
 

November 15, 2022 
 
Phillip Barlow 
Associate Commissioner  
Chair, Life Risk Based Capital Working Group (E) 
Washington, D.C Department of 
Insurance, Securities and Banking  
1050 First Street, NE, 801 
Washington, D.C. 20002 
 
Dear Mr. Barlow, 
 
Thank you for allowing the Mortgage Bankers Association (MBA) and the American Council of Life 
Insurers (ACLI) on behalf of our respective members the time to address the Working Group on the CM6 
and CM7 RBC factor normalization. MBA and ACLI submit this letter in response to the questions raised 
on the October 7, 2022 call to help move this issue forward to approval. 
 
First, Attachment 3 in the October 7, 2022, meeting agenda contained the proposed amendments to 
forms LR004 and LR009, but the formatting of this document was incorrect and did not show several 
changes that were being proposed in redline format.  As a follow up, please see the attached document 
that has the full redline changes.  The attached document’s final version is not different from 
Attachment 3, but the full redline is more informative.  John Waldeck addressed this in his remarks 
during the discussion. 
 
Second, MBA and ACLI seek to provide context for the limited nature of the investments subject to this 
change.  There is a minimal set of loans in the CM6 and CM7 categories, as shown in the below table. 
 
UPB of Life Company CM6 & CM7 Loans as a Percent of Total UPB 
  

 
  
Source: MBA Life Company Loan Performance Database 
 



 

This proprietary MBA database comprises roughly 72% of all life insurance company mortgage loans 
(representing 100% of the participating companies’ portfolios) and is assumed to be consistent with the 
full population.  As indicated, the percentage of CM6 & CM7 loans is very small, at less than 0.1% of total 
loans for each of the last 9 years.  The modification to the CM6 and CM7 RBC factors being requested 
will have an immaterial impact on Risk Based capital. 
 
Third, there was a request to analyze the applicability of the equity RBC factors for the CM6 and CM7 
loans.  To understand the applicability of equity RBC factors, it is important to understand the type of 
loans that are part of the CM6 and CM7 categories and why they behave similarly to equity 
investments. CM6 and CM7 loans are loans that are not performing (payments not being made).  A CM6 
loan is in process of evaluation by the lender to determine how it should be handled. If the lender 
believes it will likely return to performing status (Borrower makes all missed payments and begins 
making payments again), then they will not pursue their loan remedies to foreclose on the Borrower and 
will leave it in this status.  This means that a CM6 is not currently performing and may or may not 
become current. 
 
The distinction between CM6 and CM7 is that a CM7 loan is an asset that the Life Company lender has 
decided will not likely return to a performing status and has decided to foreclose out the borrower and 
realize on the loan security, and the lender has started that legal process to do so.  At the conclusion of 
this process, the Lender will become the owner of the underlying real estate asset and will hold it in its 
portfolio as a real estate equity asset.  So, a CM7 loan will quickly become an equity investment subject 
to equity RBC.   
 
The requested change to the RBC factors is to have CM6 loans at an 11.0% RBC charge and CM7 loans at 
a 13.0% RBC charge. The highest equity RBC charge is 13.0% (for schedule BA assets), and the lowest is 
11.0% (for Schedule A assets). Most companies will foreclose on a non-performing loan into a subsidiary 
entity, which would place the resulting equity asset on Schedule BA.   The proposed charge for CM7 
mortgages is consistent with the highest 13.0% equity RBC charge because after a likely foreclosure, this 
is the RBC charge it will be subject to. 
 
When a loan is transitioned to become in the process of foreclosure, the lender will evaluate the value 
of the underlying real estate asset and impair the mortgage investment to be equal to the value of the 
underlying real estate asset. In essence, the resulting STAT book value of the mortgage is the same as if 
the lender acquired the underlying real estate as an equity investment. Applying the same RBC charge 
just prior to foreclosure and after foreclosure means that the life company will have consistent risk-
based capital through this transition. Prior to the change of the equity RBC from 23% to 13% (for 
schedule BA), the RBC charges for CM7 and equity RBC were consistent, and the requested change in 
RBC factors for CM6 and CM7 mortgages maintains this consistency. 
 
The analysis done for the change in equity RBC factors is appropriate for the support of the change in 
the CM7 RBC factor because the CM7 mortgage asset is, as described above, soon to become an equity 
investment by the life company. Having the CM6 RBC factor aligned with the lowest equity RBC factor of 
11% (for Schedule A assets) is appropriate because these investments may, but are not yet assumed to 



 

become an equity investment. The slight discount in the RBC factor reflects the higher likelihood of a 
CM6 mortgage asset returning to performing loan status. 
 
Given the immaterial portion of life insurers’ investments rated CM6 or CM7 and the logical consistency 
with equity RBC treatment for these assets, we believe the requested change is appropriate and 
consistent with best RBC practices.   
 

Thank you for considering this request. If you have any questions, please do not hesitate to contact Mike 

Monahan, Senior Director of Accounting Policy, ACLI (MikeMonahan@acli.com) or Stephanie Milner, 

Associate Vice President, Commercial & Multifamily Policy, MBA (smilner@mba.org). 

 
 
Sincerely, 
 
 
American Council of Life Insurers 
Mortgage Bankers Association 
 
cc: Dave Fleming, NAIC Senior Insurance Reporting Analyst  
 


