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2023 Summer National Meeting
Seattle, Washington

CAPTIAL ADEQUACY (E) TASK FORCE

Monday, August 14, 2023

12:30-1:30 p.m.

Hyatt Seattle Regency—Regency Ballroom B—Level 7
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Jon Godfread

Glen Mulready
Michael Wise
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Mike Kreidler
Nathan Houdek

1. Consider Adoption of its June 30, and April 28 Minutes—Tom Botsko (OH)

2. Consider Adoption of its Working Group Reports

A. Health Risk-Based Capital (E) Working Group—Steve Drutz (WA)
B. Risk-Based Capital (RBC) Investment Risk and Evaluation (E) Working

Group—Philip Barlow (DC)

C. Life Risk-Based Capital (E) Working Group—Philip Barlow (DC)
D. Property and Casualty Risk-Based Capital (E) Working Group

—Tom Botsko (OH)

3. Consider Adoption of its Working Agenda—Tom Botsko (OH)

4. Consider Exposure of its 2024 Proposed Charges—Tom Botsko (OH)
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Missouri
Montana
Nebraska

New Hampshire
New Jersey
North Carolina
North Dakota
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Texas
Washington
Wisconsin
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Attachment One
Attachment XX
Capital Adequacy (E) Task Force
8/14/23

Draft: 7/14/23

Capital Adequacy (E) Task Force
Virtual Meeting
June 30, 2022

The Capital Adequacy (E) Task Force met June 30, 2023. The following Task Force members participated: Judith L.
French, Chair, and Tom Botsko (OH); Grace Arnold, Vice Chair, represented by David Nelson (MN); Mark Fowler
represented by Charles Hale (AL); Ricardo Lara represented by Thomas Reedy (CA); Michael Conway represented
by Keith Warburton (CO); Andrew N. Mais represented by Wanchin Chou (CT); Karima M. Woods represented by
Philip Barlow (DC); Michael Yaworsky represented by Virginia Christy (FL); Doug Ommen represented by Mike
Yanacheak (lA); Dana Popish Severinghaus represented by Vincent Tsang (IL); Amy L. Beard represented by Roy
Eft (IN); Vicki Schmidt represented by Tish Becker (KS); Sharon P. Clark (KY); Kathleen A. Birrane represented by
Lynn Beckner (MD); Chlora Lindley-Myers (MO); Mike Causey represented by Jessica Price (NC); Jon Godfread
represented by Matt Fischer (ND); Eric Dunning represented by Lindsay Crawford (NE); Glen Mulready
represented by Andrew Schallhorn (OK); Cassie Brown represented by Jamie Walker (TX); Mike Kreidler
represented by Steve Drutz (WA); and Nathan Houdek (WI1).

1. Adopted Proposal 2023-02-P(MOD)

Botsko said proposal 2023-02-P(MOD) (Underwriting Risk Line 1 Factors) provides a routine annual update to the
Line 1 premium and reserve industry underwriting factors in the property/casualty (P/C) risk-based capital (RBC)
formula, which was adopted during the Task Force’s April 28 meeting. He also stated that the purpose of this
modification is to update the H/F, WC, and CMP reserve factors due to an incorrect calculation. The Property and
Casualty Risk-Based Capital (E) Working Group and the Catastrophe Risk (E) Subgroup conducted an e-vote to
adopt this proposal on June 16.

Chou made a motion, seconded by Drutz, to adopt proposal 2023-02-P(MOD) (Attachment XX). The motion passed
unanimously.

2. Adopted Proposals 2023-09-IRE and 2023-10-IRE

Barlow said the purpose of proposals 2023-09-IRE (Residual Factor for Life) and 2023-04-IRE (Residual Sensitivity
Test Factor for Life) is to apply RBC factors for residual tranches and sensitivity tests in the life RBC formula. He
stated that during the RBC Investment Risk and Evaluation (E) Working Group’s June 14 meeting, the Working
Group adopted: 1) the residual tranches factor of 30% for year-end 2023 and then 45% for year-end 2024 with
consideration of positive or negative adjustment based on additional information; and 2) the sensitivity factor of
15% for year-end 2023. He also indicated that both proposals passed unanimously in the Working Group’s last
meeting. Lastly, Botsko stated that these two proposals will only apply to the life formula. The Working Group will
evaluate the P/C and health formulas in the near future.

Barlow made a motion, seconded by Hemphill, to adopt proposals 2023-9-IRE (Attachment XX) and 2023-10-IRE
(Attachment XX). The motion passed unanimously.

3. Adopted the Generator of Economic Scenarios (E/A) Subgroup Charges

Barlow said the Life Risk-Based Capital (E) Working Group adopted the Generator of Economic Scenarios (E/A)
Subgroup charges during its June 22 meeting. He asked the Task Force to consider adoption of the proposed
charges.
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Attachment One
Attachment XX
Capital Adequacy (E) Task Force
--/--/23

Draft: 5/15/23

Capital Adequacy (E) Task Force
Virtual Meeting
April 28, 2022

The Capital Adequacy (E) Task Force met April 28, 2023. The following Task Force members participated: Judith L.
French, Chair, represented by Tom Botsko (OH); Grace Arnold, Vice Chair, represented by Fred Andersen (MN);
Lori K. Wing-Heier represented by David Phifer (AK); Mark Fowler represented by Charles Hale (AL); Ricardo Lara
represented by Thomas Reedy (CA); Michael Conway represented by Rolf Kaumann and Mitchell Bronson (CO);
Andrew N. Mais represented by Wanchin Chou and Jack Broccoli (CT); Karima M. Woods represented by Philip
Barlow (DC); Michael Yaworsky represented by Champa Whitaker Burns (FL); Doug Ommen represented by Carrie
Mears, Kevin Clark, Mike Yanacheak, and Kim Cross (IA); Dana Popish Severinghaus represented by Vincent Tsang
(IL); Amy L. Beard represented by Roy Eft (IN); Vicki Schmidt represented by Chut Tee (KS); Sharon P. Clark
represented by Russell Coy (KY); Kathleen A. Birrane represented by Lynn Beckner (MD); Chlora Lindley-Myers and
Julie Lederer (MO); Mike Causey represented by Jackie Obusek (NC); Jon Godfread represented by Matt Fischer
(ND); Eric Dunning represented by Andrea Johnson and Lindsay Crawford (NE); Marlene Caride represented by
David Wolf (NJ); Glen Mulready represented by Diane Carter (OK); Michael Wise represented by Thomas Baldwin,
Ryan Basnett, and Daniel Morris (SC); Cassie Brown represented by Amy Garcia, Miriam Fisk, Ludi Skinner, Dan
Paschal, Jamie Walker, and Rachel Hemphill (TX); Mike Kreidler represented by Steve Drutz (WA); and Nathan
Houdek, Michael Erdman, Adrian Jaramillo, and Amy Malm (WI1).

1. Adopted its Spring National Meeting Minutes

Chou made a motion, seconded by Eft, to adopt the Task Force’s March 23 (see NAIC Proceedings — Spring 2023,
Capital Adequacy (E) Task Force) and Feb. 3 (Attachment One) minutes. The motion passed unanimously.

2. Discussed the Current Turmoil in the Banking Sector

Ed Toy (Risk & Regulatory Consulting—RRC) provided an update on the problems in the banking sector. He noted
that there has not been any major negative news since the Spring National Meeting. While this provides a respite
to be able to assess what happened and why, the strong consensus among analysts is that there are fundamental
issues and that those issues still exist.

There is also a building consensus on where there are probable contagion concerns. Topping the list is the
commercial real estate market. There is concern about potential defaults in the bank mortgage portfolios given
several overlapping factors 1) more conservative lending practices by banks given the current turmoil; 2)
continuing softening of commercial real estate values; 3) higher officer vacancy rates; 4) higher interest rates,
which drive up cap rates for valuing properties; and 5) expiring commercial office leases. The continuing concerns
in the banking sector put downward pressure on equity values and bond valuations. This will have a near-term
impact on the valuations of insurer portfolios that have significant exposure to financial institutions. Typical bond
portfolios can range anywhere from 15%—-40% exposure to financial institutions.

However, it is not all bad news, as some mitigating factors have developed. The Federal Home Loan Banks (FHLBs)
have stepped up and provided some funding for banks that need liquidity. There has been a modest downtick in
interest rates (of about 50 basis points) since the end of 2022, slightly offsetting the significant increase in interest
rates in 2022. This should help a little with asset valuations. Botsko said the Task Force appreciates Toy continuing
to provide updates in upcoming meetings.
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Attachment Two

NAIC NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS

Virtual Meeting

HEALTH RISK-BASED CAPITAL (E) WORKING GROUP
July 25, 2023

Summary Report

The Health Risk-Based Capital (E) Working Group met July 25, 2023. During this meeting, the Working
Group:

1. Adopted its May 17 and April 17 minutes, which included the following action:

A. Adopted its Spring National Meeting minutes.

B. Referred proposal 2023-01-CA to the Capital Adequacy (E) Task Force for exposure.

C. Received an update from the American Academy of Actuaries (Academy) on the health care
receivables and H2-underwriting risk review projects.

D. Discussed pandemic risk.

E. Exposed the proposal on the health test language for a 45-day public comment period ending
June 30.

2. Adopted its 2023 health risk-based capital (RBC) newsletter.

3. Adopted its 2022 health RBC statistics report.

4. Exposed proposal 2023-11-H (XR014 Fee-for-Service & Other Risk Revenue-Medicare & Medicaid) for
a 30-day public comment period ending Aug. 24. The proposal was drafted to include Medicare and
Medicaid fee-for-service and other risk revenue amounts in Column (1), Lines (4) and (10) on pages

XR014 and XR013.

5. Received comments from the New York Department of Financial Services on the health test language
proposal. The Working Group referred the proposal to the Blanks (E) Working Group.

6. Received an update from the Academy on the health care receivables and H2-underwriting risk review
projects. The Working Group agreed to reach out to companies where there are questions related to
the reporting of health care receivables. The Working Group agreed to expose the Academy’s update
letter on the H2-underwriting risk review and work with the Academy to address the questions
provided in its letter.

7. Adopted its 2023 working agenda.

8. Received an update on the work being performed by the Excessive Growth Charge Ad Hoc group.

9. Discussed a way forward on evaluating pandemic risk in the health RBC formula.
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Attachment Two

NAIC NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS

Virtual Meeting

PROPERTY AND CASUALTY RISK-BASED CAPITAL (E) WORKING GROUP
July 27, 2023

Summary Report

The Property and Casualty Risk-Based Capital (E) Working Group met July 27, 2023. During this meeting,
the Subgroup:

1. Adopted its June 16 and April 24 minutes, which included the following action:

A. Adopted its Spring National Meeting minutes.

B. Adopted proposal 2023-02-P, which provided a routine annual update to the Line 1 premium and
reserve industry underwriting factors in the property/casualty (P/C) risk-based capital (RBC)
formula.

C. Adopted proposal 2023-02-P-MOD, which updated the H/F, WC, and CMP reserve factors due to
an incorrect calculation.

2. Adopted the report of the Catastrophe Risk (E) Subgroup. During its July 18 meeting, the Subgroup
took the following action:

Adopted its Spring National Meeting minutes.

Discussed its working agenda.

Received an update from its Catastrophe Model Technical Review Ad Hoc Group.

Discussed wildfire peril impact analysis.

Heard a presentation from Verisk on a severe convective storms model update and technical

review.

Discussed the flood insurance market.

mooOw>»

m

3. Adopted its 2023 newsletter for adopted proposals to the 2023 P/C RBC formula.
4. Discussed 2022 RBC statistics.
5. Discussed its working agenda.

6. Discussed the possibility of reviewing or analyzing the P/C RBC charges that have not been reviewed
since developed.

7. Heard an update on current P/C RBC projects from the American Academy of Actuaries (Academy).

© 2023 National Association of Insurance Commissioners 1



Priority 1 — High Priority

Priority 2 — Medium Priority

Priority 3 — Low Priority

CAPITAL ADEQUACY (E) TASK FORCE
WORKING AGENDA ITEMS FOR CALENDAR YEAR 2023

Attachment Three

2023 # Owner 2023 Expected Working Agenda Item Source Comments Date
Priority | Completion Added to
Date Agenda
Ongoing Items — Life RBC
L1 Life RBC | Ongoing Ongoing Make technical corrections to Life RBC instructions, blank and /or methods to provide
WG for consistent treatment among asset types and among the various components of
the RBC calculations for a single asset type.
L2 Life RBC 1 2023 or later | 1. Monitor the impact of the changes to the variable annuities reserve framework and CADTF Being addressed by the Variable
WG risk-based capital (RBC) calculation and determine if additional revisions need to be Annuities Capital and Reserve
made. (E/A) Subgroup
2. Develop and recommend appropriate changes including those to improve accuracy
and clarity of variable annuity (VA) capital and reserve requirements.
L3 Life RBC 1 2023 or later | Provide recommendations for the appropriate treatment of longevity risk transfers by New Jersey Being addressed by the
WG the rew-updated longevity factors and consider expanding the scope to include all Longevity (E/A) Subgroup
payout annuities.
L4 Life RBC 1 2023 or later | Monitor the economic scenario governance framework, review material economic Being addressed by the
WG scenario generator updates, key economic conditions and metrics, support the Generator of Economic
implementation of an economic scenario generator for use in statutory reserve and Scenarios (GOES) (E/A) Subgroup
capital calculations and develop and maintain acceptance criteria
Carryover Items Currently being Addressed — Life RBC
L4 Life RBC 1 2023 or later | Update the current C-3 Phase | or C-3 Phase || methodology to include indexed AAA
WG
L6LS Life RBC 1 2023 or later | Review companies at action levels, including previous years, to determine what
WG drivers of the events are and consider whether changes to the RBC statistics are
warranted.
L7L6 Life RBC 1 2023 or later | Work with the Academy on creating guidance for the adopted C-2 mortality
WG treatment for 20222023 and next steps-for2023.
2023 # Owner 2023 Expected Working Agenda ltem Source Comments Date
Priority | Completion Added to
Date Agenda
Ongoing Items —RBC IR & E
Carryover Items Currently being Addressed — RBC IR &E
IR1 RBC IRE 2 2023 or later | Supplementary Investment Risks Interrogatories (SIRI) Referred from The Task Force received the 1/12/2022
CADTF referral on Oct. 27. This referral
will be tabled until the bond 11/19/2020
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Attachment Three

2021-09-H - Adopted 5/25/21 by
the WG

New Items — Health RBC

2023 #

Owner

2023
Priority

Expected
Completion
Date

Working Agenda Item

Source

Comments

Date
Added to
Agenda

Ongoing Items — Task Force

CAl

CADTF

2023

Affiliated Investment Subsidiaries Referral
Ad Hoc group formed Sept. 2016

Ad Hoc Group

Structural and instructions
changes will be exposed by each
individual working group for
comment in 2022 with an
anticipated effective date of
2023.

Proposal 2022-09-CA was
adopted at the 2022 Summer
Meeting.

Proposal 2022-09-CA MOD was
adopted at the 2023 Spring
Meeting.

Carryover Items Currently being Addressed — Task Force

CA2

Ongoing

All'investment related items referred to the RBC Investment Risk & Evaluation (E)
Working Group

1/12/2022

CA3

CADTF

20210ngoing

Receivable for Securities factor

Consider evaluating the factor
every 3 years.
(2021, 2024, 2027, etc.)

Factors are exposed for
comment. Comments due May
28, 2021 for consideration on
June 30th. Factors Adopted for
2021.

New Items —Task Force

CA4

CADTF

2023

Evaluate if changes should be made to RBC formulas to better assess companies in
runoff

PCRBCWG

TF shared the referral to the Life
and Health RBC WGs at the
summer meeting.

TF forwarded the responses to
the RMSG at the Spring meeting.

8/11/2022

CA5

CADTF

2023

Update the Health Premiums and Underwriting Risk Premium References to match
the Annual Statement Schedule H, Part 1, and Part 5 references

2021-14-BWG

TF adopted the proposal 2022-
13-CA at the Spring meeting.

11/30/2022
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Attachment Five

PROCEDURES OF THE FINANCIAL CONDITION (E) COMMITTEE’S
CAPITAL ADEQUACY TASK FORCE IN CONNECTION WITH PROPOSED AMENDMENTS TO RISK-BASED CAPITAL
BLANKS AND INSTRUCTIONS

The following establishes procedures and rules of the Financial Condition (E) Committee’s Capital Adequacy Task Force (Task
Force) and its Working Groups with respect to proposed amendments to the NAIC RBC Forecasting (blanks) and Instructions.

1.

The Task Force may consider relevant proposals to change the RBC blanks and instructions at the national meeting or designated
interim meeting as scheduled by the Task Force.

All proposals for suggested changes and amendments shall use NAIC Proposal Forms and shall be stated in a concise and complete
manner and include the appropriate blank and instruction modifications. The Proposal Form and its instructions are available
online under related documents and resources at https://content.naic.org/cmte_e_capad.htm.
http /e nale.org/committees e capad-htm and-All interested party proposals should be emailed to the appropriate NAIC
staff support with a completed proposal form and mocked-up changes.-

The following guidelines apply:

e Any proposal that affects an RBC blank must be exposed by the Task Force or its Working Groups by January 31 of the
effective year of the change. In only rare instances, where the structure change is urgent, may the exposure deadline be
extended to March 15 for either the Task Force or Working Groups. The proposal must be adopted by the Task Force no
later than April 30 of the effective year of the change.

e Any proposal that only affects the instructions or factors must be exposed by the Task Force / Working Group by April 30
and adopted by the Task Force by June 30 of the current year.

e Only Fthe Task Force may extend the June 30" adoption deadline for previously considered proposals regarding
instructions or factors upon a super majority (two-thirds) consent of the Task Force members present where such
extension can be no later than July 30™ of the current year. This would be considered only in rare circumstances where
urgency of such adoption is high._ The super majority consent applies only in the instance of a Task Force vote that is
outside of the standard RBC adoption deadlines (April 30 and June 30).

An illustration of the proposed change to the RBC blank or instructions should accompany the Proposal Form. In addition, an
impact analysis will be required for any factor change. If another NAIC Committee, Task Force or Working Group is known to have
considered this proposal, that Committee, Task Force or Working Group should provide any relevant information.

The Task Force/Working Groups will review the proposal and determine whether to receive the proposal and expose for public
comment (initial exposure of at least 30-days {to ensure adequate time to provide comment on any structural changej, unless a
shorter exposure is approved by the Task Force or Working Groups) or whetherto reject the proposal. The comment period ends
at least £8-3 business days prior to the next designated national or interim meeting of the Task Force/ Working Group. The Task
Force/Working Group will consider comments received on each proposal at its next meeting. Proposals under consideration may
be deferred by the Task Force/Working Group if there is general consensus among members that the proposal has merit but
warrants additional work or input. However, the Task Force will limit the number of deferrals to two. The proposal must be acted
upon upen-by-the-third-meeting after the second deferral, ard-or absent action, the proposal is deemed to have been rejected
and will be removed from the agenda. The Task Force may also refer proposals to other NAIC groups due to their technical
expertise or for additional review. If a proposal has been referred to another NAIC group, the proposal will be reprioritized
on the working agenda and will be considered again in the form of a modified or new proposal after
comments/recommendations are received. The Task Force will review and adopt the- working agenda at each National Meeting,
if necessary, to ensure all items designated as a priority 1 are being addressed, to add or delete items that have been
addressed or to reprioritize the remaining items on the working agenda.

Interested Party Pproposals filed with the appropriate NAIC staff support shall be considered at the next regularly scheduled
meetlng of the Task Force/Worklng Group ifthe proposal is flled at least twem—yten days prior to the meeting. I%ems-med-less%haﬂ

The NAIC staff support shall prepare the meeting an materials including agenda efall suggested proposals. Interim meeting
materials willFhe-agendawill be posted no later than eneweekthree business days prior to the scheduled meeting on the NAIC
website. Initial national meeting materials will be posted ten business days before the first day of each National Meeting on the
NAIC website.
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