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Case Application Essay Nebraska Department of Insurance
a. What is the purpose of requiring insurers to meet risk-based capital requirements?
The purpose of requiring insurers to meet risk-based capital requirement is to decrease the risk of insolvency. Insurers have to be regulated in order to maintain their solvency. This ensures that if any loss is incurred due to an insured risk then the insurer ought to be in a position of meeting its financial obligation. So the overall result of the regulation is to ensure that the insurer’s a reduced financial risk and cost of insolvency.
b. What regulatory action, if any, should the Nebraska Department of Insurance take with respect to Mutual Life Insurance?
The Nebraska department of insurance must file a plan with the regulators to have its Risk-Based Capital (RBC) increased. The firm has a RBC ratio amounting to 75% which is at the firm’s action level.

c. Would your answer to part (b) change if the risk-based capital ratio for Mutual Life Insurance fell to 30 present? Explain your answer.
The answer in part (b) would change; the insurance company would not have to file the plan with the regulators since it will be in a position to pay for any claims. The company’s financial risk and cost of insolvency will be reduced. In case of any loss occurring due to an insured risk, it will mean that the company will be in a position of paying for the loss.

d. Mutual Life Insurance has 2.5 percent of its assets invested in common stocks.  Assume the stocks are sold, and the proceeds are invested in U.S. government bonds. What effect, if any, will this investment change have on the risk-based capital ratio of Mutual Life Insurance? Explain your answer.
The risk-based capital ratio of Mutual Life Insurance will decrease since the risk is usually relatively low compared to the company’s common stocks, as interest and principal will be repaid provided the relevant governments will not default on their bonds. Bonds can be said to be better diversifier since they frequently do well when the other classes of assets perform badly within the economy.
