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Why Reserves are necessary 

 Increases the likelihood that the plan is able to 
withstand unanticipated financial losses caused by 
adverse fluctuation in claims, enrollment and other 
unforeseen changes in the demographic composition of 
the plan 

 Maintaining an adequate reserve means that, to a very 
high degree of certainty, all obligations of claims and 
administrative expenses are met 

 Helps to ensure the long-term solvency of the plan 
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Risk-Based Capital (RBC) 

 Developed by the National Association of Insurance 
Commissioners (NAIC) and the American Academy of 
Actuaries 

 Used by most state insurance regulators to measure 
solvency (minimum reserves) of insurance companies 

 The reserve level of the State Health Plan is tied to the 
Risk-Based Capital (RBC) formula 

 Risk Categories: 
 H0 -  Asset Risk 
 H1 -  Other Asset Risk 
 H2 -  Underwriting Risk 
 H3 -  Credit Risk 
 H4 -  General Business Risk 
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Risk-Based Capital (RBC) 

 For a typical health insurance company, including how 
the formula works for the State Health Plan, overall risk 
is almost exclusively determined by the H2 component. 

 RBC Amt = H0 + H12 + H22 + H32  + H42 

 Authorized Control Level (ACL) = 50% of the RBC Amt 

 RBC Ratio = The Plan’s Total Adjusted Capital/ACL Amt 

 An RBC Ratio = 2.0 (referred to as 200% RBC) is 
defined as the minimum reserve level 
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Minimum Reserves 
 In June 2009, the SEBC adopted a policy establishing a 

200% RBC minimum reserve level that was determined 
to be equal to 10% of previous fiscal year’s claims and 
administrative expenses 

 Calculations are performed each July following close of 
fiscal year 

– 10% of actual expenses of prior fiscal year 

– Original FY10 Minimum Reserve Calculation:  $50M 

 In March 2012, SEBC voted to increase 200% RBC 
level to 205% effective with FY13 

– FY13 Minimum Reserve Calculation at 205% equals:  
$62 M 
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Minimum Reserve History 

Fiscal 
Year

Prior Year's Claims 
and Adm Exp

RBC 
Level

Minimum 
Reserve

2010 $513.0M 200% $50M
2011 $549.0M 200% $55M
2012 $562.6M 200% $56M
2013* $607.7M 205% $62M
2014 $623.2M 205% $64M
2015 $688.3M 205% $71M

2016** $770.6M 205% $79M

* FY 2013 started out the year with a 200% RBC Level
of $61M and SEBC approved 205% in Mar 2012 raising
it to $62M

** Projected
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Questions/Discussion/Next Steps 
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