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DESCRIPTION OF CHANGE(S)

Preamble provides a summary of the purpose of RBC including the history, objectives anatornitepts of RBC.

Thepurposeof the preamble is to provide a clear understanding of the purpose of RBC and the goals of RBC as the Task
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History of Risk-Based Capitalby the NAIC

A. Background

1.

The NAIC, through its committees and working groups, facilitateany projects of importance
to state insurance regulatotbe industry and users afatutory financial information in the early
1990s That wasevidenced by the originahission statement and charges given toGheital
Adequacy(E) Task Force (CADTF) of the Financial Conditi) Committee.

From the inception of insurance regusatin themid-1800s, the limitation of insurance company
insolvency risk has been a major goal of the regulatory process. The requirement of adequate
capital has been a major tool in limiting insolvency costs throughout the history of insurance
regulation.Initially, the states enacted statutes requiring a specified minimum amount of capital
and surplus for an insurance company to enter the business or to remain in business.

Fixed minimum capital requirements wdaegely based on the judgment of the drafters of the
statutes and varied widelym@ng the states. Those fixed minimum capital and surplus
requiremerg have served to protect the public reasonably welifore thara century. However,

they fail to recograe variations in risk between broad categories of key elements of insurance,
nor do they recognize differercce the amount of capital appropriate for the size of various
insurers.

In 1992, the NAIC adopted the lifssk-based capital (RBGprmula with an implementation date

of yearend 1993. The formula was developed for specific regulatory needs. Four major categories
were identified for the life formula:saetrisk; insurancerisk; interestrate risk; and al other
businesgisk. The properticasualty and health formulas were implemented in 1994 and 1998,
respectively. The focus of these&o formulas is assetrisk; underwritingrisk;
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To support this role, the RBC reports identify potentially weakly capitalized companies in that
each insurer must reportigttionswhere the actual
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17. The CADTF and its RBCworking groups will monitor and evaluate changes to theual
financial statementblanks andthe Purposes and Procedure Manual of thAIN Investment
Analysis Officeto deternme if assets qrspecifically, investments evaluated by the NAIC
Securitiesvaluation Office are relevant to the RB@mula in determining the threshatdpital
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