actuarial opinion on non-guaranteed elements as required in interrogatory #3 to Exhibit 5 be filed with the state of domicile and electronically 
with the NAIC by March 1? 

17. Will the actuarial opinion on X-Factors be filed with the state of domicile and electronically with the NAIC by March 1? 

18. Will the actuarial opinion on Separate Accounts Funding Guaranteed Minimum Benefit be filed with the state of domicile and electronically with the 
NAIC by March 1? 

19. Will the actuarial opinion on Synthetic Guaranteed Investment Contracts be filed with the state of domicile and electronically with the NAIC by
March 1? 

20. Will the Reasonableness of Assumptions Certification required by Actuarial Guideline XXXV be filed with the state of domicile and electronically with the 
NAIC by March 1? 

21. Will the Reasonableness and Consistency of Assumptions Certification required by Actuarial Guideline XXXV be filed with the state of domicile and 
electronically with the NAIC by March 1? 

22. Will the Reasonableness of Assumptions Certification for Implied Guaranteed Rate Method required by Actuarial Guideline XXXVI be filed with the 
state of domicile and electronically with the NAIC by March 1? 

23. Will the Reasonableness and Consistency of Assumptions Certification required by Actuarial Guideline XXXVI (Updated Average Market Value) be 
filed with the state of domicile and electronically with the NAIC by March 1? 

24. Will the Reasonableness and Consistency of Assumptions Certification required by Actuarial Guideline XXXVI (Updated Market Value) be filed with the 
state of domicile and electronically with the NAIC by March 1? 

25. Will the Risk-based Capital Report Credit for Long Horizon Equity Investment Supplement Exhibits be filed with the state of domicile 
and with the NAIC by March 1?

26. Will the Actuarial Certification related to Risk-based Capital Credit for Long Horizon Equity Investments be filed with the state of domicile 
and with the NAIC by March 1?

27. Will the Management Certification related to Risk-based Capital Credit for Long Horizon Equity Investments be filed with the state of domicile 
and with the NAIC by March 1?

28. Will the C-3 RBC Certifications required under C-3 Phase I be filed with the state of domicile and electronically with the NAIC by March 1? 

29. Will the C-3 RBC Certifications required under C-3 Phase II be filed with the state of domicile and electronically with the NAIC by March 1?

 54

             APPENDIX A
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APPENDIX B 

Additional RBC Instructions 

 

Appendix 3 — RBC recognizing Credit for Long Horizon Equity Investments ("the Credit") 

This appendix is applicable for all companies who recognize the credit for Long 
Horizon Equity Investments. 

The risk-based capital submission is to be accompanied by a statement from the Appointed 
Actuary certifying that in his or her opinion the Assets Eligible to receive the Credit for Long 
Horizon Equity Investments meet 1) the fixed Cash Flow requirement that such equity assets 
are held to fund fixed policyholder obligations that are not subject to disintermediation risk, 
2) the ALM requirement that policyholder obligations maturing no earlier than 7 years are 
cash matched with fixed income assets and 3) the long horizon requirement that such equity 
assets are held to fund policyholder obligations at least 7 years in the future. In addition, the 
certification includes that the assumptions used are not unreasonable for the products and 
assets analyzed. The certification includes an attached Cash Flow Report demonstrating 
compliance. 

The risk-based capital submission is to be accompanied by a statement from management 
certifying the company's intent and ability to execute the Long Horizon Equity Investments 
strategy as demonstrated in the Cash Flow Report, meet concentrations limits, segment such 
equity assets to be clearly identified in books and records of the company, and other 
guardrails identified. 

Outlined in Section 0 through 4 are the calculations required for the Credit. 

Section 0: 
• The risk-based capital submission is to be accompanied by a calculation of the RBC 

ratio without recognition of the Credit 

Section 1: Identification of amounts related to Eligible Assets 
• The amount of Eligible Assets is disclosed in the Supplemental Footnote 32.G. The 

assets identified for which the Credit may be applicable is segmented into a specific 
portfolio clearly identifiable in the company's books and records. The assets 
applicable, Credit Eligible Assets, are prorated to equal the maximum of the value in 
Supplemental Footnote 32.G and the amount of assets in the specified portfolio 

• Credit Eligible Assets are identified and the balance is disclosed and certified by the 
Appointed Actuary 

• Realized and unrealized investment returns for the Credit Eligible Assets as presented 
in the company's Annual Statement (See Illustrative Example) for current year and 
prior 7 years 

• Adjustment to TAC (TAC Amortization Basis) and RBC (Equity Statement Value 
Adjustment) developed from the realized and unrealized returns. TAC is presented 
after tax. RBC is presented as adjusted carrying value. 
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Section 2: TAC after Amortization Adjustment 
• The annual after-tax returns as reported in the company's annual statement for 

the Credit Eligible Assets is amortized straight line over 7 years commencing in the 
current year. (See illustrative example.) Adjustment is recorded to the RBC blanks. 
 

Section 3: RBC after Amortization Adjustment and Credit for Long Horizon Equity Investments 
• Development of a statement value of the Credit Eligible Assets as reported in the 

company's annual statement is amortized straight line over 7 years commencing in 
the current year. (See illustrative example.) 

• The Credit is developed in 2 stages. First, the credit is calculated for the Amortization 
adjustment. Second, the credit is calculated for the carrying value, after tax. Total 
credit is the sum of the 2 stages. Lastly, RBC after the Credit is calculated using the 
RBC formula. The adjustment recorded to the blank is calculated as the difference 
between the RBC before the Credit and the RBC after the Credit. (See the illustrative 
example) 

Section 4: RBC ratio with recognition of Credit for Long Horizon Equity Investments 
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SECTION 1 

 

32.G Analysis of Immediate Annuity Reserve and Deposit-type Liabilities not subject to 

discretionary withdrawal  

Includes net liabilities with and without life contingencies as of December 31: 

 

  General Account 

(1) Net liabilities related to assets receiving Credit 

for Long Horizon Equity Investments 

XXX 

(2) Net liabilities related to assets not receiving 

credit for Long Horizon Equity Investments 

XXX 

(3) Total (net) XXX 
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Section 1:  Illustrative Example
EQUITY AMORTIZATION ITEMS

Schedule BA Assets ‐‐ Unaffiliated Joint Venture Common Stock

Amortization Item Source Schedule Line Column* 2018 2019 2020 2021 2022 2023 2024 2025
Change in URCGL (P‐T) ‐‐ JV C/S Unaffiliated Sched BA Pt 1  1599999 13 (in part) 100         (200)  75  (150)  50  50           50           50          
Forex (P‐T) ‐‐ JV C/S Unaffiliated Sched BA Pt 1  1599999 17 (in part) ‐               ‐               ‐               ‐               ‐               ‐               ‐               ‐              
Change in URCGL (P‐T) ‐‐ JV C/S Unaffiliated Sched BA Pt 3 1599999 9 (in part) ‐               ‐               ‐               ‐               ‐               ‐               ‐               ‐              

(1)  Total Change in URCGL (P‐T) ‐‐ JV C/S Unaffiliated 100         (200)  75  (150)  50  50           50           50          

Investment Income (P‐T) ‐‐ JV C/S Unaffiliated Sched BA Pt 1  1599999 18 (in part) 25           25           25  25           25  25           25           25          
Investment Income (P‐T) ‐‐ JV C/S Unaffiliated Sched BA Pt 3 1599999 20 (in part) ‐               ‐               ‐               ‐               ‐               ‐               ‐               ‐              

(2)  Total Investment Income (P‐T) ‐‐ JV C/S Unaffiliated 25           25           25           25           25           25           25           25          

OTTI (P‐T) ‐‐ JV C/S Unaffiliated (code as negative) Sched BA Pt 1  1599999 15 (in part) ‐               ‐               ‐               ‐               ‐               ‐               ‐               ‐              
OTTI (P‐T) ‐‐ JV C/S Unaffiliated (code as negative) Sched BA Pt 3 1599999 11 (in part) ‐               ‐               ‐               ‐               ‐               ‐               ‐               ‐              
RCGL (P‐T) ‐‐ JV C/S Unaffiliated Sched BA Pt 3 1599999 19 (in part) 25           (50)  25  25           (25)  50  ‐               25          

(3)  Total RCGL (P‐T) ‐‐ JV C/S Unaffiliated 25           (50)  25  25           (25)  50  ‐               25          

Schedule D Assets ‐‐ Unaffiliated Common Stock

Amortization Item Source Schedule Line Column
(4)  RCGL (A‐T), General Account ‐‐ C/S AVR 2 4 (in part) ‐          ‐          ‐          ‐          ‐          ‐          ‐          ‐         
(5)  URCGL (A‐T), General Account ‐‐ C/S AVR 4 4 (in part) 50           (100)  50  (50)  50  ‐          100         ‐         

Total Sched D C/S 50           (100)  50  (50)  50  ‐          100         ‐         

TAC AMORTIZATION BASIS (After‐tax) = [(1)+(2)+(3)]*(1‐t)+(4)+(5) 169         (278)  149  (129)  90  99           159         79          

EQUITY STATEMENT VALUE ADJ (Income and RCGL reinvested after tax; URCGL pre‐tax) = [(2)+(3)]*(1‐t)+(1) +(4) +(5)/(1‐t) 203         (346)  178  (174)  113  109         196         90          

* Only eligible assets to be included in this schedule (not necessarily all common stock items from schedules BA and D)
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Section 2: TAC after Amortization Adjustment

Year Amortization Year
2025 1 2 3 4 5 6 7 8 9 10 11 12 13 14

Equity Gain/ 
(Loss) on 
Eligible Assets 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031

Year of Gain/ Loss on Eligible Assets 2018 169  144    120    96       72       48       24       ‐    
2019 (278)  (238)  (198)   (159)   (119)   (79)     (40)     ‐    
2020 149  128    106    85       64       43       21       ‐    
2021 (129)  (111)   (92) (74)     (55)     (37)     (18) ‐
2022 90  77       64       51       38       26  13       ‐    
2023 99  85       71       56       42  28       14       ‐    
2024 159  137    114    91  68       46       23       ‐    
2025 79  68       56  45       34       23       11       ‐    

Total Equity Gain/Loss TAC Adjustment 144    (118)   25       (91)     (1) 83  206    261    197    154    93       45       11       ‐    

Equity Gain/Loss Adjustment to TAC (261) Code in newly created line 11.1 of LR033
TAC  after equity gain/loss adjustment 3,339 Should tie to LR033, Line 12
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Section 3: RBC after Amortization Adjustment and Credit for Long Horizon Equity Investments

Year Amortization Year
2025 1 2 3 4 5 6 7 8 9 10 11 12 13 14

Equity S.V Adj. 
from Gain/ 
(Loss) 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031

Equity Statement Value Adjustment from Gain/Loss 2018 203  174    145    116    87       58       29       ‐    
2019 (346)  (297)  (247)   (198)   (148)   (99)     (49)     ‐    
2020 178  152    127    102    76       51       25       ‐    
2021 (174)                   (149)   (124)   (99)  (74)     (50)     (25)  ‐ 
2022 113  97       81       65       49       32  16       ‐    
2023 109  94       78       62       47  31       16       ‐    
2024 196  168    140    112  84       56       28       ‐    
2025 90  77       64  51       38       26       13       ‐    

Equity Statement Value Adjustment 174    (152)  21       (133)  (16)  81       238    304    230    183    110    54       13       ‐    

Development of RBC Amortization Adjustment
Equity Statement Value Amortization Adjustment (304)    
RBC Charge net of Equity Credit (P‐T) 15% 30% base equity charge less assumed 15% credit
Pre‐tax C1cs Amortization Adjustment (46)       
After‐tax C1cs Amortization Adjustment (36)       

Development of the Equity Charge Credit
Sched D Common Stock Eligible for Credit 1,000   Schedule D Part 2 Section 2, Lines 9099999 and 9299999 (in part)
Sched BA Common Stock Eligible for Credit 2,000   Schedule BA Part 1 Section 2, Line 1599999 (in part)
Total Common Stock Eligible for Credit 3,000  
Pre‐tax C1cs Credit % 15% Assumed to be 50% of the pre‐tax base charge
Pre‐tax C1cs Credit $ (450)  Eligible Equity Assets*Equity Credit %
After‐tax C1cs Credit $ (356)  Pre‐tax C1cs Credit * (1‐tax rate)

Total C1cs Amortization Adjustment and Credit (391)    

RBC w/ C1cs Adjustment after covariance, before Op Risk 880       C0+C4a+sqrt((C1cs+C3c+Total C1cs Amort Adj & Credit)^2+(C1o+C3a)^2+C2^2+C3b^2+C4b^2)
Op Risk 16         max(3%*RBC before Op Risk ‐ C4a ‐ C4b,C4a + C4b)
RBC w/ Op Risk & C1‐cs Adjustnent 897       Should tie to LR031 Line 72

RBC Adjustment for Eligible Long Horizon Equities (324)  ‐‐‐‐> Code in LR031 line 71.1
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Development of the RBC Credit and TAC for Long Horizon Equity Investments 

Section 4: Adjusted RBC Ratio 

Adjusted TAC 3,339 

Adjusted RBC 897 

Adjusted RBC Ratio (CAL) 372% 
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CALCULATION OF AUTHORIZED CONTROL LEVEL RISK-BASED CAPITAL
(1)

RBC

Source Requirement

Asset Risk - Affiliated Amounts (C-0)

(1) Affiliated US Property-Casualty Insurers Directly Owned LR042 Summary for Affiliated Investments Column (4) Line (1)

(2) Affiliated US Life Insurers Directly Owned LR042 Summary for Affiliated Investments Column (4) Line (2)

(3) Affiliated US Health Insurers Directly and Indirectly Owned LR042 Summary for Affiliated Investments Column (4) Line (3)

(4) Affiliated US Property-Casualty Insurers Indirectly Owned LR042 Summary for Affiliated Investments Column (4) Line (4)

(5) Affiliated US Life Insurers Indirectly Owned LR042 Summary for Affiliated Investments Column (4) Line (5)

(6) Affiliated Alien Life Insurers - Canadian LR042 Summary for Affiliated Investments Column (4) Line (8)

(7) Affiliated Alien Life Insurers - All Others LR042 Summary for Affiliated Investments Column (4) Line (9)

(8) Off-Balance Sheet and Other Items LR017 Off-Balance Sheet and Other Items Column (5) Line (34)

(9) Total (C-0) - Pre-Tax

(10) (C-0) Tax Effect
(11) Net (C-0) - Post-Tax

Asset Risk – Unaffiliated Common Stock  and Affiliated Non-Insurance Stock (C-1cs)

(12) Schedule D Unaffiliated Common Stock

(13) Schedule BA Unaffiliated Common Stock

(14) Schedule BA Affiliated Common Stock - C-1cs

(15) Common Stock Concentration Factor

(16) Affiliated Preferred Stock and Common Stock - Holding Company in Excess of

Indirect Subsidiaries

(17) Affiliated Preferred Stock and Common Stock - All Other

(18) Total (C-1cs) - Pre-Tax

(19) (C-1cs) Tax Effect
(20) Net (C-1cs)  - Post-Tax

Asset Risk - All Other (C-1o)

(21) Bonds after Size Factor

(22) Mortgages (including past due and unpaid taxes)

(23) Unaffiliated Preferred Stock Including Hybrids

(24) Affiliated Preferred Stock and Common Stock - Investment Subsidiaries

(25) Affiliated Preferred Stock and Common Stock - Parent

(26) Affiliated Preferred Stock and Common Stock - Property and Casualty Insurers not

Sum of Lines (1) through (8)
LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (120) 
Line (9) - Line (10)

LR005 Unaffiliated Common Stock Column (5) Line (29) + LR018 Off-Balance 

Sheet Collateral Column (3) Line (16)

LR008 Other Long-Term Assets Column (5) line (47)

LR008 Other Long-Term Assets Column (5) line (49.2)

LR011 Common Stock Concentration Factor Column (6) Line (6)

LR042 Summary for Affiliated Investments Column (4) Line (7)

LR042 Summary for Affiliated Investments Column (4) Line (13)
Sum of Lines (12) through (17)
LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (132) 
Line (18) - Line (19)

LR002 Bonds Column (2) Line (27) + LR018 Off-Balance Sheet Collateral 

Column (3) Line (8)

LR004 Mortgages Column (6) Line (31)

LR005 Unaffiliated Preferred and Common Stock Column (5) Line (18) + 

LR018 Off-Balance Sheet Collateral Column (3) Line (15)

LR042 Summary for Affiliated Investments Column (4) Line (6)

LR042 Summary for Affiliated Investments Column (4) Line (10)

LR042 Summary for Affiliated Investments Column (4) Line (11)

Subject to Risk-Based Capital

(27) Affiliated Preferred Stock and Common Stock - Life Insurers not Subject to Risk-Based LR042 Summary for Affiliated Investments Column (4) Line (12)

Capital

(28) Affiliated Preferred Stock and Common Stock - Publicly Traded Insurers Held at LR042 Summary for Affiliated Investments Column (4) Line (14)

Fair Value (excess of statement value over book value)

(29) Separate Accounts with Guarantees LR006 Separate Accounts Column (3) Line (7)

 Denotes items that must be manually entered on the filing software.

APPENDIX C
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CALCULATION OF AUTHORIZED CONTROL LEVEL RISK-BASED CAPITAL (CONTINUED)

(1)

RBC

Source Requirement

(30) Synthetic GIC's (C-1o) LR006 Separate Accounts Column (3) Line (8)

(31) Surplus in Non-Guaranteed Separate Accounts LR006 Separate Accounts Column (3) Line (13)

(32) Real Estate (gross of encumbrances) LR007 Real Estate Column (3) Line (13)

(33) Schedule BA Real Estate (gross of encumbrances) LR007 Real Estate Column (3) Line (25)

(34) Other Long-Term Assets LR008 Other Long-Term Assets Column (5) Line (56) + LR018 Off-Balance Sheet 

Collateral Column (3) Line (17) + Line (18)

(35) Schedule BA Mortgages LR009 Schedule BA Mortgages Column (6) Line (23)

(36) Concentration Factor LR010 Asset Concentration Factor Column (6) Line (68) Grand Total Page

(37) Miscellaneous LR012 Miscellaneous Assets Column (2) Line (21)

(38) Replication Transactions and Mandatory Convertible Securities LR013 Replication (Synthetic Asset) Transactions and Mandatory 

Convertible Securities Column (7) Line (9999999)

(39) Reinsurance LR016 Reinsurance Column (4) Line (17)

(40) Total (C-1o) - Pre-Tax Sum of Lines (21) through (39)

(41) (C-1o) Tax Effect LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (109)
(42) Net (C-1o) - Post-Tax Line (40) - Line (41)

Insurance Risk (C-2)

(43) Individual and Industrial Life Insurance LR025 Life Insurance Column (2) Line (8)

(44) Group and Credit Life Insurance and FEGI/SGLI LR025 Life Insurance Column (2) Lines (20) and (21)

(45) Total Health Insurance LR024 Health Claim Reserves Column (4) Line (18)

(46) Premium Stabilization Reserve Credit LR026 Premium Stabilization Reserves Column (2) Line (10)

(47) Total (C-2) - Pre-Tax Sum of Lines (43) through (46)

(48) (C-2) Tax Effect LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (139)
(49) Net (C-2) - Post-Tax Line (47) - Line (48)

Interest Rate Risk (C-3a)

(50) Total Interest Rate Risk - Pre-Tax LR027 Interest Rate Risk Column (3) Line (36)

(51) (C-3a) Tax Effect LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (140)
(52) Net (C-3a) - Post-Tax Line (50) - Line (51)

Health Credit Risk (C-3b)

(53) Total Health Credit Risk - Pre-Tax LR028 Health Credit Risk Column (2) Line (7)

(54) (C-3b) Tax Effect LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (141)
(55) Net (C-3b) - Post-Tax Line (53) - Line (54)

Market Risk (C-3c)

(56) Total Market Risk - Pre-Tax LR027 Interest Rate Risk Column (3) Line (37)

(57) (C-3c) Tax Effect LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (142)
(58) Net (C-3c) - Post-Tax Line (56) - Line (57)

 Denotes items that must be manually entered on the filing software.

APPENDIX C
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CALCULATION OF AUTHORIZED CONTROL LEVEL RISK-BASED CAPITAL (CONTINUED)

(1)

RBC

Source Requirement

Business Risk (C-4a)

(59) Premium Component

(60) Liability Component

(61) Subtotal Business Risk (C-4a) - Pre-Tax

(62) (C-4a) Tax Effect

(63) Net (C-4a) - Post-Tax

Business Risk (C-4b)

(64) Health Administrative Expense Component of Business Risk (C-4b) - Pre-Tax

(65) (C-4b) Tax Effect

(66) Net (C-4b) - Post-Tax

Total Risk-Based Capital After Covariance Before Basic Operational Risk
(67) C-0 + C-4a + Square Root of [(C-1o + C-3a)² + (C-1cs + C-3c)² + (C-2)²  + (C-3b)²

+  (C-4b)²]

(68) Gross Basic Operational Risk

(69) C-4a of U.S. Life Insurance Subsidiaries
(70) Net Basic Operational Risk

(71) Primary Security Shortfall Calculated in Accordance With Actuarial Guideline XLVIII 
Multiplied by 2 

(72) Total Risk-Based Capital After Covariance (Including Basic Operational Risk and Primary Security Shortfall multiplied by 
2) Authorized Control Level Risk-Based Capital (After Covariance Adjustment and Shortfall)

(73) Total Risk-Based Capital After Covariance Times Fifty Percent

Tax Sensitivity Test

(74) Tax Sensitivity Test: Total Risk-Based Capital After Covariance

(75) Tax Sensitivity Test: Authorized Control Level Risk-Based Capital

 Denotes items that must be manually entered on the filing software.

(71.1)  RBC credit for eligible long horizon equities Company records:
Line (67) + Line (70) + Line (71) 
Line (72) x 0.50

L(9)+L(61) + Square Root of [(L(40) + L(50))² + (L(18) + L(56))² + L(47)²  + L(53)² 

+ L(64)²]

Line (74) x 0.50

LR029 Business Risk Column (2) Lines (12) + (24) + (36)
LR029 Business Risk Column (2) Line (39)
Lines (59) + (60) 
LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (143) 
Line (61) - Line (62)

LR029 Business Risk Column (2) Line (57)
LR030 Calculation of Tax Effect for Life Risk-Based Capital Column (2) Line (144) 
Line (64) - Line (65)

REPORT AMOUNT ON PARENT COMPANY'S RBC IF APPLICABLE

L(11)+L(63) + Square Root of [(L(42) + L(52))² + (L(20) + L(58))² + L(49)²  + L(55)² 

+ L(66)²]

0.03 x L(67)

Company records:
Line (68) - (Line (63) + Line (69))  (Not less than zero)

LR036 XXX/AXXX Reinsurance Primary Security Shortfall by Cession Column (7) Line (9999999) 
Multiplied by 2

+ Line (71.1)

APPENDIX C
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CALCULATION OF TOTAL ADJUSTED CAPITAL

(Including Total Adjusted Capital Tax Sensitivity Test)

(1) (2)

Annual Statement Source Statement Value Factor Adjusted Capital

Company Amounts

(1) Capital and Surplus X 1.000 =

(2) Asset Valuation Reserve X 1.000 =

(3) Dividends Apportioned for Payment X 0.500 =

(4) Dividends Not Yet Apportioned X 0.500 =

(5) Hedging Fair Value Adjustment X -1.000 =

Life Subsidiary Company Amounts†

(6) Asset Valuation Reserve X 1.000 =

(7) Dividend Liability X 0.500 =

Property and Casualty and Other Non-U.S. Affiliated Amounts

(8) Non-Tabular discount and/or Alien Insurance Subsidiaries: Other X 1.000 =

(9) Total Adjusted Capital Before Capital Notes

Credit for Capital Notes

(10.1) Surplus Notes

(10.2) Limitation on Capital Notes

(10.3) Capital Notes Before Limitation

(10.4) Credit for Capital Notes

X -1.000  =

X 1.000  =

X -1.000  =

X 1.000  =

Ex DTA ACL RBC Ratio Sensitivity Test
(18) Deferred Tax Asset-Company Amounts X 1.000  =

(19) Total Adjusted Capital Less Deferred Tax Asset Amounts

(20) Authorized Control Level RBC X 1.000  =

(21) Ex DTA ACL RBC Ratio 0.000%

ACA Fee RBC Ratio Sensitivity Test

(22) ACA Fee (Data Year Amount to be Paid in the Fee Year) X 1.000  =
(23) Total Adjusted Capital Less ACA Fee

(24) Authorized Control Level RBC 
(25) ACA Fee RBC Ratio 0.000%

† Including subsidiaries owned by holding companies.
‡ Multiply statement value by percent of ownership.
§ The portion of the AVR that can be counted as capital is Iimited to the amount not utilized in asset adequacy testing in support of the Actuarial Opinion for reserves.

 Denotes items that must be manually entered on the filing software.

(11) XXX/AXXX Reinsurance RBC Shortfall 
(11.1) Adjustment for eligible long horizon equities

(12) Total Adjusted Capital  

Tax Sensitivity Test

Company Amounts

(13) Deferred Tax Asset (DTA) Value

(14) Deferred Tax Liability (DTL) Value 

Subsidiary Amounts

(15) Deferred Tax Asset (DTA) Value

(16) Deferred Tax Liability (DTL) Value

(17) Tax Sensitivity Test: Total Adjusted Capital 

Page 3 Column 1 Line 38

Page 3 Column 1 Line 24.01   §

Page 3 Column 1 Line 6.1, in part

Page 3 Column 1 Line 6.2, in part

Company Records

Subsidiaries' Annual Statement Page 3 Column 1 Line 24.01‡  §

Subsidiaries' Annual Statement Page 3 Column 1 Line 6.1 + Line 6.2‡

Included in Subsidiaries' Annual Statement Page 3 Column 1 Line 1 + 3‡

and/or Schedule D Part 6, Section 1 Column 8 Line 0599999 and 

Line 1499999, in part

Sum of Lines (1) through (7) less Line (8)

Page 3 Column 1 Line 32

0.5 x [Line (9) - Line (10.1)] - Line (10.1), but not less than 0

LR032 Capital Notes Before Limitation Column (4) Line (18)

Lesser of Column (1) Line (10.2) or Line (10.3)

LR037 XXX/AXXX Captive Reinsurance Consolidated Exhibit Column (10) Line (10) 
Company records
Line (9) + Line (10.4) - Line (11) + Line (11.1)

Page 2 Column 3 Line 18.2 

Page 3 Column 1 Line 15.2 

Company Records

Company Records

Line (12)+(13)+(14)+(15)+(16)

Page 2 Column 3 Line 18.2 

Line (12) less Line (18) 

LR034 Risk-Based Capital Level of Action Line (4) 

Line (19) / Line (20) 

Note 22B
Line (12) less Line (22)

LR034 Risk-Based Capital Level of Action Line (4) 
Line (23) / Line (24) 

APPENDIX C

15



Proprietary and Confidential                                                                                                 For Discussion Purposes Only

June 2019

Risk-Based Capital Requirements

for Long Horizon Equity Investments

Appendix D

16



Executive Summary

▪ Differentiation of equity C-1 charges by investment horizon would benefit consumers of long term insurance products such as immediate 
annuities and structured settlements

▪ Equity C-1 charges are currently calibrated to short-term market volatility, or “drawdown risk”

▪ Over long horizons, the primary investment risk is insufficiency of return, or “shortfall risk”

▪ Both are solvency risks to the insurer, and an ideal framework would appropriately balance them

▪ Instead, insurers are incentivized not to use equity-oriented strategies that could benefit consumers

▪ Stocks demonstrate high drawdown risk but low shortfall risk

▪ Over short periods, stock prices are sensitive to fluctuations in earnings growth and changes in investor risk appetite

▪ Over the long run, stocks benefit from economic expansion and compounding of higher returns

▪ They generate higher long run returns than bonds - with lower risk

▪ Stocks held to short horizons deserve high C-1 charges, but stocks held to long horizons deserve lower charges

▪ We propose that equity C-1 charges be reduced by half when held for at least seven years to back illiquid annuity cash flows

▪ A starting point is the 2013 study addressed to the Investments RBC Working Group entitled “Life Insurer C-1 Asset Risk-Based Capital 
Requirement – Common Stock” (2013 C-1 Study), which used a 2 year horizon, quarterly periodicity, and a low watermark methodology

▪ Under longer holding periods, extension of the same analysis suggests that 15% is a prudent, conservative charge

▪ Reduced charges can be implemented via “time diversification” credits applied under certain conditions

▪ We recommend common sense guardrails to appropriately limit the application of time diversification credits

1. Long Horizon Requirement – equities must back reserves held for seven years or more

2. Fixed Cash Flows Requirement – reserves must not be subject to discretionary withdrawals, which could shorten the time horizon

3. ALM Strategy Requirement – an effective strategy must be in place to mitigate short term liquidity risk 

4. Actuarial Certification and Supporting Memorandum – Appointed Actuary required to provide documentation and transparency

5. Segmentation Requirement – equities receiving the credit must be held in separate, designated portfolios 

6. Capitalization Ratio Amortization – equity-related volatility amortized over seven years to align with the longer C-1 horizon, with 
protections in place to ensure that amortization is applied only to investments consistently managed to a long horizon 

In this presentation, the terms “stocks” and “equities” generally refer to (1) Schedule D Unaffiliated Common Stock & Mutual Funds and (2) Schedule BA Unaffiliated Joint 
Venture Interests – Common Stock 17



The Changing Environment

▪ One of the largest challenges facing investors today is the secular decline in fixed income yields (see chart below)

▪ In response, some investors are reaching for yield in ways that increase long-term systemic and performance risk

▪ At the same time, society is changing in ways that exacerbate the low yield challenge

▪ Baby boomers are retiring at an increasing rate, but the number of workers covered by defined pension plans is declining, shifting 
responsibility to individuals to source long-term retirement payouts

▪ Non-financial companies with large pension obligations are searching for management alternatives, so that they can focus on 
growing their core businesses

▪ Insurance companies have the resources, tools, and expertise to play a key role in helping society to meet these challenges

▪ Analytical capabilities have advanced significantly; both companies and regulators have access to greater and deeper analytics 

▪ Used prudently, equity investments can be a transparent and effective component of the overall solution

▪ We start today’s discussion by highlighting two important forces that shape investment performance - each related to the horizon
targeted by the investor
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▪ The first important force is diversification, which is often discussed in the “cross-sectional” context of a single time period

▪ Within that period, some investments “zig” while others “zag”

▪ Winners and losers partially offset, smoothing the ups and downs of the portfolio in aggregate

▪ The chart at lower left shows how the standard deviation of portfolio returns decreases as stocks are added; similar concepts apply 
to asset classes, sectors, and geographies

▪ Diversification benefits are greatest when investments are negatively correlated (for example, Treasury bonds and stocks)

▪ For a long-term investor, the impact of time diversification is equally dramatic

▪ In some periods the portfolio “zigs” while in others it “zags”

▪ Winning and losing periods partially offset, smoothing portfolio performance through time

▪ The chart at lower right shows how the standard deviation of portfolio returns declines as time periods are added to the horizon

▪ Diversification across time periods is especially powerful because we observe negative correlations; “up” markets are often 
followed by “down” markets, and vice versa

▪ Single period risk frameworks are commonly used by regulators, rating agencies, and portfolio managers operating in “Value-at-Risk” mode

▪ These frameworks typically capture cross-sectional diversification, but are not designed to incorporate time diversification

The Power of Diversification

Analysis on this and all subsequent pages performed by Allstate Investments; underlying data is sourced from Bloomberg, Barclays, St. Louis Federal Reserve, and other data vendors
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▪ A second important force is the compounding of returns

▪ This is the exponential portfolio growth made possible by the opportunity to earn interest on interest (or returns on top of returns) 

▪ The chart below tracks expectations for the growth of $100 over a fifty year period

▪ Stocks are modeled using historical returns of 9%; Treasury bonds are modeled using historical returns of 5%

▪ The 4% “single period” difference between these returns amounts to just $4 in the first year, and stock performance is slow to 
differentiate itself from that of bonds

▪ Through time, these incremental returns build upon themselves; the snow becomes a snowball, and the snowball becomes an 
avalanche

▪ Over a fifty year period, the expected wealth of a stock investor compounds to a total 6.5 times higher than that of a bond investor

The Power of Compounding

$7,436

$1,147

4

The Power of Compounding – Expected Growth of $100 over Fifty Years
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▪ On a short-term, one year basis, an investor faces a difficult choice – the selection of a “risk appetite”

▪ Stocks offer higher expected returns than bonds – an additional 4% per year over the long-run

▪ However, stocks also involve larger potential short-term losses – an additional 27% at the 99th percentile shown below

▪ We tend to frame this problem as a tradeoff – does the investor want the higher returns of stocks, or the relative safety of bonds?

▪ To a short-term investor, risk in the stock market may seem outsized relative to the modest incremental expected reward

▪ On a long-term basis, time diversification and compounding join forces to eliminate this tradeoff 

▪ Due to compounding, stocks offer significantly higher expected returns

▪ Due to time diversification, stocks outperform even in tail outcomes

▪ As the investor’s horizon extends, the notion of a “risk and return tradeoff” is turned on its head

▪ Stocks are risky over short horizons; over long horizons it is risky not to own them

▪ Bonds are safe over short horizons; over long horizons they increase the “shortfall” risk of failing to meet objectives

Diversification and Compounding Change the Risk/Return Tradeoff

Mean Returns:
Treasuries: 5%

Stocks: 9%

Tail Risk is the 99th percentile outcome; Data since 1800

Tail Risk:
Treasuries: -8%

Stocks: -35%

Tail “Risk”:
Treasuries: +40%

Stocks: +105%

Mean Returns:
Treasuries: +170%

Stocks: +420%

One Year Returns for Stocks and Bonds
Twenty Year Returns for Stocks and Bonds
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Stocks for the Long-Run

▪ For these reasons, many long-term investors allocate significantly to stocks

▪ Such investors include pension plans, endowments, and individuals saving for retirement

▪ Analytical tools help design optimal investment strategies for various horizons

▪ As shown below (lower left), short horizon investors should favor bonds, while long horizon investors should favor stocks

▪ Some degree of asset class diversification – allocating to both stocks and bonds – is optimal at most horizons

▪ At a horizon of seven years, however, the probability of losing money in a diversified portfolio of stocks falls below 5% (lower right)

▪ At this horizon and beyond, the investor should be invested primarily in stocks

▪ Generally speaking, RBC C-1 charges are calibrated to short-term risk relevant to near term solvency with an added level of conservatism

▪ As a result, insurers implementing long-term investment strategies are encouraged to hold suboptimal portfolios - heavy on bonds
and light on stocks

▪ This diminishes expected investment performance, as well as the ability to meet long-term policyholder obligations

▪ In addition, it increases the sensitivity of the portfolio to an extended period of low interest rates (which characterizes the current 
environment)
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Low Watermark Return Full Period Calculation

Horizon-Based Risk and Capital

▪ The RBC framework includes cross-sectional diversification, and can be nuanced to incorporate the concept of time diversification

▪ Over short horizons, steep losses in equity markets have been observed, and capital charges should remain conservative

▪ The table below replicates and extends the 2013 C-1 Study; the recommended 30% charge is boxed, based on a 95th percentile 
outcome over a two year horizon and a quarterly low watermark methodology

▪ Over longer horizons of five to ten years, cumulative losses of 5% to 15% have been observed

▪ For horizons of five years and beyond, we do not use the low watermark methodology, which functions as a metric of short-term 
risk and would merely repeat the 3 year column

▪ In observing full period returns rather than low watermarks, we assume that the investor has other sources of liquidity available to 
satisfy short-term obligations

▪ The results suggest a range of 5% to 15% for intermediate to long-term capital charges for equity investments

▪ 5% is consistent with a five year horizon and the 95th percentile used in the 2013 C-1 Study

▪ 15% aligns with a ten year horizon and deeper tail risk (99th percentile)

▪ We have also analyzed foreign stock markets and longer time periods; results are similar

Horizon (Years)

Percentile 1* 2* 3* 5 7 10** 15 20

90 -14.1% -21.3% -27.9% +3.2% +25.5% +46.5% +150.8% +291.4%

92 -16.9% -25.2% -30.8% +1.3% +21.3% +41.4% +143.1% +269.0%

94 -19.4% -29.2% -34.0% -2.9% +17.2% +33.2% +133.7% +234.5%

95 -20.5% -30.5%** -36.0% -5.3% +15.6% +30.7% +127.9% +195.8%

96 -22.5% -33.5% -38.3% -7.2% +13.1% +21.9% +124.7% +155.9%

97 -24.4% -36.7% -39.7% -9.3% +9.5% +4.1% +120.7% +134.3%

99 -37.0% -43.9% -44.7% -12.8% -5.9% -13.0% +104.7% +72.7%

* One, two and three year horizons use a low watermark method on a quarterly basis
** Counterintuitively, there are times when seven year results look better than ten year results; this is partially due to the limited data set (50 years), as 
well as the fact that ten years can incorporate two market downturns, whereas seven year periods generally include just one

S&P 500 – Historical Tail Outcomes (Cumulative Total Returns) for the Period 1946 - 2012

30% charge validated 
and recommended by 

2013 C-1 Study

5 to 13% charges 
appropriate to a five 

year horizon or longer

15% is recommended
(and conservative)
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C-1 Proposal and Associated Guardrails

▪ We propose that equity C-1 charges be reduced by half when held for at least seven years to back illiquid annuity cash flows 

▪ Reduced charges can be implemented via “time diversification” credits applied under certain conditions

▪ The proposal specifically targets payout annuities (structured settlements and immediate annuities)

▪ These products feature fixed, long term payments, and are ideal vehicles for an equity-oriented investment strategy that benefits 
consumers

▪ We have worked with regulators to craft guardrails that ensure the credit is applied under appropriate circumstances

Guardrail Description / Rationale 

Long Horizon Requirement • Equities must back reserves held for seven years or more

Fixed Cash Flow Requirement • Reserves must not be subject to discretionary withdrawals which could shorten the time horizon

ALM Strategy Requirement • An effective strategy must be in place to mitigate short term liquidity risk 

Actuarial Certification & 
Supporting Memorandum

• Required to provide documentation and transparency into the C-1 credit and Capitalization Ratio adjustments

Segmentation • Require separation of long duration assets to enhance transparency

Capitalization Ratio 
Amortization 

• Adjust capital charges and Capitalization Ratio in consistent fashion
• Amortize the volatility associated with equities receiving the time diversification credit into the Capitalization Ratio 

over a seven year period
• Apply the amortization only to investments consistently managed to a long horizon, using a combination of formal 

rules and/or certifications

Time Diversification Credit - Criteria and Guardrails
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RBC 
Capitalization 

Ratio
=

Total Adjusted Capital (TAC)

=

(Surplus + AVR) Amortize equity return volatility 
over a seven year period

(includes realized & unrealized 
losses)Required Capital (RBC) Required Capital

Capitalization Ratio Modifications

▪ Framework consistency suggests that capital charges and Capitalization Ratio calculations be modernized together

▪ Stock investments are marked to market, but liability benefit reserves are held on a book value basis

▪ Surplus is generally shielded from equity volatility by the existence of AVR, which serves as a buffer

▪ The Capitalization Ratio is not shielded; available capital includes both Surplus and AVR, and is therefore subject to equity volatility

▪ Stock losses immediately diminish the Capitalization Ratio, providing a disincentive (in addition to high C-1 charges) that keeps insurers 
from holding optimal portfolios

▪ In cases where C-1 charges are updated to reflect a seven year holding period, it is consistent to amortize equity-related gains and losses 
over a similar horizon (for Capitalization Ratio calculations only)

▪ Amortization appropriately dampens the appearance of undercapitalization in downturns and excess capitalization in bull markets

▪ It would benefit insurers in falling markets, but would delay gains in rising markets

▪ Effectively, gains in rising markets would be “held back” to defray temporary losses in falling markets

▪ This would make short term equity volatility – and the low watermark used in the 2013 C-1 study – less important

▪ Amortization would be required for equity holdings receiving the time diversification credit

▪ Balance Sheet and Summary of Operations would remain unchanged

▪ TAC and RBC calculations would be modernized in unison to recognize the equity risk of long horizon equity investments

▪ Equity AVR calculations, and their effect on the Financial Statements, would be unchanged

▪ To the extent AVR is allocated to Asset Adequacy testing, such AVR would continue to be excluded from TAC

Capitalization Ratio Amortization 
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Amortization and Management Through the Cycle

▪ Amortization encourages prudent “savings” of gains

▪ Gains in positive markets are reflected gradually in the 
Ratio, delaying their availability for dividends

▪ This is depicted in the hypothetical scenario on the right, 
in which gains from two strong years are delayed, and 
ultimately help to offset a market correction in the third 
year

▪ Amortization of gains and losses within the Capitalization Ratio 
introduces time diversification in a manner consistent with the 
lower proposed C-1 charges

▪ In the Great Financial Crisis, a substantial negative year was 
followed by two years of strong recovery 

▪ Amortization of gains and losses stabilizes the Ratio, 
reflecting an intermediate horizon that aligns with 
investment strategy

▪ The amortization process does not make the framework oblivious 
to short term market events

▪ In an unusual scenario featuring a large equity market drop 
and no subsequent recovery, the initial losses steadily 
lower the Capitalization Ratio

▪ Over the seven year period, the Ratio fully converges to the 
economics of a no-recovery market shock
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Reporting Framework – Emphasis on Disclosure and Transparency

Document Wording

Blue Book Presentation

approach as Supplemental Exhibits and 
Certifications for companies opting for the 

credit

▪ New Supplemental Exhibits and Schedule Interrogatories

▪ Will the Risk-based Capital Report Credit for Long Horizon Equity Investment Supplement Exhibits be filed 
with the state of domicile and the with NAIC by March 1?

▪ Will the Actuarial Certification Related to Risk-based Capital Credit for Long Horizon Equity Investment be 
filed with the state of domicile and the NAIC by March 1?

▪ Will the Management Certification Related to Risk-based Capital Credit for Long Horizon Equity Investment 
be filed with the state of domicile and the NAIC by March 1?

Supporting Supplemental Exhibits

▪ New supplement to Note 32 showing amounts applicable to the credit

▪ Add new line 32.G.1 Liability related to Long Horizon Equity Investments C-1 Credit

▪ Form for Calculating Risk-Based Capital Credit for Long Horizon Equity Investments

▪ Demonstrate Total Adjusted Capital (TAC) and C-1 adjustments including the amortization of the change in 
realized and unrealized gains/losses associated with Long Horizon Equity Investments

RBC Blanks
▪ 15% Credit applied to schedule D common stock investments backing 32.G.1 liabilities (see above)

▪ 15% credit applied to Schedule BA equity investments backing 32.G.1 liabilities

Actuarial Certification

related to RBC Credit for Long Horizon 
Equity Investments

▪ Certification indicates that credit is taken on equity holdings that consistently meet the following requirements:

▪ Long Horizon Requirement

▪ Fixed Cash Flows Requirement

▪ ALM Strategy Requirement

▪ Includes evaluation and disclosure of the RBC ratio with and without the RBC Credit for Long Horizon Equity 
Investments

Management Certification

related to RBC Credit for Long Horizon 
Equity Investments

▪ Certification states management’s intent to hold portfolio equity exposure to back long duration annuity liabilities 
of the magnitude stated in 32.G.1 (and to be adjusted in the future for liability run-off)

▪ Confirms compliance with non-actuarial guardrails that may be established, such as concentration limits and 
segmentation of the Long Horizon Equity Investment portfolio

▪ Recommendation limits change for companies opting out of the credit, while providing disclosure and an audit trail for regulators

▪ For both industry and regulators, this framework is familiar and consistent, easily integrating into legacy processes

▪ It leverages regulatory frameworks, specifically the AG-43 documents, which accelerates understanding and acceptance
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