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IDENTIFICATION OF SOURCE AND FORM(S)/INSTRUCTIONS TO BE CHANGED 

☐ Health RBC Blanks ☐ Property/Casualty RBC Blanks ☒ Life and Fraternal RBC Blanks
☐ Health RBC Instructions       ☐     Property/Casualty RBC Instructions  ☒   Life and Fraternal RBC Instructions
☐ Health RBC Formula ☐ Property/Casualty RBC Formula ☐ Life and Fraternal RBC Formula
☐ OTHER ___________________________________________________________________________________________

DESCRIPTION/REASON OR JUSTIFICATION OF CHANGE(S) 

This proposal incorporates changes adopted by the NAIC Blanks (E) Working Group, namely #2023-06BWG MOD, #2023-
07BWG MOD, and #2023-12BWG MOD. These changes are resulted from adoption of principle-based bond definition by 
Statutory Accounting Principles (E) Working Group.  

In addition, certain editorial changes are proposed herein to provide clarifying edits to Life and Fraternal RBC instructions 
and/or Blanks. These clarifying edits are not necessarily related to the principle-based bond definition project. All changes 
are proposed for 2025 RBC filings. 

Additional Staff Comments: 

Rationale for the key proposed clarifying edits are as follows: 

LR002 – With effect from 2005 RBC filing, Cash Equivalent Bonds are subtracted from LR012 Miscellaneous Asset page and 
are instructed to be reported on LR002. Proposed clarifying edits in Annual Statement Source column are deemed necessary 
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as the current AVR references do not contemplate Cash Equivalent Bonds. Additionally, The proposed presentation aligns 
with RBC treatment of Cash Equivalent Bonds in Health and P/C formulas. 
 
LR012 – Line (2.2) “



 
 
 
 

BONDS 
LR002 

Basis of Factors 
 
The bond factors are based on cash flow modeling using historically adjusted default rates for each bond category. For each of 2,000 trials, annual economic 
conditions were generated for the 10-year modeling period. Each bond of a 400-bond portfolio was annually tested for default (based on a “roll of the dice”) where 
the default probability varies by designation category and that year’s economic environment. When a default takes place, the actual loss considers the expected 
principal loss by category, the time until the sale actually occurs and the assumed tax consequences. 
 
Actual surplus needs are reduced by incorporating anticipated annual contributions to the asset valuation reserve (AVR) as offsetting cash flow. Required surplus 
for a given trial is calculated as the amount of initial surplus funds needed so that the accumulation with interest of this initial amount and subsequent cash flows 
will not become negative at any point throughout the modeling period. The factors chosen for the proposed formula produce a level of surplus at least as much as 
needed in 92% of the trials by category and a 96% level for the entire bond portfolio. 
 
The factor for NAIC 6 bonds recognizes that the book/adjusted carrying value of these bonds reflects a loss of value upon default by being marked to market. 
 
Specific Instructions for Application of the Formula 
 
Lines (1) through (7) 
The book/adjusted carrying value of all bonds and related fixed-income investments should be reported in Column (1). The bonds are split into seven different risk 
classifications. For long-term bonds, these classifications are found on Lines 1 through 7 of 



Line (24) 
Bonds should be aggregated by issuer (the first six digits of the CUSIP number can be used). Exempt U.S. government bonds and bonds reported on Line (22) are 
not counted in determining the size factor. The RBC for those bonds will not be included in the base to which the size factor is applied. If this field is left blank, 
the maximum size factor adjustment of 2.40 will be used. 
 
Line (25) 



UNAFFILIATED PREFERRED AND COMMON STOCK 
LR005 

Basis of Factors





SCHEDULE BA MORTGAGES 
LR009 

 
Basis of Factors 
 
For Affiliated Mortgages, Line 1299999 and 2499999, the factors used are the same as for commercial mortgages and are defined in Figure 9.  Risk categories and 
factors are determined using a company generated worksheet (Figure 10). 
 
For Unaffiliated Mortgages, Line 1199999 and 2399999, the factors used are the same as for commercial mortgages and are defined in Figure 9.  Risk categories 
and factors are determined as follows:  
 1)  For Investments that contain covenants whereby factors of maximum LTV and minimum DSC, or equivalent thresholds must be complied with and it 

can be determined that the Investments are in compliance, these investments would use the process for directly held mortgages using the maximum 
LTV and minimum  DSC using the company generated worksheet and transferred to LR009 line (2) for mortgages with covenants that are in 
compliance.   

 2)  Investments that are defeased with government securities will be assigned to CM1 and transferred to LR009, line (4).  
 3)  Other investments comprised primarily of senior debt will be assigned to CM2 and transferred to LR009, line (5).  
 4)  All other investments in this category will be assigned CM3 and transferred to LR009, line (6). This would include assets such as a mortgage fund that 

invests in mezzanine or sub debt, or  investments that cannot be determined to be in compliance with the covenants.  
 
Specific Instructions for Application of the Formula 
 
Column (1) 
Except for Line (1), (13) (12), and (17) (16), calculations are done on an individual mortgage basis and then the summary amounts are entered in this column for 
each class of mortgage investment. Refer to the Schedule BA mortgage calculation worksheet (Figure 10) for how the individual mortgage calcul



For Line (6), the pre-tax factor is 0.0300. 
For Line (7), the pre-tax factor is 0.0090.  
For Line (8), the pre-tax factor is 0.0175.  
For Line (9), the pre-tax factor is 0.0300.  
For Line (10), the pre-tax factor is 0.0500.  
For Line (11), the pre-tax factor is 0.0750.  
For Line (13), the pre-tax factor is 0.0027.  
For Lines (14) through (15), the pre-tax factor is 0.1100.  
For Line (17), the pre-tax factor is 0.0054.  
For Lines (18) through (19), the pre-tax factor is 0.1300. 
 
Column (6) 
For Lines (1) and (2), (4) through (11), (13) through (15) and (17) through (19), the RBC subtotal in Column (3) is multiplied by the average factor to calculate 
Column (6).  The categories and subtotals will be determined in the company developed worksheet Figure (10). 
 
For Line (3), Column (6) based on calculations done on an individual mortgage basis as determined in the company developed worksheet Figure (10).  
 
 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Detail Eliminated to Conserve Space 
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ASSET CONCENTRATION FACTOR 
LR010 

 
Basis of Factors 
 
The purpose of the concentration factor is to reflect the additional risk of high concentrations in single exposures (represented by an individual issuer of a security 
or a holder of a mortgage, etc.) The concentration factor doubles the risk-based capital pre-tax factor (with a maximum of 45% pre-tax) of the 10 largest asset 
exposures excluding various low-risk categories or categories that already have a maximum factor. Since the risk-based capital of the assets included in the 
concentration factor has already been counted once in the basic formula, the asset concentration factor only serves to add in the additional risk-based capital 
required. The calculation is completed on a consolidated basis; however, the concentration factor is reduced by amounts already included in the concentration 
factors of subsidiaries to avoid double-counting. 
 
Specific Instructions for Application of the Formula 
 
The 10 largest asset exposures should be developed by consolidating the assets of the parent with the assets of the company’s insurance and investment subsidiaries. 
The concentration factor component on any asset already reflected in the subsidiary’s RBC for the concentration factor should be deducted from Column (4). This 
consolidation process affects higher tiered companies only. Companies on the lowest tier of the organizational chart will prepare the asset concentration on a “stand 
alone” basis.  
 
The 10 largest exposures should exclude the following: affiliated and non-affiliated common stock, affiliated preferred stock, home office properties, policy loans, 
bonds for which AVR and RBC are zero, NAIC 1 bonds, NAIC 1 unaffiliated preferred stock, NAIC 1 Hybrids, CM 1 Commercial and Farm Mortgages and any 
other asset categories with RBC factors less than 0.8% post-tax (this includes residential mortgages in good standing, insured or guaranteed mortgages, and cash 
and short-term investments). 
 
In determining the assets subject to the concentration factor for both C-1o and C-1cs, the ceding company should exclude any asset whose performance inures 
primarily (>50%) to one reinsurer under modified coinsurance or funds withheld arrangements. The reinsurer should include 100% of such asset. Any asset where 
no one reinsurer receives more than 50% of its performance should remain with the ceding company. 
 
Assets should be aggregated by issuer before determining the 10 largest exposures. Aggregations should be done separately for bonds and preferred stock (the first 
six digits of the CUSIP number can be used as a starting point) (please note that the same issuer may have more than one unique series of the first six digits of the 
CUSIP), mortgages and real estate. Securities held within Schedule BA partnerships should be aggregated by issuer as if the s



 
 
 
 

 
COMMON STOCK CONCENTRATION FACTOR 

LR011 
 
Basis of Factors 
 
The purpose of the common stock concentration factor is to reflect the additional risk of high concentrations in a single exposure of common stock. The common 
stock concentration factor increases by 50



 
MISCELLANEOUS ASSETS 

LR012 
 
Basis of Factors 
 
Lines (1) through (3.3) 
The pre-tax factor for cash is 0.39%. It is recognized that there is a small risk related to possible insolvency of the bank where cash deposits are held. The 0.39% 
pre-tax factor, equivalent to a NAIC 1 bond, reflects the short-term nature of this risk. 
 



characteristics as an asset elsewhere in the RBC instructions.  “Acceptable collateral” means cash, cash equivalents, securities issued or guaranteed by the 
United States or Canadian governments or their government-sponsored enterprises, publicly traded obligations designated 1 by the NAIC, government money 
market mutual funds, and such other items as may be defined as acceptable collateral in the Purposes and Procedures Manual of the NAIC Investment Analysis 
Office. 
 



 
CALCULATION OF AUTHORIZED CONTROL LEVEL RISK-BASED CAPITAL 

LR031 
 
Basis of Factors 
 
The purpose of the formula is to estimate the risk-based capital levels required to manage losses that can be caused by a series of catastrophic financial events. 
However, it is remote that all such losses will occur simultaneously. The covariance adjustment states that the combined effect of the C–1o, C-1cs, C–2 and C–3 
and a portion of the C-4 risks are not equal to their sum but are equal to the square root calculation described below. It is statistically assumed that the C–1o risk 
and a portion of the C–3 risk are correlated, while the C-1cs risk, the C–2 risk, the balance of the C-3 risk and a portion of the C-4 risk are independent of both. 
The split of the C-3 and C-4 risks allows for general consistency with the health RBC formula. This assumption provides a reasonable approximation of the capital 
requirements needed at any particular level of losses. 
 
The covariance formula is applied on Line (69) on LR031 before adding operational risk and Primary Security Shortfall Calculated in Accordance With Actuarial 
Guideline XLVIII: 
 
RBC after Covariance Before Operational Risk = C0 + C4a + Square Root of [(C1o + C3a)2 + (C-1cs + C-3c)2 + (C2)2 + (C3b)2 + C4b)2] 
 
Operational Risk: 
Operational risk is defined as the risk of financial loss resulting from operational events, such as the inadequacy or failure of internal systems, personnel, procedures 
or controls, as well as external events.  Operational risk includes legal risk but excludes reputational risk and risk arising from strategic decisions.   Operational 
risk has been identified as a risk that should be explicitly addressed in the RBC formulas.  The Operational Risk charge is intended to account for operational risks 
that are not already reflected in existing risk categories.     
 
A Gross Operational Risk charge will be reported on Line (70) 68 using a percentage of RBC or “add-on” approach that will apply a risk factor of 3.00% to the 
amount reported in Line (69) – Total RBC after Covariance Before Operational Risk reported on page LR031. The result will represent an initial value of operational 
risk.  Because the current C-4a risk charge is assumed to include some operational risk, a company’s C-4a – Post Tax reported on Line (65) is offset against 
operational risk. A further reduction to the operational risk charge equal to the sum of the C-4a offset amounts reported by direct life RBC filing insurance 
subsidiaries (Page LR031, Lines (65 + 71)), adjusted for the percentage of ownership in the direct life insurance subsidiary, will 



CALCULATION OF TOTAL ADJUSTED CAPITAL 
(Including Total Adjusted Capital Tax Sensitivity Test) 

LR033 
The following instructions for the Calculation of Total Adjusted Capital will remain effective independent of the status of the sunset provision, Section 8, of AG 
48 in a particular state or jurisdiction. This instruction will be considered for change once the amendment referenced in AG 48, Section 8, regarding credit for 
reinsurance, is adopted by the NAIC. 
 
Basis of Factors 
 
In determining the C–1 risk factors, availability of the AVR and voluntary investment reserves to absorb specific losses was not assumed. Therefore, the AVR is 
counted as capital for the purposes of the formula although it represents a liability and is not 



the principal amount of the capital and surplus notes the insurer has outstanding. 
8. 



AFFILIATED/SUBSIDIARY STOCKS 
LR042, LR043 and LR044 

 
Basis of Factors 
 
There are ten categories of affiliated/subsidiary investments that are subject to Risk-Based Capital requirements for common stock and preferred stock holdings. 
Those ten categories are: 
 

1. Directly Owned U.S. Insurance Affiliates/Subsidiaries Subject to a Risk-Based Capital (RBC)-Look-Through Calculation 
a. Health Insurance Company or Health Entity 
b. Property and Casualty Insurance Company  
c. Life Insurance Company 

2. Indirectly Owned U.S. Insurance Affiliates/Subsidiaries Subject to RBC-Look-Through Calculation 
a. Health Insurance Company or Health Entity 
b. Property and Casualty Insurance Company  
c. Life Insurance Company 

3. Holding Company Value in Excess of Indirectly Owned Insurance Affiliates/Subsidiaries       
4. Investment Subsidiaries 
5. Directly Owned Alien Insurance Affiliates/Subsidiaries 

a. Health Insurance Company or Health Entity 
b. Property and Casualty Insurance Company  
c. Life Insurance Company 

6. Indirectly Owned Alien Insurance Affiliates/Subsidiaries 
a. Health Insurance Company or Health Entity 
b. Property and Casualty Insurance Company  
c. Life Insurance Company 

7. Investments in Upstream Affiliate (Parent) 
8. Directly Owned U.S. Insurance Affiliates/Subsidiaries Not Subject to RBC 

a. Health Insurance Companies and Health Entities Not Subject to RBC  
b.  Property and Casualty Insurance Companies Not Subject to RBC 
c. Life Insurance Companies Not Subject to RBC  

9. Non-Insurance Affiliates/Subsidiaries Not Subject to RBC 
a. Entities with a capital requirement imposed by a regulatory body 
b. Other Financial Entities without regulatory capital requirements 
c. Non-financial entities 

10. Publicly Traded Insurance Affiliates/Subsidiaries Held at Market Value 
 

 
Enter applicable items for each affiliate/subsidiary in the Details for Affiliated/Subsidiary Stocks worksheet. The program will automatically calculate the risk-
based capital charge for each affiliate/subsidiary. When the data is uploaded to the NAIC database, it will be cross-checked and the company will be required to 
correct any discrepancies and refile a corrected version with the NAIC and/or any state that requires the company to file RBC with its department. The RBC report 
will display the number of affiliates/subsidiaries. These numbers should be reviewed to ensure that all affiliates/subsidiaries are appropriately reported. 
 
The total of all reported affiliate/subsidiary stock should equal the amounts reported on Schedule D, Part 2, Section 1, Line 4409999999 plus Schedule D, Part 2, 



 
Affiliated/Subsidiary investments fall into two broad categories: (A) Insurance Affiliates/Subsidiaries that are Subject to risk-based capital; and (B) 
Affiliates/Subsidiaries that are Not Subject to risk-based capital. The risk-based capital for these two broad groups differs.  Investment subsidiaries are a subset of 
category A in that they are subject to a risk-based capital charge that includes the life RBC risk factors applied only to the investments held by the investment 
subsidiary for its parent insurer.  Publicly traded insurance affiliates/subsidiaries held at market value have characteristics of both broader categories. As a result, 
there is a two-part RBC calculation. The general treatment for each is explained below.  
 
Directly owned insurance and health entity affiliates/subsidiaries are affiliates/subsidiaries in which the reporting company owns the stock of the affiliate/subsidiary. 
Indirectly owned insurance affiliates/subsidiaries and health entities are those where the reporting company owns stock in a holding company, which in turn owns 
the stock of the insurance affiliate/subsidiary or health entity.  Note that there could be multiple holding companies that control the downstream insurance company.  
 
Enter the book/adjusted carrying value of: the common stock in Column (5), the preferred stock in Column (7), the total outstanding common stock in Column (6) 



2.  Indirectly Owned U.S. Insurance Affiliates/Subsidiaries  

For Indirectly Owned U.S. Insurance Affiliates/Subsidiaries, the carrying value and RBC is calculated in the same manner as for directly owned U.S. Insurance 
Affiliates/Subsidiaries. The RBC for the indirect affiliates/subsidiaries must be calculated prior to completing this RBC report. 
   
SSAP No. 97 provides guidance for the reporting and admittance requirements of SCAs. Accordingly, there may be cases where an indirectly owned RBC filer 
may not be separately reported in the statutory financial statements (e.g., they are captured within the carrying value of an intermediate holding company). The 
SSAP No. 97 guidance permits reporting SCAs at the directly owned holding company level or via look-through to the downstream entity (including where the 
downstream entity is an RBC filer), but an audit of the entity is required for admittance (i.e. if reporting is at the directly owned holding company level, the holding 
company must be audited, if the reporting is on a look-through basis then the downstream entity must be audited). Regardless of whether there is a look-through 
applied pursuant to Statutory Accounting Principles (SAP) for annual financial statement reporting, for RBC purposes the reporting insurer must “look-through” 





MODCO OR FUNDS WITHHELD REINSURANCE AGREEMENTS 
LR045, LR046, LR047 and LR048 

 
 
 
Specific Instructions for Application of the Formula 
 

MODCO OR FUNDS WITHHELD REINSURANCE AGREEMENTS  
Reinsurance Ceded - Bonds C-1o  

LR045 
Column 4 
Enter by reinsurer, the amount of C-1o RBC the insurance company has ceded that is attributable to bonds. The “total” should equal the total amount of the reduction 
in C-1o RBC shown on Line (19) of page LR002 Bonds.  
 

MODCO OR FUNDS WITHHELD REINSURANCE AGREEMENTS  
Reinsurance Assumed - Bonds C-1o  

LR046 
Column 4 
Enter by ceding company, the amount of C-1o RBC the insurance company has assumed that is attributable to bonds. The “total” should equal the total amount of 
the increase in C-1o RBC shown on Line (20) of page LR002 Bonds.  
 

MODCO OR FUNDS WITHHELD REINSURANCE AGREEMENTS  
Reinsurance Ceded – All Other Assets C-0, C-1o And C-1cs  

LR047 
Column 4 
Enter by reinsurer, the amount of C-0, C-1o And C-1cs RBC the company has ceded that is attributable to all assets except bonds. The “total” should equal the 



Company Name Confidential when Completed NAIC Company Code

BONDS  
(1) (2)

SVO Bond Book / Adjusted RBC
Designation Category Annual Statement Source Carrying Value Factor Requirement

Long Term Bonds

(1) Exempt Obligations



Company Name Confidential when Completed NAIC Company Code

Short Te84.8 7.322hen Completed NAIC Company Code



Company Name Confidential when Completed NAIC Company Code

UNAFFILIATED PREFERRED AND COMMON STOCK  

(1) (2) (3) (4) (5)

Less Affiliated

Book / Adjusted Preferred Stock RBC

Annual Statement Source Carrying Value Without AVR RBC Subtotal Factor Requirement

Unaffiliated Preferred Stock



Company Name Confidential when Completed NAIC Company Code

MISCELLANEOUS ASSETS

(1) (2)

Book / Adjusted RBC

Annual Statement Source Carrying Value Factor Requirement

Miscellaneous

(1) Cash Page 2 Line 5, inside amount 1 X 0.0039 =

(2.1) Cash Equivalents Page 2 Line 5, inside amount 2

(2.2) Less Cash Equivalent Bonds Already Schedule E Part 2 Column 7 Line 0509999999, in part

Included with Page LR002 Bonds

(2.3) Less Exempt Money Market Mutual 



Company Name Confidential when Completed NAIC Company Code

OFF-BALANCE SHEET AND OTHE



Company Name Confidential when Completed NAIC Company Code

BUSINESS RISK (CONTINUED)

(1) (2)

RBC

Annual Statement Source Statement Value Factor Requirement

Separate Account Liabilities

(37) Total Liabilities from Separate Accounts Statement Page 3 Column 1 Line 27

(38) Transfers to Separate Accounts Due or Accrued Page 3 Column 1 Line 13

(39) Total Separate Account Liabilities Line (37) plus Line (38) X 0.0006 =

(40) Business Risk (C-4a) Lines (12) + (24) + (36) + (39)

Administrative Expenses for Certain A&H Coverages
(41) Total Accident and Health Premiums LR019 Health Premiums Column (1) Line (33)



Company Name Confidential when Completed NAIC Company Code

CALCULATION OF TOTAL ADJUSTED CAPITAL
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CROSSCHECKING FOR AFFILIATED/SUBSIDIARY STOCKS  

Affiliated Preferred Stock
(1) (2) (3)

Total from
Annual Statement Annual Statement Life and Fraternal Risk-Based

Schedule D Part 6 Section 1 Type Line Number Total Preferred Stock† Capital Report‡ Difference
(1) Parent 0199999
(2) U.S. Property and Casualty Insurer 0299999
(3) U.S. Life Insurer 0399999
(4) U.S. Health Entity 0499999
(5) Alien Insurer 0599999
(6) Non-Insurer Which Controls Insurer 0699999
(7) Investment Subsidiary 0799999
(8) Other Affiliates 0899999
(9) Total (Sum of Lines (1) through (8))

Affiliated Common Stock
(1) (2) (3)

Total from
Annual Statement Annual Statement Life and Fraternal Risk-Based

Schedule D Part 6 Section 1 Type Line Number Total Common Stock† Capital Report§ Difference
(10) Parent 1099999
(11) U.S. Property and Casualty Insurer 1199999
(12) U.S. Life Insurer 1299999
(13) U.S. Health Entity 1399999
(14) Alien Insurer 1499999


	01-2024-24-L Principle Based Bond Definition proposal form
	02 Instruct_2024-24-L Princinple-based bond project (LRBC sanitized)  Condensed
	The factor for NAIC 6 bonds recognizes that the book/adjusted carrying value of these bonds reflects a loss of value upon default by being marked to market.
	Specific Instructions for Application of the Formula
	Lines (1) through (7)
	Line (8)
	The total should equal long-term bonds and other fixed-income instruments reported on Page 2, Column 3, Line 1 plus Schedule DL Part 1, Column 6, Line 2009999999 2509999999 of the annual statement.
	Lines (9) through (15)
	Line (16)
	The total should equal short-term bonds reported on Schedule DA, Part 1, Column 6 Line 0509999999 2509999999 plus Schedule DL Part 1, Column 6, Line 9509999999 plus Schedule E, Part 2, Column 7, Line 0509999999 LR012 Miscellaneous Assets Column (1) Li...
	Line (22)
	Line (24)
	Line (25)
	Unaffiliated Preferred and Common Stock
	Specific Instructions for Application of the Formula
	Lines (1) through (6)
	Line (7)

	03 Blank-Life 2024-24-L Principle-based bond project (LRBC sanitized) PDF format
	6c36e17d-9739-4ee2-b811-f8ebd94b31ff.pdf
	01-2024-24-L Principle Based Bond Definition proposal form
	02 Instruct_2024-24-L Princinple-based bond project (LRBC sanitized)  Condensed
	The factor for NAIC 6 bonds recognizes that the book/adjusted carrying value of these bonds reflects a loss of value upon default by being marked to market.

	03 Blank-Life 2024-24-L Principle-based bond project (LRBC sanitized) PDF format

	6c36e17d-9739-4ee2-b811-f8ebd94b31ff.pdf
	01-2024-24-L Principle Based Bond Definition proposal form

	6c36e17d-9739-4ee2-b811-f8ebd94b31ff.pdf
	01-2024-24-L Principle Based Bond Definition proposal form




