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Speakers:

= Philip Barlow

- Associate Commissioner for Insurance, District of Columbia Department of
Insurance, Securities and Banking

= Andrew Edelsberg

- Managing Director, Insurance, Kroll Bond Rating Agency
Moderator:
= Brian Bayerle

- Senior Actuary, American Council of Life Insurers
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AGGREGATED LIFE RBC DATA

Year-End 2017 Year-End 2016 Year-End 2015
704 718 725

# of Companies 729 739 750

# of Companies

% of RBC Companies 97% 97% 97%
Company Action Level - Trend Test at 300% 6 3 2
Company Action Level - Trend Test at 250% 4 2 1
Company Action Level 3 4 6
Regulatory Action Level 4 1 1
Authorized Control Level 0 1 1
Mandatory Control Level 3 3 4
Total 20 14 15

Percent at an Action Level 2.84% 1.95% 2.07%



AGGREGATED LIFE RBC DATA

# of Companies with RBC Ratio > 10,000% 56 57 53
# of Companies with RBC Ratio >1000 & < 10,000% 311 319 338
# of Companies with RBC Ratio >500 & <1,000% 275 274 270
# of Companies with RBC Ratio >250 & < 500% 50 57 53
# of Companies with RBC Ratio > 200 & < 250% 5 3 4
# of Companies with RBC Ratio < 200% & > 0% 7 8 7
# of Companies with RBC Ratio of Zero 0 0 0
Percent Above 500% RBC Ratio 91% 91% 91%



Upcoming and Proposed Life RBC Changes

* Tax Cuts and Jobs Act of 2017 (2018) - This will result in significant reduction in RBC ratios for
2018

* Operational Risk (2018) — Not likely to have a significant impact on RBC ratio

* C-1 Factors (2019 or 2020) — Bond factor changes likely to result in significant reduction in
RBC ratio for most companies, other C-1 factor changes (e.g., real estate) may somewhat
offset reduction

* Variable Annuities with Guarantees (20197?) — Likely to result in increase in RBC ratio for most
companies

* Longevity (TBD) — This would be a new charge and result in slight reduction in RBC ratio

* Mortality (TBD) — This is the first update since the original development of RBC and it is too
early to tell the impact
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NAIC RBC (CAL) By Asset Size

Admitted Assets YE 17 No. of Cos. Avg RBC Min RBC Max RBC
Less than $10 M 65 6596% 66% 9536%
Between $10 M and $25 M 64 3091% 109% 9746%
Between $25 M and $50 M 54 1173% 232% 7054%
Between $50 M and $100 M 51 1176% 166% 6596%
Between $100 M and $250 M 68 818% 148% 6390%
Between $250 M and $500 M 68 617% 50% 5600%
Between $500 M and $1 B 60 621% 106% 5562%
Between $1 B and $2 B 57 716% 187% 4093%
Between $2 B and $5 B 56 521% 71% 1480%
Between $5 B and $10 B 36 476% 267% 1048%
Between $10 B and $25 B 43 446% 187% 1034%
Between $25 B and $100 B 28 486% 283% 688%
Greater than $100 B 11 502% 336% 831%
TOTALS 661

* Note: to more accurately represent the data, we removed 31 companies that were outliers
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RBC IMPACT STUDIES

= Impact of major changes to statutory capital calculation:

Deferred tax asset write-downs (2017) - NEGATIVE
Change in required capital (2018) - NEGATIVE
Higher asset charges (2019) - NEGATIVE

Variable annuity capital (2019) - POSITIVE

= Various asset managers, equity analysts, actuaries and industry
observers have developed estimates (or ranges of estimates):

DTA write-down — approx. 20 point decline (already reflected)
Greater required capital due to lower tax rate — 20-70 points; average ~50
Potential impact of C-1 asset factors — 20-50 points; average ~30

Variable annuity capital -- TBD

= In summary, RBC ratios will likely decline approx. 100 points across the
board, which will somewhat erode life insurers’ strong buffers
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CAPITAL MODELS

KBRA

= Rating agencies all have differing views of capital

Several have proprietary capital models
How is NAIC RBC factored in?

« “Therisk-based capital ratio is the most widely used measure of capital
adequacy” -- Morgan Stanley equity research

Two of the four competitor rating agencies are very specific in their press
releases about potentially taking rating actions if the company’s RBC exceeds
or falls below certain levels
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RECENT PRESS RELEASES
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RECENT PRESS RELEASES
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CAPITAL MODELS REVISITED

= Rating agencies all have differing views of capital
= Several have proprietary capital models
* How is NAIC RBC factored in?

« “Therisk-based capital ratio is the most widely used measure of capital
adequacy” -- Morgan Stanley equity research

= Two of the four competitor rating agencies are very specific in their press
releases about potentially taking rating actions if the company’s RBC exceeds or
falls below certain levels

= KBRA’s IFSR methodology does not utilize an internal capital model

= Fosters thorough financial analysis

= Consider various financial metrics (Statutory, GAAP, IFRS)
= Stress testing

= Qualitative rating determinants

= Ratings are based on a company’s unique characteristics
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KBRA OBSERVATIONS

= Qur near to medium term outlook for the U.S. life insurance sector is
stable
= Solid capitalization
* Proactive inforce management
*  Thoughtful asset allocation

* Benign credit environment

= However, if we face a more challenging macroeconomic environment,
some life insurers may have less of a cushion to absorb losses

= Capital calculations are becoming even more sophisticated

* In Canada, the Life Ins Capital Adequacy Test (LICAT) replaced the MCCSR
= More advanced risk-based techniques to measure credit, market and insurance
risks

= KBRA believes the focus should be on the overall quality of capital
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QUALITY OF CAPITAL

= Surplus notes

= Captives

= Permitted practices

* Intercompany loans

= Financial reinsurance

“ Reserving practices

= Contingent capital

= Hidden equity in assets

“ |nterest maintenance reserve
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QUESTIONS?
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DISCLAIMER

KBRA

© Copyright 2018, Kroll Bond Rating Agency, Inc., and/or its licensors and affiliates (together, "KBRA”). All rights reserved. All information
contained herein is proprietary to KBRA and is protected by copyright and other intellectual property law, and none of such information may
be copied or otherwise reproduced, further transmitted, redistributed, repackaged or resold, in whole or in part, by any person, without
KBRA's prior express written consent. Ratings are licensed by KBRA under these conditions. Misappropriation or misuse of KBRA ratings may
cause serious damage to KBRA for which money damages may not constitute a sufficient remedy; KBRA shall have the right to obtain an
injunction or other equitable relief in addition to any other remedies. The statements contained in this report are based solely upon the
opinions of KBRA and the data and information available to the authors at the time of publication of this report. All information contained
herein is obtained by KBRA from sources believed by it to be accurate and reliable; however, KBRA ratings are provided “AS IS”. No warranty,
express or implied, as to the accuracy, timeliness, completeness, merchantability, or fitness for any particular purpose of any rating or other
opinion or information is given or made by KBRA. Under no circumstances shall KBRA have any liability resulting from the use of any such
information, including without limitation, for any indirect, special, consequential, incidental or compensatory damages whatsoever
(including without limitation, loss of profits, revenue or goodwill), even if KBRA is advised of the possibility of such damages. The credit
ratings, if any, and analysis constituting part of the information contained herein are, and must be construed solely as, statements of opinion
and not statements of fact or recommendations to purchase, sell or hold any securities. KBRA receives compensation for its rating activities
from issuers, insurers, guarantors and/or underwriters of debt securities for assigning ratings and from subscribers to its website.

Kroll Bond Rating Agency, Inc. is not affiliated with Kroll, Inc., Kroll Associates, Inc., Kroll OnTrack, Inc. or their affiliated businesses.
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