Life Actuarial (A) Task Force/ Health Actuarial (B) Task Force
Amendment Proposal Form*

1.	Identify yourself, your affiliation, and a very brief description (title) of the issue.

	Identification:
Peter Clare, Corebridge Financial 
	
	Title of the Issue:
To ensure that the expense risk in reinsurance is adequately reserved for.

2.	Identify the document, including the date if the document is “released for comment,” and the location in the document where the amendment is proposed:

VM-20, Sections   8.C.3.c

January 1, 2025 NAIC Valuation Manual

3.	Show what changes are needed by providing a red-line version of the original verbiage with deletions and identify the verbiage to be deleted, inserted, or changed by providing a red-line (turn on “track changes” in Word®) version of the verbiage. (You may do this through an attachment.)
	
c. The company shall use assumptions to project cash flows to and from assuming companies that are consistent with other assumptions used by the company in calculating the DR or SR for the reinsured policies and that reflect the terms of the reinsurance agreements. 

	Guidance Note: Where a reinsurance treaty defines expenses to be reimbursed by the reinsurer these contractual expenses would ordinarily be the assumed ceding expenses. The direct expenses would be based on the cedent’s inflation and expense assumptions with margins following Section 9.E. When calculating the post reinsurance reserve, these margins, as with other margins, should be set such that they increase the post reinsurance reserve. To the extent that the reinsurer is reimbursing lower expenses than those reflected in the direct reserve calculation a  net reserve may be necessary even where 100% of the policyholder cash flows are ceded. 
	
4.	State the reason for the proposed amendment? (You may do this through an attachment.)

Section 8 intends that cedants use assumptions to project cash flows to and from assuming companies consistent with other assumptions where appropriate and the terms of the reinsurance treaty where applicable. Where the reinsurer contractually pays a set amount to the cedant however this amount should be used to set ceded expenses, and not the cedant’s padded expense assumption. 8.C.3.c covers this by requiring that the cedant “reflect the terms of the reinsurance agreements”, but we believe there is a diversity of practice in how companies actually reflect this.  

With increasing amounts of 100% ceded reinsurance it is important to add this note to ensure that companies reflect the costs the company will need to pay if it’s padded expense and inflation assumptions come to pass instead of treaty assumptions which are often set to more of a best estimate. 
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