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John Hancock Life Insurance Company (U.S.A.)
Ann Delaney, AVP & Regulatory Actuary, adelaney@jhancock.com
Elizabeth Lennox, Actuary, Life Product Pricing, elennox@jhancock.com

February 26, 2025

To: 	Rachel Hemphill, Chair, Life Actuarial (A) Task Force
Craig Chupp, Vice Chair, Life Actuarial (A) Task Force

Re:	 APF 2024-16 UL Nonforfeiture Clarifying Guidance
Dear Chair Hemphill and Vice Chair Chupp,
John Hancock Life Insurance Company (U.S.A.) appreciates the opportunity to provide feedback on the recently exposed APF 2024-16 UL Nonforfeiture Clarifying Guidance with cover letter. The exposure asks for input on whether providing for a safe harbor or simplified demonstration would or would not be consistent with the Model #585 requirements.
We understand the need for guidance in determining maximum surrender charges for products that have multiple sets of guarantees that affect the policy cash surrender value, in light of the relatively low interest rate guarantees in the market today. 
We support the safe harbor proposed by the Life Products Committee of the American Academy of Actuaries, which said “if a contract with multiple sets of guarantees has different sets of guaranteed interest crediting rates, acquisition expense charge rates, and cost of insurance charge rates, the maximum of the guaranteed interest rates (which would correspond to the lowest initial expense allowance), and the maximum of the acquisition expense charge rates and cost of insurance charge rates across all of the sets of guarantees could be used in performing a single demonstration of nonforfeiture compliance.” It also said that, when the multiple sets of guarantees that are used to determine the cash surrender value of the contract have the same expense and cost of insurance rates, the set with the largest guaranteed interest rate would be used in a single demonstration to support compliance. We believe this approach is consistent with the requirements of Model 585, as long as the guaranteed interest rate (or rates) used in the calculation of the initial expense allowance does not exceed the nonforfeiture interest rate as defined in Model Law 808, Section 5.c.H. for policies issued in that calendar year, and the rate used in the amortization of the unused expense allowance is guaranteed in the contract. 
NAIC Model Law 585, Section 6.A. states that:
The unamortized unused initial expense allowance during the policy year beginning on the policy anniversary at age x+t (where “x” is the same issue age) shall be the unused initial expense allowance multiplied by ax+t where ax+t and ax are present values of an annuity of one per year payable on policy anniversaries beginning at ages x+t and x, respectively, and continuing until the highest attained age at which a premium may be paid under the policy, both on the mortality and interest bases guaranteed in the policy (emphasis added). 
We believe that using the higher of the guaranteed interest rates (or rates) in the multiple set of guarantees is consistent with this requirement because it is guaranteed in the policy. 
NAIC Model Law 585, Section 6.A. further states that:
The initial expense allowance shall be the allowance provided by [insert reference to Section 5 or 5cA of the Standard Nonforfeiture Law for Life Insurance] for a fixed premium, fixed benefit endowment policy with a face amount equal to the initial face amount of the flexible premium universal life insurance policy, with level premiums paid annually until the highest attained age at which a premium may be paid under the flexible premium universal life insurance policy, and maturing on the latest maturity date permitted under the policy, if any, otherwise at the highest age in the valuation mortality table. The unused initial expense allowance shall be the excess, if any, of the initial expense allowance over the initial acquisition expense charges as defined above.
Model Law 808 (Standard Nonforfeiture Law for Life Insurance), Section 5.c.A. applies because section 5 excludes policies issued after the effective date of this section. Section 5.c.A. states that:
This section shall apply to all policies issued on or after the operative date of this section. Except as provided in Subsection G, the adjusted premiums for any policy shall be calculated on an annual basis and shall be such uniform percentage of the respective premiums specified in the policy for each policy year, excluding amounts payable as extra premiums to cover impairments or special hazards and also excluding any uniform annual contract charge or policy fee specified in the policy in a statement of the method to be used in calculating the cash surrender values and paid-up nonforfeiture benefits, that the present value, at the date of issue of the policy, of all adjusted premiums shall be equal to the sum of: 
(1) The then present value of the future guaranteed benefits provided for by the policy; 
(2) One percent of either the amount of insurance, if the insurance be uniform in amount, or the 
average amount of insurance at the beginning of each of the first ten (10) policy years; and 
(3) One hundred twenty-five percent (125%) of the nonforfeiture net level premium as hereinafter defined.  
The nonforfeiture net level premium is defined in Model Law 808, Section 5.c.B. as follows:
The nonforfeiture net level premium shall be equal to the present value, at the date of issue of the policy, of the guaranteed benefits provided for by the policy divided by the present value, at the date of issue of the policy, of an annuity of one per annum payable on the date of issue of the policy and on each anniversary of the policy on which a premium falls due.
The basis of interest used in the Net Level Premium is defined in Model Law 808, Section 5.c.H. as follows:
All adjusted premiums and present values referred to in this Act … shall for all policies issued in a particular calendar year be calculated on the basis of a rate of interest not exceeding the nonforfeiture interest rate as defined in this section, for policies issued in that calendar year… (emphasis added)
Therefore, any interest rate used in the initial expense allowance not exceeding the nonforfeiture interest rate would comply with Model 585, and guidance that proposed using the highest guaranteed interest rate (or rates), when there are multiple sets of guarantees would also satisfy the requirements of the model. 
Not only do we believe that a simplified approach is justifiable, without this simplification, the APF, as written, could require a significant amount of additional work with a de minimis benefit, which could impact the availability of products in the market. Demonstrating compliance with Model #585 takes a significant amount of model run-time, sometimes days of computing time. The demonstration must be run multiple times as product rates are refined in the final stages of pricing/repricing a product. This timeline is exacerbated for survivorship products with many more combinations of insureds. The proposed safe harbor is sufficient to ensure compliance with Model 585, while maintaining a reasonable level of burden on insurers when testing rates and providing demonstrations, and therefore we support this approach.
Sincerely,
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