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.

	Seong-min Eom, Chief Actuary, Life and Health, New Jersey Department of Banking and Insurance

	VM-22 principle-based reserving (PBR) for non-variable annuities

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:

	January 1, 2026, NAIC Valuation Manual

VM-22 Sections 3.F and 4.D; VM-31 Section 3.F 


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.)

	See below

4.	State the reason for the proposed amendment? (You may do this through an attachment.)
Regulators and the industry have worked constructively over the past several years in developing reserve requirements that help ensure policyholders are protected and are commensurate with the features and risks inherent in the business.  While considerable progress has been made, the industry has expressed concerns with the prescribed investment guidelines within the framework that it believes embed “non-economic” conservatism and will inflate reserve requirements beyond an appropriate level of conservatism.
Based on these views, it appears that the industry will continue to pursue measures, such as asset-intensive reinsurance (including cross-border reinsurance), that enable it to increase alignment between regulatory requirements and their “economic” assessment of risks, and therefore sometimes significantly reducing the total assets available to fund policyholder demands.  Such arrangements may also reduce transparency for both the direct writer and the regulator of the direct writer of the business.

While work on VM-22 is at an advanced stage, it is important for regulators and the NAIC to step back and objectively consider if the proposed updates will deliver the outcomes the NAIC is hoping to achieve.  New Jersey believes further updates should be pursued and with this context in mind, please see the proposed amendments to VM-22 below. The proposal would enable an insurer to establish reserves for Pension Risk Transfer Annuities (which is one of the more significant blocks subject to asset-intensive reinsurance) based on a calculation that considers the illiquidity of the business and other unique factors.  The reserve would consider a liquidity premium in the company’s modeled company strategy subject to a guardrail more closely aligned with the average industry investment portfolio and above investment grade credit ratings.  Appointed Actuaries would need to justify company asset and reinvestment assumptions within VM-31. 


* This form is not intended for minor corrections, such as formatting, grammar, cross–references or spelling. Those types of changes do not require action by the entire group and may be submitted via letter or email to the NAIC staff support person for the NAIC group where the document originated. 
NAIC Staff Comments:

	Dates: Received
	Reviewed by Staff
	Distributed
	Considered

	2/24/26, 5/12/26
	S.O.
	
	

	Notes: 2026-01




VM-22 Section 4.D.3.b

b. Notwithstanding the above requirements, the aggregate reserve shall be the higher of that produced by the modeled company investment strategy and that produced by substituting an alternative investment strategy in which the fixed income reinvestment assets have the same weighted average life (WAL) as the reinvestment assets in the modeled company investment strategy and are all public non-callable corporate bonds with gross asset spreads, asset default costs, and investment expenses by projection year that are consistent with a credit quality blend of at least:

i. 5% Treasury 
ii. 15% PBR credit rating 3 (Aa2/AA)
iii.        40% PBR credit rating 6 (A2/A)
iv.        40% PBR credit rating 9 (Baa2/BBB)

For model segments only comprised of [Option A: PRT Annuities, Option B: payout annuities without liability optionality], the alternative investment strategy reflects an additional illiquidity premium of [80] bps.


Section 4.D.4
a. Cash flows from general account fixed income assets, including starting and reinvestment assets, shall be reflected in the projection as follows: 

i. Model gross investment income and principal repayments in accordance with the contractual provisions of each asset and in a manner consistent with each scenario.

ii. Reflect asset default costs as prescribed in VM-20 Section 9.F, and anticipated investment expenses through deductions to the gross investment income. [Option 1: For model segments only comprised of [Option A: PRT Annuities, Option B: payout annuities without liability optionality], the maximum net spread adjustment factor should reflect an additional illiquidity premium of [50] bps applied to the regulatory threshold asset.]

iii. [Option 2: For model segments only comprised of [Option A: PRT Annuities, Option B: payout annuities without liability optionality], the gross investment income reflects an additional illiquidity premium of [50] bps.]

iv. Model the proceeds arising from modeled asset sales and determine the portion representing any realized capital gains and losses.

v. Reflect any uncertainty in the timing and amounts of asset cash flows related to the paths of interest rates, equity returns or other economic values directly in the projection of asset cash flows. Asset defaults are not subject to this requirement, since asset default assumptions must be determined by the prescribed method as noted in Section 4.D.4.a.ii above.

