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Potential Impacts of Proposed 
Risk-Based Capital Factors  
The National Association of Insurance Commissioners (NAIC) regularly 

updates its regulations.  In 2020, the NAIC proposed a more granular set of 

designations for bonds.  The proposed regulations expanded the number of 

designations from 6 to 20.  These proposed designations align closely with 

the ratings provided by nationally recognized statistical ratings 

organizations, such as S&P Global Ratings (see Exhibit 1).  The proposed 

expanded factors also add more transparency to the varying degrees of risk 

within insurers’ fixed income securities. 

However, the NAIC did not update the risk-based capital (RBC) factors for 

the proposed designations.  Thus, while companies reported the proposed 

NAIC designations in their 2020 Schedule D filings, the RBC factors 

remained the same as those in the existing system.  The RBC factors will 

remain the same until the NAIC completes its impact study and releases 

the final RBC factors for the proposed designations. 

Exhibit 1: Existing and Proposed NAIC Designations and RBC Factors 

NAIC BOND DESIGNATIONS S&P GLOBAL 
RATING  

LIFE RBC FACTORS (%) P&C RBC FACTORS (%) 

EXISTING PROPOSED EXISTING  PROPOSED  EXISTING  PROPOSED  

Exempt Obligations 0.00 0.00 0.00 0.00 

Non-Exempt U.S. Government Agency Bonds 0.39 0.16 0.30 0.30 

1 

1.A AAA 

0.39 

0.16 

0.30 

0.20 

1.B AA+ 0.27 0.40 

1.C AA 0.42 0.60 

1.D AA- 0.52 0.80 

1.E A+ 0.66 1.00 

1.F A 0.82 1.30 

1.G A- 1.02 1.50 

2 

2.A BBB+ 

1.26 

1.26 

1.00 

1.80 

2.B BBB 1.52 2.10 

2.C BBB- 2.17 2.50 

3 

3.A BB+ 

4.46 

3.15 

2.00 

5.50 

3.B BB 4.54 6.00 

3.C BB- 6.02 6.60 

4 

4.A B+ 

9.70 

7.39 

4.50 

7.10 

4.B B 9.54 7.70 

4.C B- 12.43 8.70 

5 

5.A CCC+ 

22.31 

16.94 

10.00 

9.80 

5.B CCC 23.80 10.90 

5.C CCC- 30.00 12.00 

6 6 CC+ or lower 30.00 30.00 30.00 30.00 

Source: National Association of Insurance Commissioners.  Data as of Dec. 31, 2020.  Table is provided for illustrative purposes. 
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When released, the proposed RBC factors will vary for Life and non-Life 

insurers due to the different statutory and tax accounting treatments.  

Separate NAIC RBC Working Groups have been working to finalize and 

assess the RBC factors for their respective segments.  A draft set of 

proposed factors has been released, but the NAIC has yet to formally adopt 

them (see Appendix).  The NAIC plans to implement the proposed RBC 

factors for 2021 RBC filings. 

Using S&P Global Market Intelligence’s RBC templates, we assessed the 

potential impact of the proposed RBC risk factors on the insurance industry.  

We analyzed the impact of the proposed factors on the asset-level capital 

charge (R1 for Property & Casualty [P&C] and C-1o for Life) and at the 

authorized control level (ACL).1 

The Life industry has been the primary focus of the 20-designation project, 

given the contribution bond risk to Life insurers’ overall RBC profile.  Within 

individual designations, the impact of the proposed factors would be broad.  

The reduction in AAA/Fannie/Freddie RBC charge would lower the industry 

level charge by 60%.  At the other end, the increase in the NAIC 1.G factor 

would increase this capital charge by 160% (see Exhibit 2).  Overall, the 

after-tax C-1o charge would only increase by 11.25%—from USD 55.6 

billion to USD 61.9 billion.  However, the ACL ratio would decrease by 

37.3%—from 970.89% to 933.59%.  Although the overall impact on 

industry-level RBC ratios is not material, scenarios at the individual 

company level could cause the changes to be more than superficial in 

certain instances. 

Exhibit 2: Life C-1o RBC Charge 

 
Source: NAIC and S&P Global Market Intelligence.  Data as of Dec. 31, 2020.  Bubble size is 
proportional to asset allocation.  Chart provided for illustrative purposes. 

 
1  For this analysis, we assumed all other RBC calculations and values remained the same. 
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For P&C insurers, the potential change in the RBC factors would have a 

much smaller impact because investment risk, as a percentage of the total 

RBC, would be lower than that of Life insurers.  At an industry level, the 

proposed RBC factors would increase the R1 charge 81.4%, from USD 8.8 

billion to USD 15.8 billion.  The potential impact on individual designations 

would vary substantially—ranging from -33% to 400% (see Exhibit 3).  In 

contrast to the Life industry, a larger increase in R1 capital charge would 

only decrease the ACL ratio by 1.23%, from 786.17% to 784.94%. 

Exhibit 3: P&C R1 RBC Charge 

 
Source: NAIC and S&P Global Market Intelligence.  Data as of Dec. 31, 2020.  Bubble size is 
proportional to asset allocation.  Chart is provided for illustrative purposes. 

Obviously, individual company results could vary, but the insurance 

industry remains comfortably capitalized and the proposed RBC factors are 

likely to have minimal impact on the ACL ratio. 

Individual insurance companies must analyze their bond portfolios well 

ahead of the implementation of the proposed RBC factors.  Insurance 

companies that are well capitalized and are not sensitive to marginal 

changes in their RBC ratio may take this opportunity to understand the 

proposed NAIC designation framework and make changes to their bond 

portfolios to generate higher yields.  To estimate the impact, we modeled 

the impact of moving 1% of assets from A- (the lowest NAIC 1 category) to 

various other NAIC categories.  Relative to existing RBC factors, the 

proposed RBC factors are more punitive for P&C companies.  However, 

because of the difference in RBC formulas, the impact would be more 

meaningful for Life companies (see Exhibits 4 and 5). 
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Exhibit 4:Yield-to-Worst by Rating2 

S&P GLOBAL RATING YIELD-TO-WORST (%) CHANGE FROM A- (%) 

A- 1.39 - 

BBB+ 1.73 0.34 

BBB 1.89 0.50 

BBB- 2.04 0.66 

BB+ 2.83 1.45 

BB 3.04 1.65 

BB- 3.78 2.40 

B+ 4.39 3.01 

B 4.46 3.07 

B- 5.68 4.29 

Source: S&P Dow Jones Indices LLC.  Data as of Dec. 31, 2020.  Table is provided for illustrative 
purposes. 

Exhibit 5: Impact to ACL 

 
Source: S&P Dow Jones Indices LLC.  Data as of Dec. 31, 2020.  Charts are provided for illustrative 
purposes. 

The S&P Global Market Intelligence RBC templates may help insurance 

companies assess the potential impact of the proposed factors on their risk-

based capital.  The 2020 RBC models now include NAIC designation 

analysis, which calculates the RBC for bonds based on existing and 

proposed RBC factors to provide risk-based capital for any selected 

company or for the overall industry. 

 
2  A- represented by the S&P U.S. Investment Grade Corporate Bond A Index; BBB+, BBB, BBB- represented by the S&P U.S. Investment 

Grade Corporate Bond BBB Index; and BB+ and below represented by the S&P U.S. High Yield Corporate Bond Index. 
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opportunity to 
understand the 
proposed NAIC 
designation framework 
and make changes to 
their bond portfolios to 
generate higher yields. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The S&P Global Market 
Intelligence RBC 
templates may help 
insurance companies 
assess the potential 
impact of the proposed 
factors on their risk-
based capital. 

https://www.spglobal.com/spdji/en/indices/fixed-income/sp-us-high-yield-corporate-bond-index/
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APPENDIX 

For more information on the proposed NAIC RBC factors, please see:  

• Life: https://content.naic.org/sites/default/files/inline-files/2021-11-L%20Life%20Bond%20Factor

s%20%28ACLI%29.pdf 

• P&C: https://content.naic.org/sites/default/files/inline-files/Joint%20Academy%20July%2030%2

C%202018%20Bond%20Report.pdf 

For more information on the S&P Global Market Intelligence RBC templates,3 please see:  

• Life: https://www.snl.com/InteractiveX/file.aspx?DoNotRedirectTo3=1&id=408756782&KeyFileF

ormat=26&reqFrom=SNL3&KeyProductLinkType=2  

• P&C: https://www.snl.com/InteractiveX/file.aspx?DoNotRedirectTo3=1&id=408256465&KeyFile

Format=26&reqFrom=SNL3&KeyProductLinkType=2  

 
3  Please contact your S&P Global representative or insurance_info@spglobal.com to access the RBC templates. 

https://content.naic.org/sites/default/files/inlinefiles/202111L%20Life%20Bond%20Factors%20%28ACLI%29.pdf
https://content.naic.org/sites/default/files/inlinefiles/202111L%20Life%20Bond%20Factors%20%28ACLI%29.pdf
https://content.naic.org/sites/default/files/inlinefiles/Joint%20Academy%20July%2030%2C%202018%20Bond%20Report.pdf
https://content.naic.org/sites/default/files/inlinefiles/Joint%20Academy%20July%2030%2C%202018%20Bond%20Report.pdf
https://www.snl.com/InteractiveX/file.aspx?DoNotRedirectTo3=1&id=408756782&KeyFileFormat=26&reqFrom=SNL3&KeyProductLinkType=2
https://www.snl.com/InteractiveX/file.aspx?DoNotRedirectTo3=1&id=408756782&KeyFileFormat=26&reqFrom=SNL3&KeyProductLinkType=2
https://www.snl.com/InteractiveX/file.aspx?DoNotRedirectTo3=1&id=408256465&KeyFileFormat=26&reqFrom=SNL3&KeyProductLinkType=2
https://www.snl.com/InteractiveX/file.aspx?DoNotRedirectTo3=1&id=408256465&KeyFileFormat=26&reqFrom=SNL3&KeyProductLinkType=2
mailto:insurance_info@spglobal.com
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GENERAL DISCLAIMER 

© 2021 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, S&P 500 LOW VOLATILITY INDEX, S&P 100, S&P COMPOSITE 1500, 
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, S&P TARGET 
DATE INDICES, S&P PRISM, S&P STRIDE, GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of S&P Global, Inc. (“S&P 
Global”) or its affiliates. DOW JONES, DJ, DJIA, THE DOW and DOW JONES INDUSTRIAL AVERAGE are registered trademarks of Dow 
Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. 
Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. This document 
does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones or their respective 
affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index calculation services, all 
information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of persons. S&P 
Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation services. 
Past performance of an index is not an indication or guarantee of future results. 

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable 
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other 
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P 
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide 
positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation 
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment 
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are 
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such 
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or 
other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the 
impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a 
security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be 
investment advice.  

These materials have been prepared solely for informational purposes based upon information generally available to the public and from 
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, 
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written 
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and 
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, 
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the 
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES 
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE 
ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE 
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any 
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses 
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the 
possibility of such damages. 

Credit-related information and other analyses, including ratings, research and valuations are generally provided by licensors and/or affiliates of 
S&P Dow Jones Indices, including but not limited to S&P Global’s other divisions such as S&P Global Market Intelligence.] Any credit-related 
information and other related analyses and statements in the Content are statements of opinion as of the date they are expressed and not 
statements of fact. Any opinion, analyses and rating acknowledgement decisions are not recommendations to purchase, hold, or sell any 
securities or to make any investment decisions, and do not address the suitability of any security. S&P Dow Jones Indices does not assume 
any obligation to update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for 
the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other 
business decisions. S&P Dow Jones Indices LLC does not act as a fiduciary or an investment advisor. While S&P Dow Jones Indices has 
obtained information from sources they believe to be reliable, S&P Dow Jones Indices does not perform an audit or undertake any duty of due 
diligence or independent verification of any information it receives. 

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence 
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not 
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public 
information received in connection with each analytical process. 

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, 
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive 
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate, 
include in model portfolios, evaluate or otherwise address. 


