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A Busy Year for the NAIC’s Group Capital Initiative

Following the adoption by the NAIC Executive (EX) 

Committee and Plenary of the Group Capital 

Calculation template and instructions (the “GCC”) 

in December 2020, the NAIC engaged in significant 

efforts in 2021 on follow-up matters relating to this 

adoption. A trial implementation of the GCC, with 

data sourced from volunteer insurance groups, 

took place throughout the year and is expected to 

lead to changes to the GCC. At the same time, 

significant work was completed by the NAIC to 

further the eventual adoption of the GCC as an 

accreditation standard and finalize the work of a 

number of other work streams related to the GCC.

Potential Changes to the GCC

In 2021, the NAIC Group Capital Calculation (E) 

Working Group (“GCC Working Group”) conducted 

a trial implementation of the adopted GCC, for 

purposes of discovering any unintended results of 

the adopted GCC, clarifying the GCC instructions 

and making any necessary refinements to the GCC. 

A total of 25 volunteer insurance groups provided 

data for the trial implementation. As anticipated by 

the GCC Working Group, the trial implementation 

resulted in a number of proposed changes to the 

GCC, the most material of which are summarized in 
the memorandum from NAIC staff to the GCC 
Working Group dated November 8, 2021 (the “GCC 

Trial Implementation Memorandum”). Among the 

most important items in the GCC Implementation 

Memorandum are the following:

• No Changes to the Debt Allowance for Now; 

Future Modifications Possible. The GCC 

currently includes an “on-top” adjustment for 

certain senior debt and hybrid financial 

instruments (“Debt Allowance”) pursuant to 

which a credit for such debt and instruments is 

included in the GCC available capital, thereby 

increasing the insurance group’s Group Capital 

Ratio (“GCC Ratio”). The industry’s view is that an 

economic downturn would likely have a negative 

impact on the Debt Allowance and therefore 

result in a reduction of the GCC Ratio. For this 

reason, the industry proposed the inclusion of a 

stress scenario in the GCC trial implementation 

for the purpose of illustrating the impact of a 

reduction in the insurance group’s capital 

resulting from an economic downturn on the 

Debt Allowance. This stress scenario was 

included in the GCC trial implementation and 

simulated a 30% reduction in the insurance 

group’s capital.

• The GCC Trial Implementation Memorandum 

includes a recommendation from NAIC staff to 

the GCC Working Group that the Debt 

Allowance not be increased in order to address 

this concern. However, the GCC Trial 

Implementation Memorandum acknowledges 

that monetary policy during financial crises may 

create an incentive for insurance groups to 

increase their debt and suggests that the GCC 

Working Group consider changes to the GCC 

that would address this issue more effectively 

than an increase in the Debt Allowance. One 

example proposed by the NAIC staff to address 

this issue is to permit the Debt Allowance to be 

increased by 10% as a result of the Federal 

Reserve taking actions to reduce interest rates 

or purchase debt instruments; the 10% increase 

https://content.naic.org/sites/default/files/inline-files/Staff%20Memo%20on%20Proposed%20Changes.pdf
https://content.naic.org/sites/default/files/inline-files/Staff%20Memo%20on%20Proposed%20Changes.pdf
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would be reversed when the Federal Reserve 

decided to increase interest rates or reduce 

purchases of debt instruments. 

• NAIC staff also recommended that the GCC not 

be modified to include a stress scenario, but 

noted that some members of the GCC Working 

Group may be interested in adding informational 

stresses to the GCC in the future, after the GCC 

is fully implemented.

• Finally, NAIC staff recommended that “other 

debt” (i.e., debt other than certain senior debt 

and hybrid financial instruments that are currently 

counted for purposes of the Debt Allowance) not 

be included in the Debt Allowance. 

• Capital Charge for Insurers Domiciled in 

Non-Risk Sensitive Foreign Jurisdictions. 

Certain non-US jurisdictions have capital 

requirements for insurers that are not based on 

the magnitude or nature of the insurer’s risk 

profile. While the GCC trial implementation used 

a conservative approach of requiring a capital 

charge equivalent to 100% of the carrying value 

of such insurer, the GCC Trial Implementation 

Memorandum recommends a lower capital 

charge of 50% of the carrying value, with an 

additional option to instead calculate such 

foreign insurer’s capital requirement using RBC 

(with reasonable simplifications and estimates).

• Potential Changes to Capital Charges for 

Asset Managers. The GCC Trial Implementation 

Memorandum notes that certain members of the 

industry have requested that the GCC capital 

charges for asset managers should utilize the 

regulatory capital standards imposed by the 

Financial Industry Regulatory Authority 

(“FINRA”) instead of the current treatment of 

asset managers in the GCC as non-insurer 

financial entities not subject to regulatory capital 

requirements. NAIC staff noted that this 

proposal may not be straightforward to 

implement, since FINRA’s capital requirements 

are more principle-based, and noted that the 

GCC Working Group may wish to consider this 

request further after clarifying materials are 

provided for its review concerning FINRA’s 

capital requirements.

• Potential Schedule 1 Changes. Schedule 1 of 

the GCC is a listing of the ultimate controlling 

person of the insurance group and the entities it 

controls, and is intended to include all of the 

entities included in Schedule Y to the statutory 

financial statements filed by members of the 

insurance group. However, there was 

inconsistency in Schedule 1 reporting during the 

GCC trial implementation, and the GCC Trial 

Implementation Memorandum includes certain 

proposals and other considerations that are 

intended to lead to more consistency in Schedule 

1 reporting in the future.

The proposed revisions to the GCC were exposed by 

the GCC Working Group for a comment period that 

ended in December 2021, and are scheduled to be 

further discussed by the GCC Working Group shortly.

Accreditation Requirements for the 
GCC Exposed for a One-Year Public 
Comment Period

The proposal to adopt the GCC as an NAIC 

accreditation standard was exposed by the NAIC for 

a one-year comment period beginning on January 1, 

2022, with a proposed effective date of January 1, 

2026. Perhaps surprisingly, the GCC accreditation 
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standard deviates from the GCC-related 

amendments to the NAIC’s Model Insurance 

Holding Company Systems Act and Model 

Insurance Holding Company Systems Model 

Regulation (the “Model Holding Company 

Amendments”) in that it does not require an 

insurance group to submit a GCC filing to its “lead 

state” regulator at least once before requesting an 

exemption from further GCC filing requirements. 

During the meeting of the NAIC Accreditation (F) 

Committee in the summer, committee members 

made it clear that states will not be prohibited from 

enacting more restrictive requirements than those 

included in the accreditation standard—i.e., a state 

that requires insurance groups to submit a GCC 

filing at least once prior to qualifying for an 

exemption will be in compliance with the proposed 

accreditation standard.

Separately from the accreditation requirement, the 

NAIC has urged all states that are group-wide 

supervisors of insurance groups that have 

operations in the European Union or the UK to 

adopt the Model Holding Company Amendments 

by not later than November 2022, in order to enable 

the US to meet its obligations under the Covered 

Agreements it has executed with those jurisdictions.

Process for Evaluating Jurisdictions 
that “Recognize and Accept” the 
GCC Adopted

The Model Holding Company Act Amendments 

provide an exemption from the GCC requirements 

for a non-US insurance group whose group-wide 

supervisor “recognizes and accepts” the GCC for 

US insurance groups doing business in its 

jurisdiction. In December 2021, the NAIC Executive 

(EX) Committee and Plenary adopted a Process for 

Evaluating Jurisdictions That Recognize and 
Accept the Group Capital Calculation document, 

pursuant to which the NAIC’s Mutual Recognition of 

Jurisdictions (E) Working Group will evaluate 

whether non-US jurisdictions meet this criterion. 

Pursuant to the requirements of the Model Holding 

Company Amendments, the NAIC will publish a list 

of non-US jurisdictions that “recognize and accept” 

the GCC. This list will not be binding on the states, 

but a state insurance regulator that makes a 

determination as to a particular jurisdiction that 

differs from the NAIC list is required under the 

Model Holding Company Amendments to provide 

“thoroughly documented justification” to the NAIC 

and the other states.

Update on IAIS Initiatives

While the NAIC’s work on developing the GCC 

continues, the US insurance industry and state 

insurance regulators also remain keenly aware of the 

work being undertaken by the International 

Association of Insurance Supervisors (“IAIS”) to 

determine whether the aggregation methodology in 

the GCC will produce comparable (i.e., substantially 

the same) outcomes to the IAIS’s Insurance Capital 

Standard (“ICS”). The IAIS initially intended to 

publish its comparability criteria for determining 

whether the aggregation methodology in the GCC 

will be comparable to the ICS in the fourth quarter 

of 2021, but that timeline has now slipped to the 

first half of 2022. The IAIS’s goal is to conduct the 

comparability assessment in 2023 and early 2024 

and to make a determination as to comparability by 

year-end 2024 (which will also mark the end of the 

five-year monitoring period for the ICS). —

https://content.naic.org/sites/default/files/inline-files/GCC%20Recognize%20and%20Accepts%20Process%20Final.pdf
https://content.naic.org/sites/default/files/inline-files/GCC%20Recognize%20and%20Accepts%20Process%20Final.pdf
https://content.naic.org/sites/default/files/inline-files/GCC%20Recognize%20and%20Accepts%20Process%20Final.pdf
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