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Kansas City, Missouri 

April 7, 2022 
 
The Life Insurance and Annuities (A) Committee met in Kansas City, MO, April 7, 2022. The following Committee 
members participated: Judith L. French, Chair, and Peter Weber (OH); Carter Lawrence, Vice Chair (TN); Jim L. 
Ridling (AL); Karima M. Woods represented by Philip Barlow (DC); Colin M. Hayashida represented by Melissa 
Hamada (HI); Doug Ommen (IA); Vicki Schmidt (KS); Marlene Caride (NJ); Barbara D. Richardson (NV); Adrienne A. 
Harris represented My Chi To (NY); Cassie Brown and Mike Boerner (TX); Scott A. White and Craig Chupp (VA); and 
Nathan Houdek (WI). Also participating was: Fred Andersen (MN). 
 
1. Adopted its 2021 Fall National Meeting Minutes 
 
Commissioner White made a motion, seconded by Commissioner Caride, to adopt the Committee’s Dec. 15, 2021, 
minutes (see NAIC Proceedings – Fall 2021, Life Insurance and Annuities (A) Committee). The motion passed 
unanimously. 
 
2. Adopted the Report of the Accelerated Underwriting (A) Working Group and the March 4 Draft Accelerated 

Underwriting in Life Insurance Educational Report 
 
Commissioner Arnold gave the report of the Accelerated Underwriting (A) Working Group. She said the Working 
Group met Feb. 23 and March 24 in lieu of meeting at the Spring National Meeting. She explained that during 
each meeting, the Working Group reviewed the most recent draft of the Accelerated Underwriting in Life 
Insurance Educational Report, and stakeholders were given an opportunity to highlight their comments. She said 
the Working Group unanimously adopted the March 4 draft of the Educational Report during its March 24 
meeting. 
 
Commissioner Arnold explained that the Educational Report started with an outline exposed for public comment 
in late 2020. She said an ad hoc group made up of six or so state insurance regulators convened to draft the 
Educational Report and synthesize comments that were incorporated into subsequent drafts. She explained that 
starting with the outline, sections of the report were completed and released for comment, with each set of 
comments incorporated into the next exposure draft. She said stakeholders had many opportunities to comment 
as the paper was developed, which included the ability to comment on previous sections in light of later sections. 
She explained that the first section of the report was exposed for comment in May 2021, additional sections were 
exposed in July 2021, the entire paper was exposed for comment in November 2021, and a revised draft was 
exposed for comment in January. The March 4 draft was exposed for a final two-week comment period to identify 
any novel issues or errors of fact, and it was adopted by the Working Group on March 24. 
 
Commissioner Arnold said the Working Group made every effort to keep this document narrowly focused on 
accelerated underwriting in life insurance, recognizing that there are a lot of other groups at the NAIC working on 
related issues, including the Innovation, Cybersecurity, and Technology (H) Committee and several of its working 
groups. She explained that the Educational Report is intended to impart information gathered by the Working 
Group through presentations. It identifies issues and makes broad recommendations, largely following the lead 
of the NAIC Principles on Artificial Intelligence. Commissioner Arnold emphasized that the Working Group does 
not envision this Educational Report being the final word on accelerated underwriting in life insurance, rather it 
provides a solid start. 
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Ms. To asked for more information about what the Working Group plans to do next, specifically whether it plans 
to address the questions forwarded by Birny Birnbaum (Center for Economic Justice—CEJ) during the Feb. 23 
meeting. Commissioner Arnold said she envisions the Working Group working on regulatory guidance, which it 
can accomplish under its current charge. She said there will be a need to coordinate and be consistent with the 
efforts of the other groups working on similar issues, particularly the Innovation, Cybersecurity, and Technology 
(H) Committee and its work on algorithmic auditing. She said there is a specific need for guidance for state 
insurance regulators with respect to accelerated underwriting in life insurance, and she envisions the 
development of specific questions states could ask and approaches to take. 
 
Mr. Birnbaum said he participated, along with Brendan Bridgeland (Center for Insurance Research—CIR) and Peter 
Kochenburger (University of Connecticut School of Law), and he did not think the Educational Paper was 
particularly good. He said it did not say anything other than watch out for unfair discrimination, which is so obvious 
and vague it is almost not worth mentioning. He encouraged the Working Group to work on specific guidance for 
the use of accelerated underwriting. He gave a couple of examples of specific guidance he would like to see. He 
mentioned that consumer protections in place for the use of credit information in home and auto insurance should 
be extended to life insurance. He also said the use of facial analytics is known to be biased against people of color 
in law enforcement and should be targeted for regulatory review if it is used in accelerated underwriting. Mr. 
Kochenburger said he agrees with Mr. Birnbaum and would like to see specific recommendations around 
transparency, which the Educational Report rightly highlights as a recommendation. He said specific guidance for 
state insurance regulators, consumer, and industry about what transparency means and how it is to be 
accomplished in the context of increasingly sophisticated models and without special expertise is the kind of 
specific recommendation that he would welcome from the Working Group. 
 
Commissioner Houdek made a motion, seconded by Commissioner Lawrence, to adopt the report of the 
Accelerated Underwriting (A) Working Group, including its March 24 (Attachment One) and Feb. 23 (Attachment 
One-A) minutes, as well as the March 4 draft Accelerated Underwriting in Life Insurance Educational Report 
(Attachment Two). The motion passed with New York abstaining. 
 
3. Heard a Federal Update on the Implications of the DOL Fiduciary Rule 

 
Brooke Stringer (NAIC) explained that the U.S. Department of Labor (DOL) indicated that it is planning to work on 
a revised Fiduciary Rule for retirement advice, and the Government Relations (EX) Leadership Committee is 
interested in feedback from the Life Insurance and Annuities (A) Committee and its stakeholders. 
 
Ms. Stringer said state insurance regulators, the DOL, the U.S. Securities and Exchange Commission (SEC), and the 
Financial Industry Regulatory Authority (FINRA) all have a role in the administration and enforcement of standards 
for retirement plans and products within their jurisdiction. She said depending on the financial products offered 
and the financial services provided, an insurance agent could be subject to overlapping regulations at the state 
and federal level, particularly if they work with products or provide services related to 401(k) plans covered by the 
federal Employee Retirement Income Security Act of 1974 (ERISA). She said it is anticipated that the DOL will soon 
unveil a new Fiduciary Rule for retirement advice this spring. 
 
Ms. Stringer explained that the DOL started its work on a Fiduciary Rule in 2010, which was withdrawn. Then, the 
Obama administration proposed and finalized a Fiduciary Rule for retirement plans. In that rule, the definition of 
fiduciary required that retirement advisors act in the best interests of their clients and put their clients' interests 
above their own. The NAIC has not taken a position on that Fiduciary Rule, but it submitted two comment letters 
over the years that were included in the meeting materials. 
 
Ms. Stringer explained that in 2018, the U.S. Court of Appeals for the Fifth Circuit vacated the Obama 
administration’s Fiduciary Rule for retirement advice. She said in 2020, the Trump administration released its own 
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proposed rule. That new rule included exemptions to fiduciary conduct if providers adhered to “impartial conduct 
standards” modeled after the SEC’s Regulation Best Interest. The Trump administration rule was supposed to go 
into effect in 2021, but the Biden administration delayed enforcement through early 2022. 
 
Ms. Stringer said since last year, the DOL has indicated that further guidance would be forthcoming, and the 
potential for further rulemaking was included on its regulatory agenda. She said the NAIC does not know specifics, 
but it believes the DOL guidance is likely to revisit the definition of fiduciary, along with potential additional 
changes to the existing prohibited transaction exemptions. 
 
Patrick C. Reeder (American Council of Life Insurers—ACLI) said a fiduciary standard is not a bad standard, and it 
is an appropriate legal standard for situations where there is an ongoing relationship providing financial advice. 
He said the problem with the DOL proposal is that it is a fiduciary-only approach, which would eliminate 
commission-based sales; i.e., the way that lower and mid-range clients buy products. He said the DOL should 
recognize the changes that have taken place since 2017. He said both the SEC’s Regulation Best Interest standard 
and the NAIC best interest revisions to the Suitability in Annuity Transactions Model Regulation (#275) provide a 
strong standard of care that is vigorously enforced. He said state insurance regulators have a strong story to tell, 
and the DOL needs to hear from the NAIC. 
 
Jason Berkowitz (Insured Retirement Institute—IRI) said the states have done a great job adopting the best 
interest revisions to Model #275. He said a fiduciary relationship is appropriate when there is a special relationship 
of trust and confidence. He said the best interest standards emulate the fiduciary standard but ensure that the 
small and mid-sized savers are not disadvantaged. He said he does not agree with assertions that annuity 
suitability is not robust, and he said the regulatory environment has changed. He encouraged the NAIC to reach 
out to the DOL and to report how things are working. 
 
Micah Hauptman (Consumer Federation of America—CFA) said there are gaps in the current regulatory 
framework. He said he does not believe consumers’ reasonable expectations are being met. He said the DOL 
should require a fiduciary duty, regardless of what products are being sold or how they are being sold. He said 
consumers all expect and deserve high quality advice without the taint of conflicts of interest. 
 
4. Adopted the Report of the Life Actuarial (A) Task Force 
 
Mr. Boerner said the report of the Life Actuarial (A) Task Force was included in the materials, but he is going to 
highlight three of the efforts going on at the Task Force. He said the first topic was the economic scenario 
generator (ESG). In 2017, the American Academy of Actuaries (Academy) informed the Task Force that it did not 
have the resources to continue to maintain the prescribed ESG. He said the need for a replacement ESG was 
further heightened in 2019 when the Financial Stability (E) Task Force noted a potential deficiency in the 
prescribed ESGs related to a limited reflection of extended periods of low and even negative interest rates. At that 
time, the Financial Stability (E) Task Force requested that the Valuation Analysis (E) Working Group assess the 
macroprudential risk to insurance organizations in the U.S. with a focus on variable annuity writers. 
 
In July 2019, the Life Actuarial (A) Task Force and the Life Risk-Based Capital (E) Working Group requested that 
NAIC staff consider issuing a Request for Proposal (RFP) for a vendor to build and maintain a new ESG to be used 
in the determination of statutory reserves and capital. Mr. Boerner said development of this RFP included 
extensive work with state insurance regulators and ESG subject matter experts (SMEs) from the life insurance 
industry. He said the NAIC issued the RFP in March 2020. Six companies submitted proposals, and Conning was 
selected as the ESG vendor and approved by the Executive (EX) Committee in September 2020. 
 
After the contract with Conning was in place, state insurance regulators worked in ESG Drafting Group calls with 
Conning, NAIC staff, and industry SMEs. He said there were weekly calls over most of the past year to develop 
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recommendations to the Task Force and the Working Group for a June field test. He said these recommendations 
relate to scenarios from a Treasury model, scenarios from an Equity model, and scenarios from a Corporate Bond 
model. 
 
Mr. Boerner explained that some of the significant collaborative work over this past year includes: 1) development 
of acceptance criteria for the Treasury model, which included statistics and input from SMEs; 2) development of 
scenarios by Conning for an alternative Treasury calibration requested by SMEs. These scenarios are included as 
one of the proposed Treasury models to field test; and 3) work performed by Conning to alter the international 
equity indices, as requested by SMEs, to align the fund’s expected returns on a risk/reward basis relative to the 
U.S. large cap fund for the Equity model. 
 
Mr. Boerner also said another example of the collaborative work is the plans for Conning to work on the 
development of a Simplified Corporate Bond model, which is requested by SMEs to have full transparency for this 
model. While Conning’s Corporate Bond model reproduces key dynamics of bond returns, some of the information 
in their model is proprietary. Given the amount of work needed to develop this Simplified Corporate Bond model, 
it will not be available for the June field test, and the Conning Corporate Bond model will be used instead. 
However, the intent is for the Simplified Corporate Bond model to have similar scenarios to the Conning Corporate 
Bond model so the use of the Conning model will be relevant for this June field test. 
 
Mr. Boerner said weekly ESG Field Test calls have now replaced the weekly ESG Drafting Group calls to expedite 
preparation for the June field test. These calls continue to have industry SME representation. He said achieving 
the June field test is very important to help determine the impact on industry reserves and capital and help state 
insurance regulators understand the materiality of technical issues brought up by the industry SMEs. He said there 
are other weekly ESG planning calls, which include ACLI and Academy representation to support planning for 
future efforts and calls of the ESG initiative. He said joint Task Force and Working Group calls will also continue. 
He said the upcoming April 14 joint call will include discussion of comments requested on an exposure regarding 
models proposed for the June field test. 
 
Mr. Boerner said some key next steps prior to the ESG June Field Test include: 1) any refinement of the 
recommended ESG models for field testing; 2) building out field test specifications, instructions for participants, 
and a results template; 3) determining the final set of field test participants and field test product coverage; and 
4) preparing the necessary scenario sets for delivery to field test participants. 
 
Mr. Boerner said next steps after the June field test include: 1) analysis of the field test results; 2) adjustments of 
ESG models, as appropriate; 3) development of the Simplified Corporate Bond model, as mentioned previously; 
and 4) planning for a field test early next year of expected adjustments to models. 
 
Mr. Andersen gave an update on the Asset Adequacy Testing Actuarial Guideline. He said the Asset Adequacy 
Testing Actuarial Guideline was part of a coordinated NAIC effort regarding the oversight of the increase in private 
equity and complex assets in the life insurance industry. He explained that the Task Force is focused on aspects 
related to reserve adequacy, and it is working to help ensure life insurers involved in complex assets will be able 
to pay claims even if those assets do not perform as expected. 
 
Mr. Andersen said the Task Force met March 31 to discuss comments on a first draft of an actuarial guideline that 
would provide documentation and sensitivity testing requirements on life insurers engaged in such activity. He 
said he expects that a guideline will be adopted by the NAIC at the Summer National meeting. He explained that 
partly due to the aggressive timeframe, some of the more controversial aspects that were in the first draft, 
including application of guardrails that could directly affect the financials of some insurers, will likely be deferred 
to later discussions that are not part of the aggressive 2022 time frame. 
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Mr. Andersen explained that the resulting documentation and sensitivity tests that will likely be included in the 
2022 guideline adoption will provide information to state insurance regulators, including: 1) analysis of the risks 
of the complex assets; 2) details underlying the assumptions on how those assets will perform; 3) expectations on 
the sophistication of the company models matching the complexity of the assets; and 4) assurance that any 
counterparty risk related to reinsurance deals are considered and documented. He said he anticipates movement 
to turn the first draft into a final draft that is ready for adoption over the next several weeks. He said Committee 
members should follow the activities of the Task Force if they are interested in the topic. 
 
Mr. Weber gave an update on the Indexed-Linked Variable Annuity Actuarial Guideline. He explained that in the 
summer of 2021, the Life Insurance and Annuities (A) Committee directed the Task Force to set up a subgroup to 
study index-linked variable annuities (ILVAs) with the charge to: “Provide recommendations and changes, as 
appropriate, to nonforfeiture, or interim value requirements related to index-linked variable annuities.” 
 
Mr. Weber explained that ILVAs, also known as registered index-linked annuities (RILAs), have become very 
popular over the past five to 10 years. He said they fill a space in the market in between fixed indexed annuities 
and traditional variable annuities. He said ILVAs are filed in the states as variable annuity products and are 
exempted from the Standard Nonforfeiture Law for Individual Deferred Annuities (#805). He said the main issue 
the Subgroup is trying to address is that if a product is exempted from the consumer protection of nonforfeiture 
requirements as a variable product, then it must behave like a variable product. It is important that values 
provided at surrender of an ILVA are consistent with how a variable product provides surrender values. Mr. Weber 
said to that end, the Subgroup exposed a proposed actuarial guideline in November 2021. He said many comments 
were received and incorporated into a second draft exposed April 1 for a 30-day public comment period. 
 
Mr. Birnbaum said indexed universal life (IUL) insurers are using unrealistic crediting rates with unrealistic 
expectations. He said state insurance regulators tried to reign them in, most recently with Actuarial Guideline 
XLIX—The Application of the Life Illustrations Model Regulation to Policies With Index-Based Interest (AG 49) and 
then Actuarial Guideline XLIX-A—The Application of the Life Illustrations Model Regulation to Policies with Index-
Based Interest to Policies Sold On or After December 14, 2020 (AG 49-A), but insurers continue to game the system 
and illustrate unrealistic and deceptive policy accumulations. He said these discreet fixes are not solving the 
problem. He said the problem is the illustrations; they do not show risk. He said annuity illustrations requirements 
do not cap crediting rates, so insurers turn to bespoke indexes created by investment banks by data mining 
historical experience to falsely present potential future earnings. He said some illustrations show investment 
returns higher than the cost of a loan, which falsely suggest that it makes sense for people to borrow money to 
invest in life insurance products. He said insurance producers become de facto investment advisors. He said the 
Committee needs to address illustrations and engage experts in consumer disclosures to address these issues. 
 
Mr. Boerner made a motion, seconded by Mr. Chupp, to adopt the report of the Life Actuarial (A) Task Force. The 
motion passed unanimously. 
 
5. Discussed Next Steps for the Life Insurance Online Guide (A) Working Group 

 
Director French gave a brief history of the Life Insurance Online Guide (A) Working Group. She explained that the  
Working Group initially considered developing an online resource that could allow for a deep dive into complex 
content in a way that would not be possible in paper format. She also said the Working Group struggled with how 
best to structure the content, as well as how it might look and function. 
 
Director French said the idea of a decision tree came up, but while a decision tree could be a great in theory, it is, 
for several reasons, beyond the scope of what the Working Group or even the NAIC can undertake. She said her 
goal is to come up with something achievable. 
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Director French explained that the details about life insurance are state-specific. She also said the NAIC is not 
where people are going to go to find out about life insurance, nor can the NAIC provide any advice about what life 
insurance to purchase. She said people need to go to their state or an insurance producer. 
 
Director French asked Laura Kane (NAIC) to give an overview of what is on the NAIC website. She explained that 
information about what is currently on the NAIC website will enable the Committee to better consider what 
content should be added to the website and what the Working Group can reasonably achieve under its charge. 
 
Ms. Kane gave an overview of the statistics collected for the life insurance pages on the NAIC website. She said 
there have been 23,147 unique page views over the past year. She explained the breakdown of the percentage of 
those who viewed the pages. She said 13% were age 18–24, 21% were age 25–34, 23% were age 35–44, 20% were 
age 45–54, 13% were age 55–64, and 10% were age 65 or older. Of those, the 23% that were age 35–44 spent the 
most time on page, the 13% that were age 18–24 spent the second-most amount of time, and the 10% who were 
age 65 or older spent the least amount of time. 
 
Ms. Kane explained that the purpose of the consumer pages is to: 1) educate consumers about the purpose of 
each insurance type; 2) guide consumers to know what to ask a licensed agent; 3) remind consumers to check 
their state’s department of insurance (DOI) website to confirm that the agent and the company are licensed in 
the state; and 4) let consumers know their state DOI is there to help with any questions or issues. She summarized 
the information that is on the web pages and identified information that she found on some other DOI websites 
that might be good to consider including on the NAIC website. For example, Kansas has good shopping tips, 
Nevada has a good “Understand the products you are buying” section, New York has a good statement of purpose 
around life insurance, and Texas has a good chart comparing the major types of life insurance. Ms. Kane 
mentioned that the NAIC could consider linking to a glossary of terms, as well as translating the Buyers Guide to 
Spanish and other languages. 
 
Director French asked for volunteers to work with her staff and Ms. Kane to participate on the Working Group to 
update the NAIC web pages on life insurance. 
 
6. Heard an Update on Workstream Four of the Special (EX) Committee on Race and Insurance 

 
Director French updated the Committee on Workstream Four of the Special (EX) Committee on Race and 
Insurance. She explained that she is the Workstream Four co-chair, along with Commissioner Caride. She said the 
Workstream will be focusing its efforts on the marketing, distribution, and access to life insurance products in 
minority communities, including the role that financial literacy plays. She said the plan is to schedule some 
presentations focusing on this issue. 
 
Having no further business, the Life Insurance and Annuities (A) Committee adjourned. 
 
SharePoint/NAIC Support Staff Hub/Member Meetings/2022 Spring National Meeting/Life Insurance and Annuities (A) Committee/04-
min  
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LATF VM 
Amendment 

Valuation Manual 
Reference 

Valuation Manual Amendment Proposal Descriptions 
LATF 

Adoption 
Date 

Page 
Number 

2020-12 
VM-01, VM-20, VM-21, VM-
31 

Create consistency between CDHS determination in VM-20 and 
VM-21. Revise hedge modeling to only require CDHS if 
modeling future hedging reduces the reserves under VM-20 or 
TAR under VM-21. 

6/9/22 3 

2021-11 
VM-21, section 12 and various 
others 

Add a section for other assumptions requirement in VM-21 which 
covers general guidance and requirements for assumptions, and 
expense assumptions. 

2/3/22 22

2021-12 

VM-21 Section 6.B.3.a. 
VM-21 Section 6.B.6.a-6.B.6.b, 
VM-21 Section 6.C.4,  
VM-21 Section 6.C.10-6.C.11

Correct CSMP reference and clarify requirements for VA 
contracts with no minimum guaranteed benefits in Additional 
Standard Projection Amount in VM-21 Section 6.C. These three 
prescribed assumptions are Partial Withdrawal, Account Value 
Depletion, and Other Voluntary Contract Termination. 

11/18/21 33 

2021-13 
VM-20 Sect. 9.C.6.e, VM-20 
Sect. 9.C.7, VM-31 Sect. 
3.D.3.o.

It has been observed that adding the prescribed mortality margins 
for some Life/LTC combination products cause modeled reserves 
to decrease rather than increase.      

11/4/21 40 

2022-01 VM-20 Section 8.C.18 
Clarifying the Valuation Manual treatment of the pre-reinsurance 
ceded reserve and the reserve credit for retrocessions 

3/10/22 44 

2022-02 VM-31 
Revise language and add an explicit cross-reference to the VM-21 
section since it has further details on how to demonstrate 
compliance 

3/31/22 47 

2022-03 VM-20, VM-21, VM-31 
General cleanup, including updating cross-references, better 
consistency between VM-20 and VM-21, where reasonable, and 
making clarifying edits. 

3/31/22 49 

2022-04 
VM-20 Section 9.F.8, App 2.F, 
App 2.G 

LIBOR transition to the Secured Overnight Financing Rate 
(SOFR) - Updated VM-20 prescribed swap spreads guidance to 
facilitate the LIBOR transition to SOFR.   

6/30/22 55 

2022-05 VM-51 App 1, App 4 
Add dividend plan code & Covid-19 indicator; change field 
identifier; correct Appendix 1 reference. 

5/12/22 61 
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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:
Hedging Drafting Group of LATF

Title of the Issue:
Reflect all future hedging strategies in VM-20 and VM-21.  Revise hedge modeling to increase E factor
(VM-21) or residual risk (VM-20) when future hedging strategies are not clearly defined.

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-01, VM-20 Section 6.A.1.b, VM-20 Section 7.E.1.g, VM-20 Section 7.K, VM-20 Section 7.L, VM-21
Section 1.D.2, VM-21 Section 4.A.4, VM-21 Section 4.D.4.b, VM-21 Section 6.B.3.a.ii, VM-21 Section
6.B.3.b.ii, VM-21 Section 6.B.5, VM-21 Section 9, VM-31 Section 3.C.5, VM-31 Section 3.D.6.f, VM-31
Section 3.D.14.a and 3.D.14.b, VM-31 Section 3.E.5, VM-31 Section 3.F.8, VM-31 Section 3.F.12.c, VM-
31 Section 3.F.16.a and Section 3.F.16.b

January 1, 2022 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.)

See attached.

4. State the reason for the proposed amendment? (You may do this through an attachment.)

1. Consistent definition of CDHS for use in VM-20 and VM-21.
2. Add a definition for “future hedging strategy,” consistent with the definition for CDHS and the current

VM-01 definition of “derivative program”, which VM-01 notes includes hedging programs.
3. Add a definition for “hedging transactions,” taken from the APPM but modified slightly to be

consistent with Valuation Manual terminology.
4. Reflect all of a company’s future hedging strategies, but reflect the additional error (VM-21) or residual

risk (VM-20) that is presented by a future hedging strategy not being clearly defined.
5. Remove optionality for liquidating currently held hedges if the company does not have a future hedging

strategy.  Language has been added for consideration to keep this optionality for the adjusted run for a
company that does have a future hedging strategy (which would not be modeled in the adjusted run),
as the drafting group is interested in additional input on this item.  A reporting item to disclose the
impact of any such liquidation is added, to provide additional regulator comfort if this optionality is
included in the final adopted edits.

6. New hedging strategies (those without at least 12 months experience or 3 months of experience and
robust mock testing) have an E factor of 1.0 for VM-21, unless they are new hedging strategies backing
a newly introduced or newly acquired product or block of business, which may have an E factor as low
as 0.3.  Moreover, with prior domestic regulator approval, which should mitigate regulator concerns
that strategy changes implemented just before year end may allow for manipulation of results, robust
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mock testing is sufficient to allow an E factor lower than 1.0.  Note that the current draft VM-22 only 
allows modeling hedges after they have been in place for 6 months, and we would recommend that be 
revised to be in line with these changes.  When only CDHS were modeled in VM-21, new hedging 
strategies with no experience had E factors as low as 0.5 even without meaningful analysis.  This 
treatment was much too lenient for new hedging strategies. 

 
 
 

* 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: 
 
 
W:\National Meetings\2010\...\TF\LHA\ 
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VM-01

• The term “clearly defined hedging strategy” (CDHS) means a strategy undertaken by a company to manage
risks through the future purchase or sale of hedging instruments and the opening and closing of hedging
positionsfuture hedging strategy for which the following attributes are clearly documented that meet the
criteria specified in the applicable reserve requirement section of the Valuation Manual.:

a. The specific risks being hedged (e.g., cash flow, fee income, policy interest credits, delta, rho, vega,
etc.). 

b. The hedging objectives.
c. The material risks that are not hedged (e.g., variation from expected mortality, withdrawal, and other

utilization or decrement rates assumed in the hedging strategy, etc.). 
d. The financial instruments used to hedge the risks.
e. The hedging strategy’s trading rules, including the permitted tolerances from hedging objectives.
f. The metrics, criteria, and frequency for measuring hedging effectiveness.
g. The conditions under which hedging will not take place and for how long the lack of hedging can

persist. 
h. The group or area, including whether internal or external, responsible for implementing the hedging

strategy. 
i. Areas where basis, gap or assumption risk related to the hedging strategy have been identified.
j. The circumstances under which hedging strategy will not be effective in hedging the risks.

The hedge strategy may be dynamic, static or a combination thereof. 
Guidance Note: For purposes of the CDHS documented attributes, “effectiveness” need not be measured 
in a manner as defined in SSAP No. 86—Derivatives in the AP&P Manual.

• The term “future hedging strategy” is a derivative program undertaken by a company to manage risks
through one or more future hedging transactions, including the future purchase or sale of hedging 
instruments and the opening and closing of hedging positions.   

A future hedging strategy may be dynamic, static or a combination thereof.  A strategy involving the offsetting 
of the risks associated with products falling under the scope of different requirements within the Valuation 
Manual (e.g., VM-20, VM-21, or VM-22) does not qualify as a future hedging strategy.   

• The term “hedging transaction” means a derivative(s) transaction which is entered into and maintained to
reduce: 

a. The risk of a change in the fair value, the value on a statutory, GAAP, or other basis, or cash flow of
assets and liabilities which the company has acquired or incurred or has a firm commitment to acquire 
or incur or for which the company has a forecasted acquisition or incurrence; or 

b. The currency exchange rate risk or the degree of foreign currency exposure in assets and liabilities
which the company has acquired or incurred or has a firm commitment to acquire or incur or for which 
the company has forecasted acquisition or incurrence. 
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VM-20 Section 6.A.1.b 

 
A company may not exclude a group of policies for which there is one or more future hedging strategies supporting 
the policiesclearly defined hedging strategies  from SR requirements, except in the case where all future hedging 
strategies supporting the policies clearly defined hedging strategies are solely associated with product features that 
are determined to not be material under Section 7.B.1 due to low utilization. 
 
VM-20 Section 7.E.1.g 

 
Notwithstanding the above requirements, the modeled 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 50% PBR credit 
rating 6 (A2/A) and 50% PBR credit rating 3 (Aa2/AA).  
 
Policy loans, equities and derivative instruments associated with the execution of a clearly defined hedging 
strategyfuture hedging strategies supporting the policies (in compliance with Section 7.L) are not affected by this 
requirement. 
 
VM-20 Section 7.K 
 
K. Modeling of Derivative Programs  
 

1. When determining the DR and the SR, the company shall include in the projections the appropriate costs 
and benefits of derivative instruments that are currently held by the company in support of the policies 
subject to these requirements. The company shall also include the appropriate costs and benefits of 
anticipated future derivative instrument transactions associated with the execution of a future hedging 
strategies supporting the policiesclearly defined hedging strategy, as well as the appropriate costs and 
benefits of anticipated future derivative instrument transactions associated with non-hedging derivative 
programs (e.g., replication, income generation) undertaken as part of the investment strategy supporting the 
policies, provided they are normally modeled as part of the company’s risk assessment and evaluation 
processes.  
 

Guidance Note: The requirements stated here for handling hedging strategies are essentially consistent with those 
included in the CTE methodology of VM-21 and the five principles spelled out there. The prohibition in these 
modeled reserve requirements against projecting future hedging transactions other than those associated with a 
clearly defined hedging strategy is intended to address initial concerns expressed by various parties that reserves 
could be unduly reduced by reflection of programs whose future execution and performance may have greater 
uncertainty. The prohibition appears, however, to be in conflict with Principle 2 listed in VM-21. Companies may 
actually execute and reflect in their risk assessment and evaluation processes hedging strategies similar in many 
ways to clearly defined hedging strategies but lack sufficient clarity in one or more of the qualification criteria. By 
excluding the associated derivative instruments, the investment strategy that is modeled may also not reflect the 
investment strategy the company actually uses. Further, because the future hedging transactions may be a net cost 
to the company in some scenarios and a net benefit in other scenarios, the exclusion of such transactions can result 
in a modeled reserve that is either lower or higher than it would have been if the transactions were not excluded. 
The direction of such impact on the reserves could also change from period to period as the actual and projected 
paths of economic conditions change. A more graded approach to recognition of non-qualifying hedging strategies 
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may be more theoretically consistent with Principle 2. It is recommended that as greater experience is gained by 
actuaries and state insurance regulators with the principle-based approach and as industry hedging programs mature, 
the various requirements of this section be reviewed.  

2. For each derivative program that is modeled, the company shall reflect the company’s established
investment policy and procedures for that program; project expected program performance along each
scenario; and recognize all benefits, residual risks and associated frictional costs. The residual risks include,
but are not limited to: basis, gap, price, parameter estimation and variation in assumptions (mortality,
persistency, withdrawal, etc.). Frictional costs include, but are not limited to: transaction, margin
(opportunity costs associated with margin requirements) and administration. For future hedging strategies
supporting the policiesclearly defined hedging strategies, the company may not assume that residual risks
and frictional costs have a value of zero, unless the company demonstrates in the PBR Actuarial Report
that “zero” is an appropriate expectation. VM-21 Section 1.B Principle 5 applies as a general principle for
the modeling of future hedging strategies.

3. In circumstances where one or more material risk factors related to a derivative program are not fully
captured within the cash-flow model used to calculate CTE 70, the company shall reflect such risk factors
by increasing the SR as described in Section 5.E.

4. In circumstances where documentation outlining the future hedging strategies is incomplete, the company
shall reflect the future hedging strategies not being clearly defined by increasing the SR as described in 
Section 5.E.  To support no increase to the SR, there should be very robust documentation outlining each 
future hedging strategy. In particular, the SR shall be at least as great as the SR that would result if a future 
hedging strategy were not reflected in the SR, if the documentation is materially incomplete for any of the 
individual CDHS attributes (a) through (j), as listed in VM-01. 

Any increases required to the SR to reflect that documentation is not available to support that the future 
hedging strategies are clearly defined shall be in addition to increases to the SR pursuant to Section 7.K.3 
above. 

Guidance Note: Section 5.E requires that the company “Determine any additional amount needed to 
capture any material risk included in the scope of these requirements but not already reflected in the cash-
flow models using an appropriate and supportable method and supporting rationale.”  In the case of a 
derivative program that is a future hedging strategy, Section 7.K.3 requires such an increase for disconnects 
between the hedge modeling and the future hedging strategy, while Section 7.K.4 requires such an increase 
for disconnects between the loosely defined future hedging strategy and what may actually take place.

VM-20 Section 7.L (Remove entire Section 7.L) 

L. Clearly Defined Hedging Strategy

1. A clearly defined hedging strategy must identify:

The specific risks being hedged (e.g., cash flow, policy interest credits, delta, rho, vega, etc.). 
a. The hedge objectives.
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b. The risks that are not hedged (e.g., variation from expected mortality, withdrawal, and other
utilization or decrement rates assumed in the hedging strategy, etc.).

b. The financial instruments used to hedge the risks.
b. The hedge trading rules, including the permitted tolerances from hedging objectives.
b. The metrics for measuring hedging effectiveness.
b. The criteria used to measure hedging effectiveness.
b. The frequency of measuring hedging effectiveness.
b. The conditions under which hedging will not take place.
b. The person or persons responsible for implementing the hedging strategy.
b. Areas where basis, gap or assumption risk related to the hedging strategy have been identified.
b. The circumstances under which hedging strategy will not be effective in hedging the risks.

Hedging strategies involving the offsetting of the risks associated with other products outside of the scope 
of these requirements is not a clearly defined hedging strategy.  

Guidance Note: For purposes of the above criteria, “effectiveness” need not be measured in a manner as 
defined in SSAP No. 86—Derivatives in the AP&P Manual.

VM-21 Section 1.D.2 (Delete entire definition and renumber subsequent sections VM-
21 Section 1.D.3 and VM-21 Section 1.D.4)

The term “clearly defined hedging strategy” (CDHS) is defined in VM-01. In order to be designated as a CDHS, 
the strategy must meet the principles outlined in Section 1.B (particularly Principle 5) and shall, at a minimum, 
identify:  

 . The specific risks being hedged (e.g., delta, rho, vega, etc.). 
 . The hedge objectives. 
 . The risks not being hedged (e.g., variation from expected mortality, withdrawal, and other 

utilization or decrement rates assumed in the hedging strategy, etc.).  
 . The financial instruments that will be used to hedge the risks. 
 . The hedge trading rules, including the permitted tolerances from hedging objectives. 
 . The metric(s) for measuring hedging effectiveness. 
 . The criteria that will be used to measure hedging effectiveness. 
 . The frequency of measuring hedging effectiveness. 
 . The conditions under which hedging will not take place. 
 . The person or persons responsible for implementing the hedging strategy. 

Guidance Note: It is important to note that strategies involving the offsetting of the risks associated 
with VA guarantees with other products outside of the scope of these requirements (e.g., equity-
indexed annuities) do not currently qualify as a clearly defined hedging strategy under these 
requirements. 

VM-21 Section 4.A.4

Modeling of Hedges  
a. For a company that does not have a CDHSfuture hedging strategy supporting the contracts:
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i. The company shall not consider the cash flows from any future hedge purchases or any rebalancing 
of existing hedge assets in its modeling, since they are not included in the company’s investment 
strategy supporting the contracts.  
 

ii. Existing hedging instruments that are currently held by the company in support of the contracts 
falling under the scope of these requirements shall be included in the starting assets. The hedge 
assets may then be considered in one of two ways:  

ii.  
 ) Include the asset cash flows from any contractual payments and maturity values in the projection 

model; or  
 ) No hedge positions – in which case the hedge positions held on the valuation date are 

replaced with cash and/or other general account assets in an amount equal to the 
aggregate market value of these hedge positions. 

 
Guidance Note: If the hedge positions held on the valuation date are replaced with cash, 
then as with any other cash, such amounts may then be invested following the company’s 
investment strategy. 
 
A company may switch from method a) to method b) at any time, but it may only change 
from b) to a) with the approval of the domiciliary commissioner. 
 

b. For a company with a one or more CDHSfuture hedging strategies supporting the contracts, the detailed 
requirements for the modeling of hedges are defined in Section 9. The following paragraphs are a high-
level summary and do not supersede the detailed requirements.  
 

i. The appropriate costs and benefits of hedging instruments that are currently held by the company in 
support of the contracts falling under the scope of these requirements shall be included in the projections 
used in the determination of the SR.  
 

ii. The projections shall take into account the appropriate costs and benefits of hedge positions expected 
to be held in the future through the execution of the CDHSfuture hedging strategies supporting the 
contracts. Because models do not always accurately portray the results of hedge programs, the company 
shall, through back-testing and other means, assess the accuracy of the hedge modeling. The company 
shall determine a SR as the weighted average of two CTE values; first, a CTE70 (“best efforts”) 
representing the company’s projection of all of the hedge cash flows, including future hedge purchases, 
and a second CTE70 (“adjusted”) which shall use only hedge assets held by the company on the 
valuation date and no future hedge purchases. These are discussed in greater detail in Section 9. The 
SR shall be the weighted average of the two CTE70 values, where the weights reflect the error factor 
(E)I determined following the guidance of Section 9.C.4.  
 

iii. The company is responsible for verifying compliance with CDHS requirements and any otherall 
requirements in Section 9 for all hedging instruments included in the projections.  
 

iv. The use of products not falling under the scope of these requirements (e.g., equity-indexed annuities) 
as a hedge shall not be recognized in the determination of accumulated deficiencies. 

 
 

VM-21 Section 4.D.4.b 
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Notwithstanding the above requirements, the SR 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 50% PBR credit rating 6 
(A2/A) and 50% PBR credit rating 3 (Aa2/AA). 

Policy loans, equities and derivative instruments associated with the execution of a future hedging strategies 
supporting the contractsclearly defined hedging strategy are not affected by this requirement. 

VM-21 Section 6.B.3.a.ii – Footnote (Footnote at Bottom of Page 21-23) 

Throughout this Section 6, references to CTE70 (adjusted) shall also mean the SR for a company that does not have 
a future hedging strategy supporting the contracts CDHS as discussed in Section 4.A.4.a.  

VM-21 Section 6.B.3.b.ii 

Calculate the Prescribed Projections Amount as the CTE70 (adjusted) using the same method as that outlined in 
Section 9.C (which is the same as SR following Section 4.A.4.a for a company that does not have a future hedging 
strategy supporting the contractsCDHS) but substituting the assumptions prescribed by Section 6.C. The calculation 
of this Prescribed Projections Amount also requires that the scenario reserve for any given scenario be equal to or 
in excess of the cash surrender value in aggregate on the valuation date for the group of contracts modeled in the 
projection. 

VM-21 Section 6.B.5

Cash flows associated with hedging shall be projected in the same manner as that used in the calculation of the 
CTE70 (adjusted) as discussed in Section 9.C or Section 4.A.4.a for a company without a future hedging strategy 
supporting the contractsCDHS.  

VM-21 Section 9 

Section 9: Modeling of Hedges under a CDHS Future Hedging Strategy 

A. Initial Considerations
1. Subject to Section 9.C.2, the appropriate costs and benefits of hedging instruments that are currently held

by the company in support of the contracts falling under the scope of these requirements shall be included
in the calculation of the SR, determined in accordance with Section3.D and Section 4.D.

2. If the company is following a one or more future hedging strategies supporting the contractsCDHS, in
accordance with an investment policy adopted by the board of directors, or a committee of board members,
the company shall take into account the costs and benefits of hedge positions expected to be held by the
company in the future along each scenario based on the execution of the hedging strategy, and it is eligible

© 2022 National Association of Insurance Commissioners 11



Dates: Received Reviewed by Staff Distributed Considered 
11/16/20 RM   
Notes: APF 2020-12 

 

© 2010 National Association of Insurance Commissioners 9 

to reduce the amount of the SR using projections otherwise calculated. The investment policy must clearly 
articulate the company’s hedging objectives, including the metrics that drive rebalancing/trading. This 
specification could include maximum tolerable values for investment losses, earnings, volatility, exposure, 
etc. in either absolute or relative terms over one or more investment horizons vis-à-vis the chance of 
occurrence. Company management is responsible for developing, documenting, executing and evaluating 
the investment strategy, including the hedging strategy, used to implement the investment policy. 
 

3. For this purpose, the investment assets refer to all the assets, including derivatives supporting 
covered products and guarantees. This also is referred to as the investment portfolio. The 
investment strategy is the set of all asset holdings at all points in time in all scenarios. The hedging 
portfolio, which also is referred to as the hedging assets, is a subset of the investment assets. The hedging 
strategy is the hedging asset holdings at all points in time in all scenarios. There is no attempt to distinguish 
what is the hedging portfolio and what is the investment portfolio in this section. Nor is the distinction 
between investment strategy and hedging strategy formally made here. Where necessary to give effect to 
the intent of this section, the requirements applicable to the hedging portfolio or the hedging strategy are to 
apply to the overall investment portfolio and investment strategy. 
 

4. This particularly applies to restrictions on the reasonableness or acceptability of the models that make up 
the stochastic cash-flow model used to perform the projections, since these restrictions are inherently 
restrictions on the joint modeling of the hedging and non-hedging portfolio. To give effect to these 
requirements, they must apply to the overall investment strategy and investment portfolio. 
 

4. Before either a new or revised hedging strategy can be used to reduce the amount of the SR otherwise 
calculated, the hedging strategy should be in place (i.e., effectively implemented by the company) for at 
least three months. The company may meet the time requirement by having evaluated the effective 
implementation of the hedging strategy for at least three months without actually having executed the trades 
indicated by the hedging strategy (e.g., mock testing or by having effectively implemented the strategy with  
annuity products for at least three months). 
 

B. Modeling Approaches  
 

1. The analysis of the impact of the hedging strategy on cash flows is typically performed using either one of 
two types of methods as described below. Although a hedging strategy normally would be expected to 
reduce risk provisions, the nature of the hedging strategy and the costs to implement the strategy may result 
in an increase in the amount of the SR otherwise calculated. Particular attention should be given to VM-21 
Section 1.B Principle 5 for the modeling of future hedging strategies. 
 

2. The fundamental characteristic of the first type of method, referred to as the “explicit method,” is that 
hedging positions and their resulting cash flows are included in the stochastic cash-flow model used to 
determine the scenario reserve, as discussed in Section 3.D, for each scenario.  
 
 

3. The fundamental characteristic of the second type of method, referred to as the “implicit method,” is that 
the effectiveness of the current hedging strategy on future cash flows is evaluated, in part or in whole, 
outside of the stochastic cash-flow model. There are multiple ways that this type of modeling can be 
implemented. In this case, the reduction to the SR otherwise calculated should be commensurate with the 
degree of effectiveness of the hedging strategy in reducing accumulated deficiencies otherwise calculated.  
 
 

4. Regardless of the methodology used by the company, the ultimate effect of the current hedging strategy 
(including currently held hedge positions) on the SR needs to recognize all risks, associated costs, 
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imperfections in the hedges and hedging mismatch tolerances associated with the hedging strategy. The 
risks include, but are not limited to: basis, gap, price, parameter estimation and variation in assumptions 
(mortality, persistency, withdrawal, annuitization, etc.). Costs include, but are not limited to: transaction, 
margin (opportunity costs associated with margin requirements) and administration. In addition, the 
reduction to the SR attributable to the hedging strategy may need to be limited due to the uncertainty 
associated with the company’s ability to implement the hedging strategy in a timely and effective manner. 
The level of operational uncertainty varies indirectly with the amount of time that the new or revised 
strategy has been in effect or mock tested. 

Guidance Note: No hedging strategy is perfect. A given hedging strategy may eliminate or reduce some but not all 
risks, transform some risks into others, introduce new risks, or have other imperfections. For example, a delta-only 
hedging strategy does not adequately hedge the risks measured by the “Greeks” other than delta. Another example 
is that financial indices underlying typical hedging instruments typically do not perform exactly like the separate 
account funds, and hence the use of hedging instruments has the potential for introducing basis risk

4. A safe harbor approach is permitted for CDHS reflection of future hedging strategies supporting the
contracts for those companies whose modeled hedge assets comprise only linear instruments not sensitive
to implied volatility. For companies with option-based hedge strategies, electing this approach would
require representing the option-based portion of the strategy as a delta-rho two-Greek hedge program. The
normally modeled option portfolio would be replaced with a set of linear instruments that have the same
first-order Greeks as the original option portfolio.

C. Calculation of SR (Reported)

1. The company shall calculate CTE70 (best efforts)—the results obtained when the CTE70 is based on
incorporating the future hedging strategies supporting the contracts CDHS (including both currently held
and future hedge positions) into the stochastic cash-flow model on a best efforts basis, including all of the
factors and assumptions needed to execute the future hedging strategies supporting the contracts CDHS
(e.g., stochastic implied volatility). The determination of CTE70 (best efforts) may utilize either explicit or
implicit modeling techniques.

2. The company shall calculate a CTE70 (adjusted) by recalculating the CTE70 assuming the company has
no future hedging strategies supporting the contractsCDHS, therefore following the requirements of Section
4.A.4.a.

However, for a company with a future hedging strategy supporting the contracts, existing hedging 
instruments that are currently held by the company in support of the contracts falling under the scope of 
these requirements may be considered in one of two ways for the CTE70 (adjusted):  

a) Include the asset cash flows from any contractual payments and maturity values in the
projection model; or 

b) No hedge positions – in which case the hedge positions held on the valuation date are replaced
with cash and/or other general account assets in an amount equal to the aggregate market value 
of these hedge positions. 

Guidance Note: If the hedge positions held on the valuation date are replaced with cash, then as 
with any other cash, such amounts may then be invested following the company’s investment 
strategy. 

© 2022 National Association of Insurance Commissioners 13



Dates: Received Reviewed by Staff Distributed Considered 
11/16/20 RM 
Notes: APF 2020-12 

© 2010 National Association of Insurance Commissioners 11 

A company may switch from method a) to method b) at any time, but it may only change from b) 
to a) with the approval of the domiciliary commissioner. 

3. Because most models will include at least some approximations or idealistic assumptions, CTE70 (best
efforts) may overstate the impact of the hedging strategy. To compensate for potential overstatement of the
impact of the hedging strategy, the value for the SR is given by:

SR = CTE70 (best efforts) + E × max[0, CTE70 (adjusted) – CTE70 (best efforts)] 

4. The company shall specify a value for E (the “error factor”) in the range from 5% to 100% to reflect the
company’s view of the potential error resulting from the level of sophistication of the stochastic cash-flow
model and its ability to properly reflect the parameters of the hedging strategy (i.e., the Greeks being
covered by the strategy), as well as the associated costs, risks and benefits. The greater the ability of the
stochastic model to capture all risks and uncertainties, the lower the value of E. The value of E may be as
low as 5% only if the model used to determine the CTE70 (best efforts) effectively reflects all of the
parameters used in the hedging strategy. If certain economic risks are not hedged, yet the model does not
generate scenarios that sufficiently capture those risks, E must be in the higher end of the range, reflecting
the greater likelihood of error. Likewise, simplistic hedge cash-flow models shall assume a higher
likelihood of error.

5. The company shall conduct a formal back-test, based on an analysis of at least the most recent 12 months,
to assess how well the model is able to replicate the hedging strategy in a way that supports the
determination of the value used for E.

6. Such a back-test shall involve one of the following analyses:
a. For companies that model hedge cash flows directly (“explicit method”), replace the stochastic scenarios
used in calculating the CTE70 (best efforts) with a single scenario that represents the market path that
actually manifested over the selected back-testing period and compare the projected hedge asset gains and
losses against the actual hedge asset gains and losses – both realized and unrealized – observed over the
same time period. For this calculation, the model assumptions may be replaced with parameters that reflect
actual experience during the back-testing period. In order to isolate the comparison between the modeled
hedge strategy and actual hedge results for this calculation, the projected liabilities should accurately reflect
the actual liabilities throughout the back-testing period; therefore, adjustments that facilitate this accuracy
(e.g. reflecting actual experience instead of model assumptions, including new business, etc.) are
permissible.

To support the choice of a low value of E, the company should ascertain that the projected hedge asset gains 
and losses are within close range of 100% (e.g., 80–125%) of the actual hedge asset gains and losses. The 
company may also support the choice of a low value of E by achieving a high R-squared (e.g., 0.80 or 
higher) when using a regression analysis technique. 

b. For companies that model hedge cash flows implicitly by quantifying the cost and benefit of hedging
using the fair value of the hedged item (an “implicit method” or “cost of reinsurance method”), calculate
the delta, rho and vega coverage ratios in each month over the selected back-testing period in the following
manner:

i. Determine the hedge asset gains and losses—both realized and unrealized—incurred over the
month attributable to equity, interest rate, and implied volatility movements.

ii. Determine the change in the fair value of the hedged item over the month attributable to equity,
interest rate, and implied volatility movements. The hedged item should be defined in a manner
that reflects the proportion of risks hedged (e.g., if a company elects to hedge 50% of a contract’s
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market risks, it should quantify the fair value of the hedged item as 50% of the fair value of the 
contract). 

iii. Calculate the delta coverage ratio as the ratio between (i) and (ii) attributable to equity
movements.

iv. Calculate the rho coverage ratio as the ratio between (i) and (ii) attributable to interest rate
movements.

v. Calculate the vega coverage ratio as the ratio between (i) and (ii) attributable to implied volatility
movements.

vi. To support the company’s choice of a low value of E, the company should be able to demonstrate
that the delta and rho coverage ratios are both within close range of 100 % (e.g., 80–125%)
consistently across the back-testing period.

vii. In addition, the company should be able to demonstrate that the vega coverage ratio is within
close range of 100 % in order to use the prevailing implied volatility levels as of the valuation date
in quantifying the fair value of the hedged item for the purpose of calculating CTE70 (best efforts).
Otherwise, the company shall quantify the fair value of the hedged item for the purpose of
calculating CTE70 (best efforts) in a manner consistent with the realized volatility of the scenarios
captured in the CTE (best efforts).

c. Companies that do not model hedge cash flows explicitly, but that also do not use the implicit method as
outlined in Section 9.C.6.b above, shall conduct the formal back-test in a manner that allows the company
to clearly illustrate the appropriateness of the selected method for reflecting the cost and benefit of hedging,
as well as the value used for E.

4. 7. A company that does not have 12 months of experience to date shall set E to a value that reflects the
amount of experience available, and the degree and nature of any change to the hedge program. For a
material change in strategy, with less than 12 months of experience and without robust mock testing, E
should be 1.0. For a material change in strategy, with no less than 3 months of history, E should be at least
0.501.0. However, when a material change in hedging strategy with less than 3 months history is the
introduction of hedging for a newly introduced product or newly acquired block of business and is
supplemented by robust mock testing, E should instead be at least 0.3.  Moreover, with prior approval from
the domestic regulator, material changes in hedge strategy with less than 3 months history but with robust
mock testing may have error factors less than 1.0, though still subject to the minimum error factor specified
in Section 9.C.4 and with an appropriate prudent estimate to account for additional uncertainty in
anticipated hedging experience beyond that of a robust hedging program already in existence.  However,
E may also be lower than 0.501.0 if some reliable experience is available and/or if the change in strategy is
a minor refinement rather than a substantial material change in strategy, though still subject to the minimum
error factor specified in Section 9.C.4 and with an appropriate prudent estimate to account for any additional
uncertainty associated with the refinement.

Guidance Note: The following examples are provided as guidance for determining the E factor when there has 
been a change to the hedge program. These examples are not intended to be exhaustive, and a company must 
support the determination of whether a hedge methodology change is material based on a review of the 
company’s specific change in methodology.:  
• 
• The error factor should be temporarily large (e.g., ≥ 50100%) for substantial material changes in hedge 

methodology (e.g., moving from a fair-value based strategy to a stop-loss strategy) without robust mock 
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testing where the company has not been able to provide a meaningful simulation of hedge performance 
based on the new strategy.  

• 
• An increase in the error factor may not always be needed for minor refinements to the hedge strategy (e.g., 

moving from swaps to Treasury futures). 
• A temporary moderate increase (e.g., 15–30%) in error factor should be used for substantial

modifications to hedge programs or CDHS modeling where meaningful simulation has not been created
(e.g., adding second-order hedging, such as gamma or rate convexity).

• No increase in the error factor may be used for incremental modifications to the hedge strategy (e.g.,
adding death benefits to a program that previously covered only living benefits, or moving from swaps
to Treasury Department futures).

8. The company shall set the value of E reflecting the extent to which the hedging program is clearly defined.
To support a value of E below 1.0, there should be very robust documentation outlining all future hedging 
strategies. To the extent that documentation outlining any of the future hedging strategies is incomplete, 
the value of E shall be increased. In particular, the value of E shall be 1.0 if documentation is materially 
incomplete for any of the individual CDHS attributes (a) through (j), as listed in VM-01. 

Any increases required to the value of E to reflect that documentation is not available to support that the 
future hedging strategies are clearly defined shall be in addition to increases to the value of E to reflect a 
lack of historical experience or to reflect the back-testing results, subject to an overall ceiling of 1.0 for E. 

Guidance Note: Companies must use judgment both in determining an E factor and in applying this 
requirement in the case where there are multiple future hedging strategies, particularly where some may be 
CDHS and some may not be CDHS.  In this case, the SR should be ensured to be no less than the CTE(70) 
reflecting the future hedging strategies that are CDHS and not reflecting those that are not CDHS.  
Companies with multiple future hedging strategies with very different levels of effectiveness or with 
multiple future hedging strategies that include both CDHS and non-CDHS should discuss with their 
domestic regulator. 

D. Additional Considerations for CTE70 (best efforts)

If the company is following a one or more future hedging strategies supporting the contractsCDHS, the fair value 
of the portfolio of contracts falling within the scope of these requirements shall be computed and compared to the 
CTE70 (best efforts) and CTE70 (adjusted). If the CTE70 (best efforts) is below both the fair value and CTE70 
(adjusted), the company should be prepared to explain why that result is reasonable.  

For the purposes of this analysis, the SR and fair value calculations shall be done without requiring the scenario 
reserve for any given scenario to be equal to or in excess of the cash surrender value in aggregate for the group of 
contracts modeled in the projection. 

E. Specific Considerations and Requirements

1. As part of the process of choosing a methodology and assumptions for estimating the future effectiveness of
the current hedging strategy (including currently held hedge positions) for purposes of reducing the SR, the
company should review actual historical hedging effectiveness. The company shall evaluate the
appropriateness of the assumptions on future trading, transaction costs, other elements of the model, the
strategy, the mix of business and other items that are likely to result in materially adverse results. This
includes an analysis of model assumptions that, when combined with the reliance on the hedging strategy,
are likely to result in adverse results relative to those modeled. The parameters and assumptions shall be
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adjusted (based on testing contingent on the strategy used and other assumptions) to levels that fully reflect 
the risk based on historical ranges and foreseeable future ranges of the assumptions and parameters. If this 
is not possible by parameter adjustment, the model shall be modified to reflect them at either anticipated 
experience or adverse estimates of the parameters. 

2. A discontinuous hedging strategy is a hedging strategy where the relationships between the sensitivities to
equity markets and interest rates (commonly referred to as the Greeks) associated with the guaranteed
contract holder options embedded in the variable annuities and other in-scope products and these same
sensitivities associated with the hedging assets are subject to material discontinuities. This includes, but is
not limited to, a hedging strategy where material hedging assets will be obtained when the variable annuity
account balances reach a predetermined level in relationship to the guarantees. Any hedging strategy,
including a delta hedging strategy, can be a discontinuous hedging strategy if implementation of the strategy
permits material discontinuities between the sensitivities to equity markets and interest rates associated with
the guaranteed contract holder options embedded in the variable annuities and other in-scope products and
these same sensitivities associated with the hedging assets. There may be scenarios that are particularly
costly to discontinuous hedging strategies, especially where those result in large discontinuous changes in
sensitivities (Greeks) associated with the hedging assets. Where discontinuous hedging strategies contribute
materially to a reduction in the SR, the company must evaluate the interaction of future trigger definitions
and the discontinuous hedging strategy, in addition to the items mentioned in the previous paragraph. This
includes an analysis of model assumptions that, when combined with the reliance on the discontinuous
hedging strategy, may result in adverse results relative to those modeled.

3. A strategy that has a strong dependence on acquiring hedging assets at specific times that depend on specific
values of an index or other market indicators may not be implemented as precisely as planned.

4. The combination of elements of the stochastic cash-flow model—including the initial actual market asset
prices, prices for trading at future dates, transaction costs and other assumptions—should be analyzed by the
company as to whether the stochastic cash-flow model permits hedging strategies that make money in some
scenarios without losing a reasonable amount in some other scenarios. This includes, but is not limited to:

a. Hedging strategies with no initial investment that never lose money in any scenario and in some
scenarios make money.

b. Hedging strategies that, with a given amount of initial money, never make less than accumulation at the
one-period risk-free rates in any scenario but make more than this in one or more scenarios.

5. If the stochastic cash-flow model allows for such situations, the company should be satisfied that the results
do not materially rely directly or indirectly on the use of such strategies. If the results do materially rely
directly or indirectly on the use of such strategies, the strategies may not be used to reduce the SR otherwise
calculated.

6. In addition to the above, the method used to determine prices of financial instruments for trading in scenarios
should be compared to actual initial market prices. In addition to comparisons to initial market prices, there
should be testing of the pricing models that are used to determine subsequent prices when scenarios involve
trading financial instruments. This testing should consider historical relationships. For example, if a method
is used where recent volatility in the scenario is one of the determinants of prices for trading in that scenario,
then that model should approximate actual historic prices in similar circumstances in history.

6.7. The company may also consider historical experience for similar current or past hedging programs on similar 
products to support the error factor determined for the projection. 
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VM-31 Section 3.C.5 

Assets and Risk Management – A brief description of the asset portfolio, and the approach used to model risk 
management strategies, such as hedging, and other derivative programs, including a description of any clearly 
defined hedging strategiesfuture hedging strategies supporting the policies, and any material changes to the hedging 
strategies from the prior year.

VM-31 Section 3.D.6.f 

Risk Management – Detailed description of model risk management strategies, such as hedging and other derivative 
programs, including any future hedging strategies supporting the policiesclearly defined hedging strategies and any 
adjustments to the SR pursuant to VM-20 Section 7.K3 and VM-20 Section 7.K.4, specific to the groups of policies 
covered in this sub-report and not discussed in the Life Summary Section 3.C.5.  Documentation of any future 
hedging strategies should include documentation addressing each of the CDHS documentation attributes.

VM-31 Section 3.D.14.a and 3.D.14.b 

a. Investment Officer on Investments – A certification from a duly authorized investment officer that the
modeled company investment strategy, including any future hedging strategies supporting the policies, is
representative of and consistent with the company’s investment policy and that documentation of the CDHS
attributes for any future hedging strategies supporting the policies are accurate.

b. Qualified Actuary on Investments – A certification by a qualified actuary, not necessarily the same qualified
actuary that has been assigned responsibility for the PBR Actuarial Report or this sub-report, that the
modeling of any future hedging strategies supporting the policies is consistent with the company’s actual
future hedging strategies and clearly defined hedging strategies was performed in accordance with VM-20
and in compliance with all applicable ASOPs, and the alternative investment strategy as defined in VM-20
Section 7.E.1.g reflects the prescribed mix of assets with the same WAL as the reinvestment assets in the
company investment strategy.

VM-31 Section 3.E.5 

Assets and Risk Management – A brief description of the general account asset portfolio, and the approach used to 
model risk management strategies, such as hedging and other derivative programs, including a description of any 
future hedging strategies supporting the contractsclearly defined hedging strategies, and any material changes to 
the hedging strategy strategies from the prior year.  

VM-31 Section 3.F.8 

Hedging and Risk Management – The following information regarding the hedging and risk management 
assumptions used by the company in performing a principle-based valuation under VM-21:  
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a. Strategies – Detailed description of risk management strategies, such as hedging and other derivative
programs, including any future hedging strategies supporting the contractsCDHS, specific to the groups of
contracts covered in this sub-report.

i. Descriptions of basis risk, gap risk, price risk and assumption risk.
ii. Methods and criteria for estimating the a priori effectiveness of the strategy.

iii. Results of any reviews of actual historical hedging effectiveness.

b. CDHS – Documentation addressing each of the CDHS documentation attributes for any future hedging
strategies supporting the contractshedging strategy that meets the requirements to be a CDHS.

c. Strategy Changes – Discussion of any changes to the hedging strategy during the past 12 months, including
identification of the change, reasons for the change, and the implementation date of the change.

d. Hedge Modeling – Description of how the hedge strategy was incorporated into modeling, including:

i. Differences in timing between model and actual strategy implementation.
ii. For a company that does not have a future hedging strategy supporting the contractsCDHS,

disclosure of the method used to considerconfirmation that currently held hedge assets were included
in the starting assets, either (1) including the asset cash flows in the projection model; or (2)
replacing the hedge positions with cash and/or other general account assets in an amount equal to
the market value of the hedge positions, as discussed in VM-21 Section 4.A.4.a.

iii. Evaluations of the appropriateness of the assumptions on future trading, transaction costs, other
elements of the model, the strategy, and other items that are likely to result in materially adverse
results.

iii.iv. Discussion of the projection horizon for the future hedge strategy as modeled and a comparison to
the timeline for any anticipated future changes in the company’s hedge strategy. 

iv.v. If residual risks and frictional costs are assumed to have a value of zero, a demonstration that a value
of zero is an appropriate expectation. 

v.vi. Any discontinuous hedging strategies modeled, and where such discontinuous hedging strategies
contribute materially to a reduction in the SR, any evaluations of the interaction of future trigger 
definitions and the discontinuous hedging strategy, including any analyses of model assumptions 
that, when combined with the reliance on the discontinuous hedging strategy, may result in adverse 
results relative to those modeled. 

vi.vii. Disclosure of any situations where the modeled hedging strategies make money in some scenarios
without losing a reasonable amount in some other scenarios, and an explanation of why the situations 
are not material for determining the CTE 70 (best efforts). 

vii.viii. Results of any testing of the method used to determine prices of financial instruments for trading in
scenarios against actual initial market prices, including how the testing considered historical 
relationships. If there are substantial discrepancies, disclosure of the substantial discrepancies and 
documentation as to why the model-based prices are appropriate for determining the SR. 

viii.ix. Any model adjustments made when calculating CTE 70 (adjusted), in particular, any liquidation or
substitution of assets for currently held hedges.  If there is liquidation or substitution of assets for 
currently held hedges, disclosure of the impact on the adjusted run. 

e. Error Factor (E) and Back-Testing – Description of E, the error factor, and formal back-tests performed,
including: 

i. The value of E, and the approach and rationale for the value of E used in the reserve calculation.
ii. For companies that model hedge cash flows using the explicit method, as described in VM-21

Section 9.C.6.a, and have 12 months of experience, an analysis of at least the most recent 12 months
of experience and the results of a back-test showing that the model is able to replicate the hedging
results experienced in a way that justifies the value used for E. Include at least a ratio of the actual
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change in market value of the hedges to the modeled change in market value of the hedges at least 
quarterly.  

iii. For companies that model hedge cash flows using the implicit method, and have 12 months of
experience, as described in VM-21 Section 9.C.6.b, the results of a back-test in which (a) actual
hedge asset gains and losses are compared against (b) proportional fair value movements in hedged
liability, including:
a) Delta, rho and vega coverage ratios in each month over the back-testing period, which may be

presented in a chart or graph.
b) The implied volatility level used to quantify the fair value of the hedged item, as well as the

methodology undertaken to determine the appropriate level used.
iv. For companies that do not model hedge cash flows using either the explicit method or the implicit

method, as described in VM-21 Section 9.C.6.c, and have 12 months of experience, the results of
the formal back-test conducted to validate the appropriateness of the selected method and value used
for E.

v. For companies that do not have 12 months of experience, the basis for the value of E that is chosen
based on the guidance provided in VM-21 Section 9.C.7, considering the actual history available,
mock testing performed, and the degree and nature of any changes made to the hedge strategy.

v.vi. The basis for the magnitude of adjustment or lack of adjustment for the value of E chosen based on
the robustness of the documentation outlining the future hedging strategy. 

f. Safe Harbor for Future Hedging Strategies CDHS – If electing the safe harbor approach for a future hedging
strategy supporting the contractsCDHS, as discussed in VM-21 Section 9.C.8, a description of the linear
instruments used to model the option portfolio.

g. Hedge Model Results – Disclosure of whether the calculated CTE 70 (best efforts) is below both the fair
value and CTE 70 (adjusted), and if so, justification for why that result is reasonable, as discussed in VM-
21 Section 9.D.

VM-31 Section 3.F.12.c 

CTEPA – If using the CTEPA method, a summary including: 
i. Disclosure (in tabular form) of the scenario reserves using the same method and assumptions as those used

by the company to calculate CTE 70 (adjusted) as outlined in VM-21 Section 9.C (or the SR following VM-
21 Section 4.A.4.a for a company that does not have a future hedging strategy supporting the
contractsCDHS), as well as the corresponding scenarios reserves substituting the assumptions prescribed
by VM-21 Section 6.C.

ii. Summary of results from a cumulative decrement projection along the scenario whose reserve value is
closest to the CTE 70 (adjusted), as outlined in VM-21 Section 9.C (or the SR following VM-21 Section
4.A.4.a for a company that does not have a future hedging strategy supporting the contractsCDHS), under
the assumptions outlined in VM-21 Section 6.C. Such a cumulative decrement projection shall include, at
the end of each projection year, the projected proportion (expressed as a percent of the total projected
account value) of persisting contracts as well as the allocation of projected decrements across death, full
surrender, account value depletion, elective annuitization, and other benefit election.

iii. Summary of results from a cumulative decrement projection, identical to (ii) above, but replacing all
assumptions outlined in VM-21 Section 6.C with the corresponding assumptions used in calculating the
SR.

VM-31 Section 3.F.16.a and Section 3.F.16.b 
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a. Investment Officer on Investments – A certification from a duly authorized investment officer that the
modeled asset investment strategy, including any future hedging strategies supporting the contractsCDHS, is
consistent with the company’s current investment strategy except where the modeled reinvestment strategy
may have been substituted with the alternative investment strategy, and also any CDHS meets thethat
documentation of the requirements of a CDHS attributes for any future hedging strategies supporting the
contracts are accurate.

b. Qualified Actuary on Investments – A certification by a qualified actuary, not necessarily the same qualified
actuary that has been assigned responsibility for the PBR Actuarial Report or this sub-report, that the
modeling of any future hedging strategies supporting the contractsclearly defined hedging strategies is
consistent with the company’s actual future hedging strategies and was performed in accordance with VM-
21 and in compliance with all applicable ASOPs.
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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:
PBR Staff of Texas Department of Insurance

Title of the Issue:
Add a section for other assumptions requirement in VM-21 which covers general guidance and
requirements for assumptions, and expense assumptions.

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-21 Section 1.C.2.b, VM-21 Section 12, VM-21 Section 13, VM-21 Section 1.B, VM-21 Section 10.A,
VM-31 Section 3.F.3.d, VM-31 Section 3.F.13.d

January 1, 2021 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.)

See attached.

4. State the reason for the proposed amendment? (You may do this through an attachment.)

A new section is needed in VM-21 to provide general guidance and requirements for assumptions, similar
to VM-20, to address assumption reporting issues identified in VM-21 PBR report reviews, e.g., some
companies don’t discuss regular assumption reviews for any necessary updates. In addition, this section
provides the specific requirements for assumptions that have not been covered in previous sections of VM-
21, i.e., the expense assumptions.  VM-21 is not very explicit about expenses (e.g., whether they are fully
allocated or include one-time expenses).  For VM-20, we have had some material impacts from how
companies treat one-time expenses that may be multi-year but temporary.  Companies could understate
expenses if there is no adjustment for periodic or other recurrent expenses in expense study years where
they do not occur.  This APF is to make the VM-21 expense assumption requirement explicit and consistent 
with what is specified in VM-20 Section 9.E. The new section can also be used to cover any other
assumptions requirements that need to be addressed in the future. The reporting requirement of the
sensitivity testing and the impact of margin analysis is added to VM-31 to help regulators better understand 
how companies comply with the newly added assumption guidance and requirements.
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VM-21 Section 1.C.2.b 

a) Liability risks

i. Reinsurer default, impairment or rating downgrade known to have occurred before
or on the valuation date. 

ii. Mortality/longevity, persistency/lapse, partial withdrawal and premium payment
risks. 

iii. Utilization risk associated with guaranteed living benefits.

iv. Anticipated mortality trends based on observed patterns of mortality improvement
or deterioration, where permitted. 

v. Annuitization risks.

vi. Additional premium dump-ins (high interest rate guarantees in low interest rate
environments). 

vi.vii.     Applicable expense risks, including fluctuation in maintenance expenses directly 
attributable to the business, future commission expenses, and expense 
inflation/growth. 

VM-21 Section 12 (new) 

Section 12: Other Guidance and Requirements for Assumptions 

A. Overview

This section provides guidance and requirements in general for setting prudent estimate assumptions when 
determining either the stochastic reserve or the reserve for any contracts determined using the Alternative 
Methodology.  It also provides specific guidance and requirements for expense assumptions.   

B.  
General Assumption Requirements 

1. The company shall use prudent estimate assumptions for risk factors that are not 
stochastically modeled by applying margins to the anticipated experience assumptions if 
such risk factors have been categorized as material risks by following Section 1.B 
Principle 3 and requirements in Section 12.C. 

2. The company shall establish the prudent estimate assumptions for risk factors in
compliance with the requirements in Section 12 of Model #820 and must periodically 
review and update the assumptions as appropriate in accordance with these requirements. 

3. The company shall model the following risk factors stochastically unless the company
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elects the Alternative Methodology defined in Section 7: 

a. Interest rate movements (i.e., Treasury interest rate curves).

b. Equity performance (e.g., Standard & Poor’s 500
index [S&P 500] returns and returns of other 
equity investments). 

4. If the company elects to stochastically model risk factors in addition to the economic
scenarios, the requirements in this section for determining prudent estimate assumptions 
for these risk factors do not apply. 

It is expected that companies will not stochastically model risk factors other than the 
economic scenarios, such as contract holder behavior or mortality, until VM-21 has more 
specific guidance and requirements available.  Companies shall discuss with domiciliary 
regulators if they wish to stochastically model other risk factors. 

5. The company shall use its own experience, if relevant and credible, to establish an
anticipated experience assumption for any risk factor. To the extent that company 
experience is not available or credible, the company may use industry experience or other 
data to establish the anticipated experience assumption, making modifications as needed 
to reflect the circumstances of the company. 

a. For risk factors (such as mortality) to which statistical credibility 
theory may be appropriately applied, the company shall 
establish anticipated experience assumptions for the risk factor 
by combining relevant company experience with industry 
experience data, tables or other applicable data in a manner that 
is consistent with credibility theory and accepted actuarial 
practice. 

b. For risk factors (such as utilization of guaranteed living benefits)
that do not lend themselves to the use of statistical credibility 
theory, and for risk factors (such as some of the lapse  
assumptions) to which statistical credibility theory can be 
appropriately applied but cannot currently be applied due to lack 
of industry data, the company shall establish anticipated 
experience assumptions in a manner that is consistent with 
accepted actuarial practice and that reflects any available 
relevant company experience, any available relevant industry 
experience, or any other experience data that are available and 
relevant. Such techniques include: 

i. Adopting standard assumptions published by
professional, industry or regulatory organizations to the 
extent they reflect any available relevant company 
experience or reasonable expectations. 

ii. Applying factors to relevant industry experience tables
or other relevant data to reflect any available relevant 
company experience and differences in expected 

Commented [RH1]: Regarding ACLI comment (EDIT): 
Make not a guidance note since includes instruction for a specific 
case. 
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experience from that underlying the base tables or data 
due to differences between the risk characteristics of the 
company experience and the risk characteristics of the 
experience underlying the base tables or data. 

 

iii. Blending any available relevant company experience 
with any available relevant industry experience and/or 
other applicable data using weightings established in a 
manner that is consistent with accepted actuarial 
practice and that reflects the risk characteristics of the 
underlying contracts and/or company practices. 
 

c. For risk factors that have limited or no experience or other 
applicable data to draw upon, the assumptions shall be 
established using sound actuarial judgment and the most 
relevant data available, if such data exists. 

 

d. For any assumption that is set in accordance with the 
requirements of Section 12.B.5.c, the qualified actuary to whom 
responsibility for this group of contracts is assigned shall use 
sensitivity testing and disclose the analysis performed to ensure 
that the assumption is set at the conservative end of the plausible 
range. 

 
e. The qualified actuary, to whom responsibility for this group of 

contracts is assigned, shall annually review relevant emerging 
experience for the purpose of assessing the appropriateness of 
the anticipated experience assumption. If the results of statistical 
or other testing indicate that previously anticipated experience 
for a given factor is inadequate, then the qualified actuary shall 
set a new, adequate, anticipated experience assumption for the 
factor. 

 

6. The company shall sensitivity test material risk factors that are not stochastically 
modeled and examine the impact on the stochastic reserve. The company shall update 
the sensitivity tests periodically as appropriate. The company may update the tests less 
frequently, but no less than every 3 years, when the tests show less sensitivity of the 
stochastic reserve to changes in the assumptions being tested or the experience is not 
changing rapidly. Providing there is no material impact on the results of the sensitivity 
testing, the company may perform sensitivity testing: 

 

a. Using samples of the contracts in force rather than performing the entire 
valuation for each alternative assumption set.  
 

b. Using data from prior periods. 

 

Guidance Note: Sensitivity testing every risk factor on an annual basis is not required. For some 
risk factors, it may be reasonable, in lieu of sensitivity testing, to employ statistical measures for 
margins, such as adding one or more standard deviations to the anticipated experience assumption. 

 

Commented [RH2]: Regarding ACLI comment (unrelated 
EDIT):  
 
Having an understanding both of uncertainty and the impacts of 
different types of variation are necessary in margin development 
(and reviewing the appropriateness of margin development).  See, 
just for example, VM-21 Section 10.C.  No change is needed for 
ACLI comment.   
 
However, while reviewing we saw that adding "material" before 
"risk factors" would be a good clarifying edit in the first sentence. 
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7. The company shall vary the prudent estimate assumptions from scenario to scenario
within the stochastic reserve calculation in an appropriate manner to reflect the scenario-
dependent risks. 

C. Assumption Margins

The company shall include margins to provide for adverse deviations and estimation 
error in the prudent estimate assumptions for eachall risk factors that isare not 
stochastically modeled or prescribed, subject to the following: 

1. The level of margin applied to the anticipated experience assumptions may be 
determined in aggregate or independently as discussed in Section 1.B Principle 
3. It is not permissible to set a margin less toward the conservative end of the
spectrum to recognize, in whole or in part, implicit or prescribed margins that 
are present, or are believed to be present, in other risk factors. 

Risks that are stochastically modeled (e.g., interest rates, equity returns) or have 
prescribed margins or guardrails (e.g., assets, revenue sharing) shall be 
considered material risks. Other risks generally considered to be material 
include, but are not limited to, mortality, contract holder behavior, maintenance 
and overhead expenses, inflation and implied volatility. In some cases, the list of 
material risks may also include acquisition expenses, partial withdrawals, policy 
loans, annuitizations, account transfers and deposits, and/or option elections that 
contain an element of anti-selection. 

2. The greater the uncertainty in the anticipated experience assumption, the larger
the required margin, with the margin added or subtracted as needed to produce a 
larger modeled TAR than would otherwise result. For example, the company 
shall use a larger margin when: 

a. The experience data have less relevance or lower credibility.

b. The experience data are of lower quality, such as incomplete,
internally inconsistent or not current. 

c. There is doubt about the reliability of the anticipated
experience assumption, such as, but not limited to, recent 
changes in circumstances or changes in company policies. 

d. There are constraints in the modeling that limit an effective
reflection of the risk factor. 

3. In complying with the sensitivity testing requirements in Section 12.B.6 above,
greater analysis and more detailed justification are needed to determine the level 
of uncertainty when establishing margins for risk factors that produce greater 
sensitivity on the stochastic reserve. 

Commented [RH3]: Regarding ACLI comment (EDIT): In 
case the ACLI comment should have been on this language instead 
of 12.C.1, I can see how this could have been read to mean a margin 
on each assumption rather than having some margin provide for all 
risk factors, whether directly on the individual risk factor or not.  

Commented [RH4]: Regarding ACLI comment (no edit): 
Nowhere here does it say you can't set margins for more than one 
assumption - in fact this says the opposite.  If the comment was 
indirectly about not being able to offset prescribed elements, we 
believe that preserves regulatory intent. 
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4. A margin is permitted but not required for assumptions that do not represent
material risks. 

5. A margin should reflect the magnitude of fluctuations in historical experience of
the company for the risk factor, as appropriate. 

6. The company shall apply the method used to determine the margin consistently
on each valuation date but is permitted to change the method from the prior year 
if the rationale for the change and the impact on the stochastic reserve is 
disclosed. 

D. Expense Assumptions

1. General Prudent Estimate Expense Assumption Requirements

In determining prudent estimate expense assumptions, the company: 

a. May spread certain information technology development costs
and other capital expenditures over a reasonable number of years 
in accordance with accepted statutory accounting principles as 
defined in the Statements of Statutory Accounting Principles. 

b. Shall assume that the company is a going concern.

c. Shall choose an appropriate expense basis that properly aligns
the actual expense to the assumption. If values are not 
significant, they may be aggregated into a different base 
assumption. 

d. Shall reflect the impact of inflation. 

e. Shall not assume future expense improvements.

f. Shall not include assumptions for federal income taxes (and
expenses paid to provide fraternal benefits in lieu of federal 
income taxes) and foreign income taxes. 

g. Shall use assumptions that are consistent with other related assumptions. 

Guidance Note: Care should be taken with regard to the potential interaction with the inflation 
assumption below. 

Guidance Note: For example, death benefit expenses should be modeled with an expense 
assumption that is per death incurred. 
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h. Shall use fully allocated expenses.

i. Shall allocate expenses using an allocation method that is consistent
across company lines of business. Such allocation must be determined in 
a manner that is within the range of actuarial practice and methodology 
and consistent with applicable ASOPs. Allocations may not be done for 
the purpose of decreasing the stochastic reserve. 

j. Shall reflect expense efficiencies that are derived and realized from the
combination of blocks of business due to a business acquisition or 
merger in the expense assumption only when any future costs associated 
with achieving the efficiencies are also recognized. 

k. Shall reflect the direct costs associated with the contracts being modeled,
as well as an appropriate portion of indirect costs and overhead (i.e., 
expense assumptions representing fully allocated expenses should be 
used), including expenses categorized in the annual statement as “taxes, 
licenses and fees” (Exhibit 3 of the annual statement) in the expense 
assumption. 

l. Shall include acquisition expenses associated with business in force as
of the valuation date and significant non-recurring expenses expected to 
be incurred after the valuation date in the expense assumption. 

m. For contracts sold under a new policy form or due to entry into a new
product line, the company shall use expense factors that are consistent 
with the expense factors used to determine anticipated experience 
assumptions for contracts from an existing block of mature contracts 
taking into account: 

i. Any differences in the expected long-term expense
levels between the block of new contacts and the block 
of mature contracts. 

ii. That all expenses must be fully allocated as required

Guidance Note: Expense assumptions should reflect the direct costs associated with the block of 
contracts being modeled, as well as indirect costs and overhead costs that have been allocated to the 
modeled contracts. 

Guidance Note: For example, the combining of two similar blocks of business on the same 
administrative system may yield some expense savings on a per unit basis, but any future cost of the 
system conversion should also be considered in the final assumption. If all costs for the conversion 
are in the past, then there would be no future expenses to reflect in the valuation. 
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under Section 112.ED.1.ih above. 

2. Margins for Prudent Estimate Expense Assumptions

The company shall determine margins for expense assumptions following Section 12.C. 

VM-21 Section 13 

Section 132: Allocation of the Aggregate Reserve to the Contract Level 

VM-21 Section 1.B 

Principle 3: The implementation of a model involves decisions about the experience assumptions and the 
modeling techniques to be used in measuring the risks to which the company is exposed. Generally, assumptions 
are to be based on the conservative end of the confidence interval. The choice of a conservative estimate for each 
assumption may result in a distorted measure of the total risk. Conceptually, the choice of assumptions and the 
modeling decisions should be made so that the final result approximates what would be obtained for the stochastic 
reserve at the required CTE level if it were possible to calculate results over the joint distribution of all future 
outcomes. In applying this concept to the actual calculation of the stochastic reserve, the company should be 
guided by evolving practice and expanding knowledge base in the measurement and management of risk. 

VM-21 Section 10.A 

Section 10: Contract Holder Behavior Assumptions 

A. General

Contract holder behavior assumptions encompass actions such as lapses, withdrawals, transfers, recurring deposits, 
benefit utilization, option election, etc. Contract holder behavior is difficult to predict accurately, and variance in 
behavior assumptions can significantly affect the results. In the absence of relevant and fully credible empirical 
data, the company should set behavior assumptions as guided by Principle 3 in Section 1.B and Section 12. 

VM-31 Section 3.F.3.d 

3. Liability Assumptions and Margins – A listing of the assumptions and margins
used in the projections to determine the stochastic reserve, including a 

discussion of the source(s) and the rationale for each assumption: 

a. Premiums and Subsequent Deposits – Description of premiums
and subsequent deposits. 

Guidance Note: The intent of Principle 3 is to describe the conceptual framework for setting assumptions. 
Section 10 provides the requirements and guidance for setting contract holder behavior assumptions and 
includes alternatives to this framework if the company is unable to fully apply this principle.  More guidance 
and requirements for setting assumptions in general are provided in Section 12.  
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b. Interest Crediting Strategy – Description of the interest crediting strategy. 
 

c. Commissions – Description of commissions, including any 
commission chargebacks. 

 

d. Expenses Other than Commissions – Description and listing of 
insurance company expenses other than commissions, such as 
overhead, including: 

 

i. Method used to allocate expenses to the contracts 
included in a principle- based valuation under VM-21 
and a statement confirming that expenses have been 
fully allocated in accordance with VM-21 Section 
12.D.1.h.. 

ii. Method used to apply the allocated expenses to model 
segments or sub- segments within the cash-flow model. 

iii. Identification of types of costs that were spread, and for 
how many years, if any cost spreading was done 
pursuant to VM-21 Section 12.D.1.a. 

 

ii.iv. Method used to determine margins. 
 
 
 
VM-31 Section 3.F.13.c (new) 
 
c. Sensitivity Tests – For each distinct product type for which margins were established: 

i. List the specific sensitivity tests performed for each risk factor or combination of risk factors, other than 
those discussed in Section 3.F.3.h.vi and 3.F.3.i.ii. 
 
ii. Indicate whether the reserve was calculated based on the anticipated experience assumptions or prudent 
estimate assumptions for all other risk factors while performing the tests. 
 
iii. Provide the numerical results of the sensitivity tests for both reserves and capital. 
 
iv. Explain how the results of sensitivity tests were used or considered in developing assumptions. 

 
 
VM-31 Section 3.F.13.d (new) 
 
d. Impact of Margin  
 

i. Company can perform the impact of margin analysis using off-cycle data.  The analysis can be done 
less frequently than annual unless there is change or update in the margins, but not less frequently 
than every 3 years.  

 
ii. Impact of Margins for Each Risk Factor – The impact of margins on the stochastic reserve for each 

risk factor, or group of risk factors, that has a material impact on the stochastic reserve, determined 

Commented [RH5]: EDIT: Added back these cross-references 
that were removed during verbal discussion of the first draft, with 
corrected section references.  The goal is to avoid duplicate 
reporting for these sensitivities. 
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by subtracting (i) from (ii), expressed in both dollar amounts and percentages. For the purposes of 
this analysis, calculate the CTE without requiring that the scenario reserve for any scenario be no less 
than the cash surrender value: 

(1) The CTE70(best efforts), as outlined in VM-21 Section 9.C, but with the reserve calculated based
on the anticipated experience assumption for the risk factor and prudent estimate assumptions for 
all other risk factors. 

(2) The CTE70(best efforts), as outlined in VM-21 Section 9.C, for that group of contracts as
reported. 

(3) Repeat the impact analysis using the same method on CTE(98) levels.

iii. Aggregate Impact of Margins – the aggregate impact of all margins on the stochastic reserve for that
group of contracts determined by subtracting (1) from (2), expressed in both dollar amounts and 
percentages. For the purposes of this analysis, calculate the CTE without requiring that the scenario 
reserve for any scenario be no less than the cash surrender value: 

(1) The CTE70(best efforts), as outlined in VM-21 Section 9.C, for that group of contracts, but with
the reserve calculated based on anticipated experience assumptions for all risk factors prior to the 
addition of any margins. 

(2) The CTE70(best efforts), as outlined in VM-21 Section 9.C, for that group of contracts as
reported. 

(3) Repeat the impact analysis using the same method on CTE(98) levels.

iv. Impact of Implicit Margins – For purposes of the disclosures required in 13.d.ii and 13.d.iii above: 

(1) If the company believes the method used to determine anticipated experience assumptions
includes an implicit margin, the company can adjust the anticipated experience assumptions to 
remove this implicit margin for this reporting purpose only. If any such adjustment is made, the 
company shall document the rationale and method used to determine the anticipated experience 
assumption. 

(2) Since the company is not required to determine an anticipated experience assumption or a
prudent estimate assumption for risk factors that are prescribed (i.e., interest rates 
movements, equity performance, default costs and net spreads on reinvestment assets), when 
determining the impact of margins, the prescribed assumption shall be deemed to be the 
prudent estimate assumption for the risk factor, and the company can elect to determine an 
anticipated experience assumption for the risk factor, based on the company's anticipated 
experience for the risk factor. If this is elected, the company shall document the rationale and 
method used to determine the anticipated experience assumption. 

Commented [RH6]: Regarding ACLI comment (EDIT): 
While we were not implying CTE(98) is equal to TAR, we 
acknowledge that since the directional impacts on CTE(70) and 
CTE(98) may differ, it is not true that the impact on CTE(98) must 
be positive. Delete guidance note.  Request regulator input on 
whether they want a full TAR impact analysis or whether they are ok 
following up if the CTE(70) and CTE(98) directional impacts differ 
and the combined impact is unclear. 
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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: 
PBR Staff of Texas Department of Insurance 
 
Title of the Issue: 
1. Correct a section reference for the CSMP method in-force modeling requirement in VM-21.   
 
2. Three prescribed assumptions do not have clear requirements for VA contracts with no minimum 
guaranteed benefits in Additional Standard Projection Amount in VM-21 Section 6.C. These three 
prescribed assumptions are Partial Withdrawal, Account Value Depletion, and Other Voluntary Contract 
Termination.  
 
 

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-21 Section 6.B.3.a.v, VM-21 Section 6.B.6.a, VM-21 Section 6.B.6.b, VM-21 Section 6.C.4, VM-21 
Section 6.C.10, VM-21 Section 6.C.11  
 
January 1, 20221 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.) 

 
See attached. 

 
4. State the reason for the proposed amendment? (You may do this through an attachment.) 

 
1. VM-21 requires the CSMP method for Additional Standard Projection Amount be applied to a seriatim 
in-force to capture the impact of model offices under a few deterministic scenarios. There is an incorrect 
section reference for the in force method required for the prescribed amounts calculation in the CSMP 
method. There are also other incorrect section references that need to be corrected.    
 
2. VM-21 does not make clear what requirements should be used for VA contract with no minimum 
guaranteed benefit for the prescribed assumptions for partial withdrawal, account value depletion and other 
voluntary contract termination. The requirements for these three prescribed assumptions for VA contracts 
with no minimum guaranteed benefits should be added to VM-21 Section 6.C. 
 
For Partial Withdrawal assumption, it is reasonable to set the partial withdrawal rate at 3.5% or greater for 
VA contract with no minimum benefit since the prescribed partial withdrawal rate is 3.5% for GMDB only 
without guaranteed growth in the benefit basis. For Account Value Depletion assumption, the termination 
is assumed when the Contract’s account value reaches zero. For Other Voluntary Contract Terminations 
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assumption, the requirement should be clearly referred to Table 6.3 defined in Full Surrenders of Section 
6.C.6.
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VM-21 Section 6.B.3 
3. Calculation Methodology

a. CSMP Method:

i. The company shall apply this method to a seriatim in-force.

ii.i. Calculate the scenario reserve, as defined in VM-01 and discussed further in Section 4.B, for
each of the prescribed market paths outlined in Section 6.B.6 using the same method and 
assumptions as those that the company uses to  calculate  scenario  reserves  for  the  purposes 
of  determining  the CTE70 (adjusted), 2 as outlined in Section 9.C. These scenario reserves 
shall collectively be referred to as a Company Standard Projection Set. 

iii.ii. Identify the market path from the Company Standard Projection Set such that the scenario reserve
is closest to the CTE70 (adjusted), designated as Path A. This scenario reserve shall be referred 
to as Company Amount A. 

iv.iii. Identify the following four market paths:

• Two paths with the same starting interest rate as Path A, but equity shocks +/– 5%
from that of Path A.

• Two paths with the same equity fund returns as Path A, but the next higher and next
lower interest rate shocks.

From the four paths, identify Path B whose reserve value is:

• If Company Amount A is lower than CTE70 (adjusted), the smallest reserve value that
is greater than CTE70 (adjusted).

• If Company Amount A is greater than CTE70 (adjusted), the greatest reserve value that
is less than CTE70 (adjusted).

If none of the four paths satisfy the stated condition, discard the identified Path A, and
redo steps (iii) and (iiiv) using the next closest scenario to CTE70 (adjusted) to be the 
new Path A in step (iii). 

For the path designated as Path B, the scenario reserve shall be referred to as Company 
Amount B. 

v.iv. Recalculate the scenario reserves for Path A and Path B using the same method as
outlined in step (ii) above, but substitute the assumptions prescribed in Section 6.C 
and use the modeled in force prescribed by Section 6.B.2a seriatim in force. These 
scenario reserves shall be referred to as Prescribed Amount A and Prescribed Amount B, 
respectively. 

vi.v. Calculate the Prescribed Projections Amount as:
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Prescribed Projections Amount 

=Prescribed Amount A + (CTE70 (adjusted) − Company Amount A) 

× (𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐵𝐵−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐴𝐴)
𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐵𝐵−𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐴𝐴 

VM-21 Section 6.B.6.a 

a. Equity Fund Returns

Eight equity fund return market paths shall be used. These market paths differ only in the 
prescribed gross return in the first projection year. 

The eight prescribed gross returns for equity funds in the first projection year shall be negative 
25% to positive 10%, at 5% intervals. These gross returns shall be projected to occur linearly 
over the full projection year. After the first projection year, all prescribed equity fund return 
market paths shall assume total gross returns of 3% per annum. 

If the eight prescribed equity fund market paths are insufficient for a company to calculate the 
additional standard projection amount via steps (i) through (vii) outlined in Section 6.B.3.a, 
then the company shall include additional equity fund market paths that increase or decrease 
the prescribed gross returns in the first projection year by 5% increments at a time. 

VM-21 Section 6.B.6.b 

If the five prescribed interest rate market paths are insufficient for a company to calculate the Additional 
Standard Projection Amount via steps (i) through (vii) outlined in Section 6.B.3.a, then the company shall 
include additional interest rate market paths that increase or decrease the prescribed starting Treasury Department 
rates at each point on the term structure by increments equal to 25% of the difference between the 
Treasury Department rate as of the valuation date and 0.01%. The lowest interest rate to be used in this 
analysis is 0.01%. 

VM-21 Section 6.C.4 
4. Partial Withdrawals

jk. For contracts with no minimum guaranteed benefits, the partial withdrawal amount each year 
shall equal 3.5% of the Account Value. 

j kl.  There may be instances where the company has certain data limitations, (e.g., with respect to 
policies that are not enrolled in an automatic withdrawal program but have exercised a non-excess 
withdrawal in the contract year immediately preceding the valuation date [Section 6.C.4.g and 
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Section 6.C.4.i]). The company may employ an appropriate proxy method if it does not result in a 
material understatement of the reserve. 

 
 
 
VM-21 Section 6.C.10 
10. Account Value Depletions 
The following assumptions shall be used when a contract’s Account Value reaches zero: 

a. If the contract has a GMWB, the contract shall take partial withdrawals 
that are equal in amount each year to the guaranteed maximum annual 
withdrawal amount. 
 
b. If the contract has a GMIB, the contract shall annuitize immediately. If the 
GMIB contractually terminates upon account value depletion, such 
termination provision is assumed to be voided in order to approximate the 
contract holder’s election to annuitize immediately before the depletion of 
the account value. 

 
c. If the contract has any other guaranteed benefits, including a GMDB, the 
contract shall remain in-force. If the guaranteed benefits contractually 
terminate upon account value depletion, such termination provisions are 
assumed to be voided in order to approximate the contract holder’s 
retaining adequate Account Value to maintain the guaranteed benefits inforce. 
At the option of the company, fees associated with the contract and 
guaranteed benefits may continue to be charged and modeled as collected 
even if the account value has reached zero. While the contract must remain 
in-force, benefit features may still be terminated according to contractual 
terms other than account value depletion provisions. 
 
d. If the contract has no minimum guaranteed benefits, the contract should be terminated 
according to contractual terms. 

 
 
 
VM-21 Section 6.C.11 
11. Other Voluntary Contract Terminations 
For contracts that have other elective provisions that allow a contract holder to terminate the contract voluntarily, 
the termination rate shall be calculated based on the Standard Table for Full Surrenders as detailed above in Table 
6.3 with the following adjustments: 
 

a. If the contract holder is not yet eligible to terminate the contract under the 
elective provisions, the termination rate shall be zero. 
 
b. After the contract holder becomes eligible to terminate the contract under 
the elective provisions, the termination rate shall be determined using the 
“Subsequent years” column of Table 6.3. 
 
c. In using Table 6.3, the ITM of a contract’s guaranteed benefit shall be 
calculated based on the ratio of the guaranteed benefit’s GAPV to the 
termination value of the contract. The termination value of the contract 
shall be calculated as the GAPV of the payment stream that the contract 
holder is entitled to receive upon termination of the contract; if the contract 
holder has multiple options for the payment stream, the termination value 
shall be the highest GAPV of these options. 
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d. For GMWB or hybrid GMIB contracts, for all contract years in which a
withdrawal is projected, the termination rate obtained from Table 6.3 shall
be additionally multiplied by 60%.

For calculating the ITM of a hybrid GMIB, the guaranteed benefit’s
GAPV shall be the larger of the Annuitization GAPV or the Withdrawal 
GAPV. 

e. For contracts with no minimum guaranteed benefits, ITM is 0%; for all contract years in which
a withdrawal is projected, the termination rate obtained from Table 6.3 shall be the row in 
the table for ITM < 50% using the “Subsequent years” column of Table 6.3.  
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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. 
  

Joint submission by: 
                 -- Staff of Office of Principle-Based Reserving, California Department of Insurance 
                 -- Texas Department of Insurance  
 
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: 
  
            Valuation Manual (January 1, 2022 edition), VM-20 Section 9.C.6.e, VM-20 Section 
              9.C.7, VM-31 Section 3.D.3.o.  

 
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 attached Appendix.    

 
4. State the reason for the proposed amendment? (You may do this through an attachment.) 
 

See attached Appendix. 
 
NAIC Staff Comments: 
 
 
W:\National Meetings\2015\...\TF\LHA\ 
 

© 2022 National Association of Insurance Commissioners 41



Appendix 
ISSUE:  

It has been observed that adding the prescribed mortality margins for some Life/LTC combination 
products cause modeled reserves to decrease rather than increase.      

SECTION: 

VM-20 Section 9.C.6.e, VM-20 Section 9.C.7, VM-31 Section 3.D.3.o. 

REDLINE: 

(New) VM-20 Section 9.C.6.e 

e. In the event that the prescribed mortality margins set forth above do not produce a reserve
increase of adequate magnitude – and in particular when the prescribed margins produce a decrease 
in the reserve – the company shall derive and use margins that do produce an appropriately 
conservative result. 

Guidance Note: This can occur, for example, when a rider -- such as a long-term care rider -- is 
being valued together with the base policy, pursuant to Section II, Subsection 6 of the Valuation 
Manual.   Reductions to mortality rates, rather than additions, would potentially be needed in such 
cases. Such a product/rider combination would likely need to be in its own separate mortality 
segment.  In the case of the product/rider combination, an adequate magnitude for a reserve increase 
can be thought of in terms of the size of reserve increase that would occur for the product using the 
tabular prescribed margins if the rider had not been present.  

VM-20 Section 9.C.7.a 

a. If applicable industry basic tables are used in lieu of company experience as the
anticipated experience assumptions, or if the level of credibility of the data as
provided in Section 9.C.5 is less than 20%, the prudent estimate assumptions for
each mortality segment shall equal the respective mortality rates in the applicable
industry basic tables as provided in Section 9.C.3, including any applicable
improvement pursuant to Section 9.C.3.g, plus the prescribed margin as provided
in Section 9.C.6.c, and further adjusted byplus any applicable additional margin
changes pursuant to Section 9.C.6.d.v and/or Section 9.C.6.d.vi and/or Section
9.C.6.e.

VM-20 Section 9.C.7.b.v 

v. For each policy in a given mortality segment, from the start of the projection
through policy duration E, the prudent estimate mortality assumptions are the
company experience mortality rates (as defined in Section 9.C.2), plus the
prescribed margin pursuant to Section 9.C.6.b, and further adjusted byplus any
applicableadditional margin changes pursuant to Section 9.C.6.d or Section
9.C.6.e.
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(New) VM-31 Section 3.D.3.o 

o. Adjustments to Prescribed Margins - Description and rationale for any adjustments
made to prescribed mortality margins pursuant to VM-20 Section 9.C.6.d or 9.C.6.e. 

REASONING: 

We want to make sure that mortality margins always increase, rather than decreased, the modeled reserve. 
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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:
Rachel Hemphill, Texas Department of Insurance
Ben Slutsker, Minnesota Department of Commerce

Title of the Issue:
Clarify retrocessions of YRT business.

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 Section 8.C.18

January 1, 2022 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.)

See attached.

4. State the reason for the proposed amendment? (You may do this through an attachment.)

In reviewing companies filing PBR in 2020 for retrocessions of YRT business, companies appropriately
treated the pre-reinsurance reserve as 1/2cx and the reserve credit as 1/2cx following VM-20 Section
8.C.18’s instruction for handling non-guaranteed YRT or similar business.  However, reviewing these
filings raised that the Valuation Manual should be made more clear for such retrocessions.  Note that if a
company had instead been required to model these retrocessions that are dependent on the YRT, then
following the requirements that they “project cash flows consistent with the above outlined treatment for
non-guaranteed YRT or similar arrangements”, the company would have had to model cashflows consistent
with the 1/2cx treatment for the underlying reinsurance (i.e., a partial year’s cashflows) and then modeled
the retrocession terms applied to those partial year cashflows. This would have been unnecessary effort for
materially the same result.  The inefficiency of the alternative further supports clarifying that this is not the
required treatment.

* 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: 

W:\National Meetings\2010\...\TF\LHA\ 
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When the reinsurance ceded or assumed is on a non-guaranteed YRT or similar basis, the corresponding 
reinsurance cash flows do not need to be modeled. This includes retrocession arrangements covering non-
guaranteed YRT reinsurance and similar agreements.  Rather, for a ceding company, the post-reinsurance-
ceded DR or SR shall be the pre-reinsurance-ceded DR or SR pursuant to Section 8.D.2, plus any 
applicable provision pursuant to Section 8.C.15 and Section 8.C.17, minus the NPR reinsurance credit 
from Section 8.B. For an assuming company, the DR or SR for the business assumed on a non-guaranteed 
YRT or similar basis shall be set equal to the NPR from Section 3.B.8, plus any applicable provision 
pursuant to Section 8.C.16 and Section 8.C.17. In the case where there are also other reinsurance 
arrangements that are not on a non-guaranteed YRT or similar basis, the reinsurance credit shall include 
the modeled reinsurance credit reflecting those other reinsurance arrangements. In particular, where there 
are also other reinsurance arrangements that are dependent on the non-guaranteed YRT or similar 
arrangements, actuarial judgment shall be used to project cash flows consistent with the above outlined 
treatment for non-guaranteed YRT or similar arrangements. 
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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:
PBR Staff of Texas Department of Insurance

Title of the Issue:
APF to fix language that is hard to follow.

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:

Section 3.F.9.h.ii

January 1, 2022 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.)

VM-31 Section 3.F.9.h.ii:
ii. Documentation that the implied volatility scenarios generated do not result in a lower TAR than that obtained by
assuming that the any realizable spread between implied volatility – at all ITM levels – at a given time step in a given
scenario is equal to the and realized volatility of the underlying asset scenario over the same time period as required
by VM-21 Section 8.D.3.
.

4. State the reason for the proposed amendment? (You may do this through an attachment.)

VM-31 Section 3.F.9.h.ii: Sentence is confusing and doesn’t make sense grammatically. Revised based on the parallel
language in VM-21, which this VM-31 reporting item is intended to verify:

* 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 
1/31/2022 RM 

Notes: APF 2022-02 

W:\National Meetings\2010\...\TF\LHA\ 
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Dates: Received Reviewed by Staff Distributed Considered 
2/2/2022 RM 

Notes: APF 2022-03 

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:
PBR Staff of Texas Department of Insurance

Title of the Issue:

General cleanup, including updating cross-references, better consistency between VM-20 and VM-21, 
where reasonable, and making clarifying edits: 

1. Update cross-references: Add a reference to the newly added VM-21 Section 12 (general
assumption setting) alongside the reference to Section 10 in the Guidance Note after Principle 3 in
VM-21.

2. Update cross-references: Existing section references are too general to be useful for the asset
spread assumptions discussed in VM-21 Section 4.D.4.a.iii and 4.D.4.a.iv.

3. VM-20/VM-21 Consistency: VM-21 Sections 4.D.5.a and 4.D.5.b should be made consistent with
VM-20; new Sections 4.D.5.c and 4.D.5.d were also added to be consistent with VM-20 where
appropriate.

4. Clarifying Edits: Avoid the SPA partial withdrawal assumptions from requiring modeling less
than the RMD amount for tax qualified contracts with ages greater than or equal to the RMD age
in VM-21 Section 6.C.4.

5. Update cross-references: Correct section reference errors in VM-21 Sections 6.C.4 and 6.C.5.
6. Clarifying Edits: Revenue sharing income assumption requirements need clarification, and

language needs cleaning up in VM-20, VM-21, and VM-31.

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:

Issue 1: VM-21 Section 1.B
Issue 2: VM-21 Section 4.D.4.a.iii and 4.D.4.a.iv
Issue 3: VM-21 Section 4.D.5
Issue 4: VM-21 Section 6.C.4
Issue 5: VM-21 Section 6.C.4 and 6.C.5
Issue 6: VM-20 Sections 9.G.7 and 9.G.8, VM-21 Section 4.A.5.f, and VM-31 Sections 3.D.7.c and 3.F.7.c

January 1, 2022 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.)

See attached.

4. State the reason for the proposed amendment? (You may do this through an attachment.)
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1. Add a reference to the newly added Section 12 (general assumption setting Section 12 added by APF
2021-11 for the 2023 Valuation Manual) alongside the reference to Section 10 in the Guidance Note
after Principle 3.

2. Existing section references are too general to be useful for the asset spread assumptions discussed in
VM-21 Section 4.D.4.a.iii and 4.D.4.a.iv. Edits refer to specific sections of VM-20 gross asset spread
assumptions.  References parallel those in VM-20 Sections 7.E.1.d and 7.E.1.e.

3. Update VM-21 Section 4.D.5 to be consistent with VM-20, where appropriate.  Language added
parallels VM-20 Sections 7.F.1, 7.F.2, 7.F.5, and 7.F.6.

4. The current SPA partial withdrawals assumption does not consider the RMD requirement for tax
qualified contracts with ages greater than or equal to the federal RMD age.  Some companies assumed
this was intended to be reflected, but it should be clarified in VM-21.

5. Correct section reference errors in Sections 6.C.4 and 6.C.5.
6. Both VM-20 and VM-21 need to clarify that the haircut prescribed for the non-contractually guaranteed

revenue sharing is only a guardrail which is neither redundant to nor a substitution for the margin
determination requirements of VM-20 Section 9.G.6 and VM-21 Section 4.F.5.c.  Two guidance notes
from VM-20 should be added to VM-21 for appropriate consistency.  The reporting requirement
language which is already in VM-31 should be removed from VM-20 and the reporting requirement in
VM-31 is augmented and clarified.

VM-21 Section 1.B (Guidance Note after Principle 3) 

Guidance Note: The intent of Principle 3 is to describe the conceptual framework for setting 
assumptions. Section 10 provides the requirements and guidance for setting contract holder behavior 
assumptions and includes alternatives to this framework if the company is unable to fully apply this 
principle.  More guidance and requirements for setting assumptions in general are provided in Section 
12. 

VM-21 Section 4.D.4.a.iii and Section 4.D.4.a.iv 

iii. For purchases of public non-callable corporate bonds, use the gross asset spreads over Treasuries prescribed in
VM-20 Section 9.F.8.a through Section 9.F.8.c. (For purposes of this subsection, “public” incorporates both
registered and 144a securities.)follow the requirements defined in VM-20 Sections 7.E, 7.F and 9.F. The prescribed
spreads reflect current market conditions as of the model start date and grade to long-term conditions based on
historical data at the start of projection year four;

iv. For transactions of derivative instruments associated with fixed income investments, reflect the prescribed
assumptions in VM-20 Section 9.F.8.d for interest rate swap spreads;

VM-21 Section 4.D.5 

5. Cash Flows from Invested Assets
a. Cash flows from general account fixed income assets and derivative asset programs associated with these
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. Grouping of assets is
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allowed if the company can demonstrate that grouping does not materially understate the modeled 
reserve that would have been obtained using a seriatim approach. 
ii. Reflect asset default costs as prescribed in VM-20 Section 9.F and anticipated investment
expenses through deductions to the gross investment income.
iii. Model the proceeds arising from modeled asset sales and determine the portion representing
any realized capital gains and losses.
iv. 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 in VM-20 Sections 7.E, 7.F and 9.F.

b. Cash flows from general account equity assets—i.e., non-fixed income assets having substantial volatility
of returns, such as common stocks and real estate— and derivative asset programs associated with these
assets, including starting and reinvestment assets, shall be reflected in the projection as follows:

i. Determine the grouping for asset categories and the allocation of specific assets to each category
in a manner that is consistent with that used for separate account assets, as discussed in Section
4.A.2.
ii. Project the gross investment return including realized and unrealized capital gains in a manner
that is consistent with the stochastically generated scenarios.
iii. Model the timing of an asset sale in a manner that is consistent with the investment policy of
the company for that type of asset. Reflect expenses through a deduction to the gross investment
return using prudent estimate assumptions.

c. Determine cash flows for each projection interval for all other general account assets by modeling asset
cash flows on other assets that are not described in Sections 4.D.5.a and 4.D.5.b using methods consistent 
with the methods described in Sections 4.D.5.a and 4.D.5.b. This includes assets that are a hybrid of fixed 
income and equity investments. 
d. Determine cash flows or total investment returns as appropriate for each projection interval for all
separate account assets as follows: 

i. Determine the grouping for each variable fund and subaccount (e.g., bonds funds, large cap stocks,
international stocks, owned real estate, etc.) as described in Section 4.A.2. 
ii. Project the total investment return for each variable fund and subaccount in a manner that is
consistent with the prescribed returns described in Section 4.A.2 and Section 8.C.3. 

VM-21 Section 6.C.4 (Intro) 

4. Partial Withdrawals

Partial withdrawals required contractually or previously elected (e.g., a contract operating under an
automatic withdrawal provision, or that has voluntarily enrolled in an automatic withdrawal program, on the
valuation date) are to be deducted from the Account Value in each projection interval consistent with the
projection frequency used, as described in Section 6.D4.F, and according to the terms of the contract.
However, if a GMWB or hybrid GMIB contract’s automatic withdrawals results in partial withdrawal
amounts in excess of the GMWB’s guaranteed maximum annual withdrawal amount or the maximum
amount above which withdrawals reduce the GMIB basis by the same dollar amount as the withdrawal
amount (the “dollar-for-dollar maximum withdrawal amount”), such automatic withdrawals shall be
revised such that they equal the GMWB’s guaranteed maximum annual withdrawal amount or the GMIB’s
dollar-for-dollar maximum withdrawal amount.  However, for tax qualified contracts with ages greater
than or equal to the federal RMD age, if the prescribed withdrawal amount is below the RMD amount, the
withdrawal amount may be reset to the RMD amount.

Guidance Note: Companies are expected to model withdrawal amounts consistent with the RMD amount 
where applicable and where practically feasible; however, it is understood that this level of modeling 
sophistication may not be available for all companies. 

© 2022 National Association of Insurance Commissioners 52



© 2010 National Association of Insurance Commissioners 4 

For any contract not on an automatic withdrawal provision as described in the preceding paragraph, 
depending on the guaranteed benefit type, other partial withdrawals shall be projected as follows but shall 
not exceed the free partial withdrawal amount above which surrender charges are incurred and may be 
floored at the RMD amount for tax qualified contracts with ages greater than or equal to the federal RMD 
age: 

VM-21 Section 6.C.5 

5. Withdrawal Delay Cohort Method

To model the initial withdrawal for certain GMWBs and hybrid GMIBs as discussed in Sections 6.C.4.h
and 6.C.4.j 6.C.4.f., the actuary shall adopt a modeling approach whereby a contract is split into several
copies (referred to as “cohorts”), each of which is subsequently modeled as a separate contract with a
different initial withdrawal period. The contract Account Value, bases for guaranteed benefits, and other
applicable characteristics shall be allocated across the cohorts based on different weights that are
determined using the method discussed below in this section.

VM-21 Section 4.A.5.f 

1. The amount of net revenue-sharing income assumed in a given scenario shall be applied with a margin
to reflect any uncertainty but shall not exceed the sum of (i) and (ii), where:

i. Is the contractually guaranteed net revenue-sharing income projected under the
scenario; and

ii. Is the company’s estimate of non-contractually guaranteed net revenue-sharing income
before reflecting any margins for uncertainty multiplied by the following factors:

• 1.00 in the first projection year.

• 0.95 in the second projection year.

• 0.90 in the third projection year.

• 0.85 in the fourth projection year.

• 0.80 in the fifth and all subsequent projection years.

Guidance Note: Provisions such as one that gives the entity paying the revenue-sharing income the option to 
stop or change the level of income paid would prevent the income from being guaranteed. However, if such an 
option becomes available only at a future point in time, and the revenue up to that time is guaranteed, the income 
is considered guaranteed up to the time the option first becomes available. 

© 2022 National Association of Insurance Commissioners 53



© 2010 National Association of Insurance Commissioners 5 

VM-20 Section 9.G.7, 9.G.8 

7. The qualified actuary to whom responsibility for this group of policies is assignedcompany is responsible
for reviewing the revenue-sharing agreements that apply to that group of policies and , verifying compliance with
these requirements and documenting the rationale for any source of the GRSI used in the projection for that group
of policies.

8. The amount of net revenue-sharing income assumed in a given scenario shall be applied with a margin
to reflect any uncertainty but shall not exceed the sum of (a) and (b), where:

a. Is the contractually guaranteed GRSI, net of applicable expenses, projected under the scenario.

b. Is the company’s estimate of non-contractually guaranteed net revenue-sharing income before
reflecting any margins for uncertainty multiplied by the following factors:

VM-31 Section 3.D.7.c 

c. Revenue-Sharing Margins – The level of margin in the prudent estimate assumptions for revenue-sharing income
and description of the rationale for the margin for uncertainty. Also, a demonstration that the amounts of net
revenue-sharing income, after reflecting margins, do not exceed the limits set forth in VM-20 Section 9.G.8.

VM-31 Section 3.F.7.c 

c. Revenue-Sharing Margins – The level of margin in the prudent estimate assumptions for revenue-sharing income
and a description of the rationale for the margin for uncertainty. Also, a demonstration that the amounts of 
net revenue-sharing income, and after reflecting margins, included do not exceed the limits set forth in VM-
21 Section 4.A.5.f. 

Guidance Note: If the agreement allows the company to unilaterally take control of the underlying fund fees that 
ultimately result in the revenue sharing, then the revenue is considered guaranteed up until the time at which the 
company can take such control. Since it is unknown whether the company can perform the services associated 
with the revenue-sharing arrangement at the same expense level, it is presumed that expenses will be higher in 
this situation. Therefore, the revenue-sharing income shall be reduced to account for any actual or assumed 
additional expenses. 
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Life Actuarial (A) Task Force 
June 9, 2022 

Updated Exposure of APF 2022-04 

Swap Spreads and London Inter-Bank Offered Rate (LIBOR) 

Transition to the Secured Overnight Financing Rate (SOFR) 
This exposure of APF 2022-04 provides two options for moving forward with the transition to SOFR. 
Option A is applicable if the availability of SOFR data is limited to a single data source. Option B is 
applicable if SOFR data is available from multiple data sources. 

Parties are also asked to opine on whether the APF should use the word “companies” or the term 
“appointed actuary” in option A for VM-20 Appendix 2.F. 

Note this revised APF is complemented by a May 26, 2022 memo from NAIC staff to 
LATF on a recommended replacement to LIBOR swap spreads effective [TBD, 
potentially June 30, 2022].  

Please send comments to Reggie Mazyck @ RMazyck@NAIC.Org by close of business 
on June 21, 2022. 

*** This APF was adopted by LATF on June 30. The Task Force chose to go with Option B for current and 
Longterm spreads. Members also voted to replace ’Appointed Actuary” with the ”company.”
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Dates: Received Reviewed by Staff Distributed Considered 
03/08/22 RM 03/08/22 03/10/22 

Notes: APF 2022-04 exposed on 6/9 

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: 
Alan Routhenstein, on behalf of the American Academy of Actuaries’ Life Reserves Work Group,
Annuity Reserves and Capital Work Group, and Variable Annuity Reserves and Capital Work Group

Pat Allison, NAIC staff 

Title of the Issue: 
Swap Spreads and London Inter-Bank Offered Rate (LIBOR) transition to the Secured Overnight 
Financing Rate (SOFR) - Updated VM-20 prescribed swap spreads guidance in light of the LIBOR 
transition to SOFR.

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 Section 9.F.8.d, VM-20 Appendix 2.F, VM-20 Appendix 2.G 
January 1, 2022 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.) 

Proposed edits to VM-20 for LIBOR transition to SOFR are shown in the attached Appendix 

4. State the reason for the proposed amendment? (You may do this through an attachment.)

a. Bank regulators and a group of swap market participants have agreed that for interbank 
interest rate swaps executed after 2021, the floating rate needs to be based on an index other 
than LIBOR. 

b. During 2021 the swap market evolved such that the definition of a standard n-year interest
rate swap changed in January 2022 to be a SOFR swap (for which the floating rate is based on
SOFR) from the historical LIBOR swap (for which the floating rate is LIBOR). 

c. As a result, VM-20 instructions for how the NAIC will calculate and publish swap spreads 
needs to be updated for: 

i. Current Benchmark swap spreads (as of each month end); and
ii. Long-Term Benchmark swap spreads (as of each quarter end)

d. The associated presentation provides further background and rationale for this proposal. 

NAIC Staff Comments: 
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Appendix   
Proposed amendments to VM-20 for APF 2022-04 on 

Swap Spreads and LIBOR transition to SOFR 
 

VM-20 Section 9.F.8.d Procedure for Setting Prescribed Gross Asset Spreads……:  
 

d. Interest rate swap spreads over Treasuries shall be prescribed by the NAIC for use throughout the 
cash-flow model wherever appropriate for transactions and operations including, but not limited to, 
purchase, sale, settlement, cash flows of derivative positions and reset of floating rate investments. 
A current and long-term swap spread curve shall be prescribed for year one and years four and 
after, respectively, with yearly grading in between. The three month and six month points on the 
swap spread curves shall be the market observable values for these tenors. Currently, this shall be 
the corresponding London Interbank Offered Rate (LIBOR) spreads over Treasuries. When the 
NAIC determines LIBOR is no longer effective, the NAIC shall recommend a replacement to the 
Life Actuarial (A) Task Force which shall be effective upon adoption by the Task Force. 
 

i. The current prescribed swap spread curve shall be the Secured Overnight Financing Rate 
(SOFR) swap curve. 

ii. The long term SOFR swap spread curve, given that the SOFR swap market did not emerge 
before late 2021 and that SOFR is an index for which there is no official data before April 
2, 2018, shall be calculated based on 15 year moving averages of prescribed estimates of 
historical SOFR swap spreads for valuation dates prior to June 30, 2037.  

 

Guidance Note: Actuarial judgment may be required in the use of prescribed swap spreads (for example, 
in the case where the companyies hasve a financial instrument with floating rate payments based on an 
index that is not prescribed by the NAIC [e.g., 1-month SOFR or 3-month LIBOR]).  
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VM-20 Appendix 2.F Current Benchmark Swap Spreads: 
Option A – For use if the NAIC does not publish current benchmark swap spreads.  Replace Section F 
with the language shown below. 

F. Current Benchmark Swap Spreads

For tenors of 3 months, 6 months, and one year through 30 years, companies (the appointed actuary) shall 
use swap spread data determined as of the last business day of the month by maturity from a nationally 
recognized provider of this data. 

Option B – For use if the NAIC publishes current benchmark swap spreads based on at least two data 
sources. 

F. Current Benchmark Swap Spreads

1. For tenors of 3 months, 6 months, and one year to through 30 years, extract swap spread data
determined as of the last business day of the month by maturity from at least two nationally
recognized providers of this data. For Bank of America dataIf the data source provides swap rates
rather than swap spreads, convert the swap rate for each maturity to a swap spread by subtracting
the corresponding maturity Treasury yield from the swap rate. For JP Morgan, the swap spread is
provided for each maturity.

2. Average the Bank of America swap spread with the JP Morgan swap spreads from the data
sources by maturity determined as of the last business day of the month.

3. Publish the Current Benchmark Swap Spreads by maturity in a table.

[Drafting Note:  The tables will be labeled to indicate they contain SOFR swap spreads. 

Guidance Note:  3-month and 6-month SOFR swap rates are defined herein as the fixed rate one 
party pays at the end of three months or six months in exchange for receiving at such time 3-month 
SOFR or 6-month SOFR, calculated on a compounded in arrears basis. 

VM-20 Appendix 2.G Long-Term Benchmark Swap Spreads: 

G. Long-Term Benchmark Swap Spreads

Option A 

1. Extract daily swap spread data over the prescribed observation period (rolling 15-year period) 
ending on the last business day of the quarter from a nationally recognized provider of this data.  
For Bank of America data, If the data source provides swap rates rather than swap spreads, convert 
the daily swap rate for each maturity to a swap spread by subtracting the corresponding maturity 
Treasury yield from the swap rate.  

Option B 

1. Extract daily swap spread data over the prescribed observation period (rolling 15-year period) ending
on the last business day of the quarter from at least two nationally recognized providers of this data.
For Bank of America data, If the data source provides swap rates rather than swap spreads, convert
the daily swap rate for each maturity to a swap spread by subtracting the corresponding maturity
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Treasury yield from the swap rate. For JP Morgan, the daily swap spread is provided for each 
maturity.  

2. For a valuation date during or after 2023 and before 2037, calculate SOFR swap spreads as follows for 
each business day on or after the effective date of the adoption by the Life Actuarial (A) Task Force of 
SOFR swap spreads as the replacement for swap spreads previously prescribed:  

a. For each maturity “m” = 0.25, 0.5, 1 … 30 years, and business day “u”:  

SOFR swap spread(m,u) = SOFR swap rate(m,u) - Treasury yield(m,u). 

3. For a valuation date during or after 2023 and before 2037, for each business day before the effective 
date of the adoption by the Life Actuarial (A) Task Force of SOFR swap spreads as the replacement 
for swap spreads previously prescribed, utilize Bloomberg’s 2021-03-05 published USD Spread 
Adjustments as follows: 

a. For each maturity “m” = 3 or 6 months, and business day “u”:  
i. SOFR swap spread(3 months,u) = LIBOR swap spread(3 months,u) - 0.26161% 

(the USD 3-month Spread Adjustment) 
ii. SOFR swap spread(6 months,u) = LIBOR swap spread(6 months,u) - 0.42826% 

(the USD 6-month Spread Adjustment) 
b. For each maturity “m” = 1 … 30 years, and business day “u”:  

SOFR swap spread(m,u) = LIBOR swap spread(m,u) - 0.26161% (the USD 3-month 
Spread Adjustment)  

4. For a valuation date during or after 2037, calculate SOFR swap spreads as follows for each business 
day:  

a. For each maturity “m” = 0.25, 0.5, 1 … 30 years, and business day “u”:  

SOFR swap spread(m,u) = SOFR swap rate(m,u) - Treasury yield(m,u). 
 

Option A 

Delete item 5 below. It would not apply, since data would come from one source. 

Option B 

Keep item 5 below, since data would come from more than one source and averaging would apply. 

 

 

4.5. 2. Average the daily Bank of America swap spread data from the data sourceswith the daily JP 
Morgan swap spread data by maturity over the prescribed observation (rolling 15-year period).  

6. 3. Calculate the Long-Term Benchmark Swap Spreads as the 85% conditional mean for each of the 
32 maturity categories (three-month, six-month, one-year, two-year, … 30-year) using the same 
business trading days as were used in the 85% conditional mean for long-term bonds spreads.  

7. 4. Publish the Long-Term Benchmark Swap Spreads in a table. Among tables published on the NAIC 
website (See Subsection H), : a. Table J shows Long-Term Benchmark Swap Spreads. 
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Dates: Received Reviewed by Staff Distributed Considered 
5/4/2022 RM   

Notes: APF 2022-05 
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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. 
 
 Angela McNabb & Pat Allison – NAIC staff support.  Changes to VM-51 Appendix 1 & Appendix 4. 
 
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, 2023 version of the Valuation Manual – VM-51 Appendix 1 and Appendix 4 
 
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 attached 
  
4. State the reason for the proposed amendment? (You may do this through an attachment.) 
 

1. Additional insurance purchased with dividends do not currently have a distinct plan code.  This is 
needed to perform more complete analysis of the data.   

2. Society of Actuaries would like to have a COVID-19 indicator.  We are adding a new termination 
code to specify death due to COVID-19.   

3. The field previously identified as “State of Domicile” is being changed to “Owner’s State of 
Residence” to eliminate confusion. 

4. The questionnaire in Appendix 1 incorrectly identifies some values as dates to be filled in. 
 
Note:  These changes do not impact the layout of the data file. 

 
* 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: 
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Appendix 1: Preferred Class Structure Questionnaire 

PREFERRED CLASS STRUCTURE QUESTIONNAIRE 

Fill out this preferred class structure questionnaire based on companywide summaries, such as 
underwriting guideline manuals, compilations of issue instructions or other documentation. 

The purpose of this preferred class structure questionnaire is to gather information on different 
preferred class structures. This questionnaire varies between nonsmoker/non-tobacco and 
smoker/tobacco users and provides for variations by issue year, face amount and plan. If the 
company has the standard Relative Risk Score (RR Score) information available, the company 
should map its set of preferred class structure to sets of RR Scores. Except for new preferred 
class structures or new sets of RR Scores applied to existing preferred class structure(s), the 
response to the questionnaire should remain the same from year to year. 

If a company has determined sets of RR Scores for its preferred class structures, it should 
provide separate preferred class structure responses for each set of RR Scores applied to a 
preferred class structure. If a company has not determined sets of RR Scores for its preferred 
class structures, it should fill out this questionnaire with its preferred class structures and update 
the preferred class structure questionnaire at such future time that sets of RR Scores for the 
preferred class structures are determined. When sets of RR Scores are used, there is to be a one-
to-one correspondence between a preferred class structure and a set of RR Scores. 

The information given in this questionnaire will be used both to map a set of RR Scores to policy 
level data and as a check on the policy-level data submission. Submit this questionnaire along 
with the initial data submission to the Experience Reporting Agent. 

Each preferred class structure must include at least two classes (e.g., one preferred class and 
one standard class). Make as many copies of this preferred class structure questionnaire as 
necessary for your individual life business and submit in addition to policy-level detail 
information. 

 
Company       NAIC Company Code 

 
 Name       Date 

PREFERRED CLASS STRUCTURE – Part 1 Nonsmokers/Non-Tobacco Users 

Preferred class structure must have at least one preferred and one standard class. Use multiple 
copies of this page if needed for nonsmokers/non-tobacco users 

Number of Nonsmoker/Non-Tobacco User Risk Classes  

a) Issue Date Range Date through Date  
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 
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Number of Nonsmoker/Non-Tobacco User Risk Classes  

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Nonsmoker/Non-Tobacco User Risk Classes  

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Nonsmoker/Non-Tobacco User Risk Classes  

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Nonsmoker/Non-Tobacco User Risk Classes  

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

PREFERRED CLASS STRUCTURE – Part 2 Smokers/Tobacco Users  

Preferred class structure must have at least one preferred and one standard class. Use multiple 
copies of this page if needed for smokers/tobacco users 

Number of Smoker/Tobacco User Risk Classes 

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Smoker/Tobacco User Risk Classes 

a) Issue Date Range Date through Date  
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Smoker/Tobacco User Risk Classes 

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 
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Number of Smoker/Tobacco User Risk Classes 

a) Issue Date Range Date through Date  
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Smoker/Tobacco User Risk Classes 

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 

Number of Smoker/Tobacco User Risk Classes 

a) Issue Date Range Date through Date 
b) Issue Age Range Date Age through Date Age 
c) Face Amount Range Date Amount through Date Amount 
d) Plan Types (use three-digit codes from item 19, Plan) 
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Appendix 4: Mortality Data Elements and Format 
ITEM COLUMN L DATA ELEMENT DESCRIPTION 

19 65–67 3 Plan Exclude from contribution: spouse and children under 
family policies or riders. If Form for Additional Plan 
Codes was submitted for this policy, enter unique three-
digit plan number(s) that differ from the plan numbers 
below: 
000 = If unable to distinguish among plan types listed 

below 
100 = Joint life plan unable to distinguish among joint 

life plan types listed below 
 
Permanent Plans: 
010 = Traditional fixed premium fixed benefit 

permanent plan 
011 = Permanent life (traditional) with term 
012 = Single premium whole life 
013 = Econolife (permanent life with lower premiums 

in the early durations) 
014 = Excess interest whole life  
015 = First to die whole life plan (submit separate 

records for each life) 
016 = Second to die whole life plan (submit separate 

records for each life) 
017 = Joint whole life plan – unknown whether 015 or 

016 (submit separate records for each life) 
018 = Permanent products with non-level death benefits 
019 = Permanent plans 010, 011, 012, 013, 014, 015, 

016, 017, 018 combined (i.e. unable to separate) 
 
Term Insurance Plans: 
020 = Term (traditional level benefit and attained age 

premium) 
021 = Term (level death benefit with guaranteed level 

premium for five years and anticipated level term 
period for five years) 

211 = Term (level death benefit with guaranteed level 
premium for five years and anticipated level term 
period for 10 years) 

212 = Term (level death benefit with guaranteed level 
premium for five years and anticipated level term 
period for 15 years) 

213 = Term (level death benefit with guaranteed level 
premium for five years and anticipated level term 
period for 20 years) 

214 = Term (level death benefit with guaranteed level 
premium for five years and anticipated level term 
period for 25 years) 

215 = Term (level death benefit with guaranteed level 
premium for five years and anticipated level term 
period for 30 years) 

022 = Term (level death benefit with guaranteed level 
premium for 10 years and anticipated level term 
period for 10 years) 

221 = Term (level death benefit with guaranteed level 
premium for 10 years and anticipated level term 
period for 15 years) 

222 = Term (level death benefit with guaranteed level 
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premium for 10 years and anticipated level term 
period for 20 years) 

223 = Term (level death benefit with guaranteed level 
premium for 10 years and anticipated level term 
period for 25 years) 

224 = Term (level death benefit with guaranteed level 
premium for 10 years and anticipated level term 
period for 30 years) 

023 = Term (level death benefit with guaranteed level 
premium for 15 years and anticipated level term 
period for 15 years) 

231 = Term (level death benefit with guaranteed level 
premium for 15 years and anticipated level term 
period for 20 years) 

232 = Term (level death benefit with guaranteed level 
premium for 15 years and anticipated level term 
period for 25 years) 

233 = Term (level death benefit with guaranteed level 
premium for 15 years and anticipated level term 
period for 30 years) 

024 = Term (level death benefit with guaranteed level 
premium for 20 years and anticipated level term 
period for 20 years) 

241 = Term (level death benefit with guaranteed level 
premium for 20 years and anticipated level term 
period for 25 years) 

242 = Term (level death benefit with guaranteed level 
premium for 20 years and anticipated level term 
period for 30 year) 

025 = Term (level death benefit with guaranteed level 
premium for 25 years and anticipated level term 
period for 25 years) 

251 = Term (level death benefit with guaranteed level 
premium for 25 years and anticipated level term 
period for 30 year) 

026 = Term (level death benefit with guaranteed level 
premium for 30 years and anticipated level term 
period for 30 years) 

027 = Term (level death benefit with guaranteed level 
premium period equal to anticipated level term 
period where the period is other than five, 10, 15, 
20, 25 or 30 years) 

271 = Term (level death benefit with guaranteed level 
premium period not equal to anticipated level 
term period, where the periods are other than 
five, 10, 15, 20, 25 or 30 years) 

028 = Term (decreasing benefit) 
040 = Select ultimate term (premium depends on issue 

age and duration) 
041 = Return of Premium Term (level death benefit 

with guaranteed level premium for 15 years) 
042 = Return of Premium Term (level death benefit 

with guaranteed level premium for 20 years) 
043 = Return of Premium Term (level death benefit 

with guaranteed level premium for 25 years) 
044 = Return of Premium Term (level death benefit 

with guaranteed level premium for 30 years) 
045 = Return of Premium Term (level death benefit 

with guaranteed level premium for period other 
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than 15, 20, 25 or 30 years) 
046 = Economatic term 
059 = Term plan, unable to classify 
101 = First to die term plan (submit separate records for 

each life)  
102 = Second to die term plan (submit separate records 

for each life) 
103 = Joint term plan – unknown whether 101 or 102 

(submit separate records for each life) 
 
Universal Life Plans (Other than Variable), issued 
without a Secondary Guarantee: 
061 = Single premium universal life 
062 = Universal life (decreasing risk amount) 
063 = Universal life (level risk amount) 
064 = Universal life – unknown whether code 062 or 

063 
065 = First to die universal life plan (submit separate 

records for each life) 
066 = Second to die universal life plan (submit separate 

records for each life) 
067 = Joint life universal life plan – unknown whether 

code 065 or 066 (submit separate records for each 
life) 

068 = Indexed universal life 
 
 
Universal Life Plans (Other than Variable) with 
Secondary Guarantees: 
071 = Single premium universal life with secondary 

guarantees 
072 = Universal life with secondary guarantees 

(decreasing risk amount) 
073 = Universal life with secondary guarantees (level 

risk amount) 
074 = Universal life with secondary guarantees –

unknown whether code 072 or 073 
075 = First to die universal life plan with secondary 

guarantees (submit separate records for each life) 
076 = Second to die universal life plan with secondary 

guarantees (submit separate records for each life) 
077 = Joint life universal life plan with secondary 

guarantees unknown whether code 075 or 076 
(submit separate records for each life) 

078 = Indexed universal life with secondary guarantees 
 
Variable Life Plans issued without a Secondary 
Guarantee: 
080 = Variable life 
081 = Variable universal life (decreasing risk amount) 
082 = Variable universal life (level risk amount) 
083 = Variable universal life – unknown whether code 

081 or 082 
084 = First to die variable universal life plan (submit 

separate records for each life) 
085 = Second to die variable universal life plan (submit 

separate records for each life) 
086 = Joint life variable universal life plan – unknown 

whether 084 or 085 (submit separate records for 
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each life) 
 
Variable Life Plans with Secondary Guarantees: 
090 = Variable life with secondary guarantees 
091 = Variable universal life with secondary guarantees 

(decreasing risk amount) 
092 = Variable universal life with secondary guarantees 

(level risk amount) 
093 = Variable universal life with secondary guarantees 

–unknown whether code 091 or 092 
094 = First to die variable universal life plan with 

secondary guarantees (submit separate records for 
each life) 

095 = Second to die variable universal life plan with 
secondary guarantees (submit separate records for 
each life) 

096 = Joint life variable universal life plan with 
secondary guarantees – unknown whether code 
094 or 095 (submit separate records for each life) 

 
Coverage purchased with dividends: 
196 = Paid Up Additions 
197 = One Year Term 
 
Nonforfeiture: 
098 = Extended term 
099 = Reduced paid-up 
198 = Extended term for joint life (submit separate 

records for each life) 
199 = Reduced paid-up for joint life (submit separate 

records for each life) 
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27 133–134 2 Cause of Termination If Inforce Indicator is 1, leave blank. 

00 = Termination type unknown or unable to subdivide 
01 = Reduced paid-up 
02 = Extended term 
03 = Voluntary; unable to subdivide among 01, 02, 07, 
09, 10, 11 or 13 
04 = Death 
05 = Death due to COVID-19 
07 = 1035 exchange 
09 = Term conversion – unknown whether attained age or 

original age 
10 = Attained age term conversion 
11 = Original age term conversion 
12 = Coverage expired or contract reached end of the 

mortality table 
13 = Surrendered for full cash value 
14 = Lapse (other than to Reduced Paid Up or Extended 
Term)  
15 = Termination via payment of a discounted face 
amount while still alive, pursuant to an accelerated death 
benefit provision 

 
 
46 275-276 2 State of Domicile 

Owner’s State of 
Residence 

Use standard, two-letter state abbreviations codes 
(e.g., FL for Florida) for the state of the policy 
owner’s domicile.state of residence 
If unknown or outside of the U.S., leave blank. 

 

© 2022 National Association of Insurance Commissioners 70



 
Adopted by the Life Actuarial (A) Task Force on June 16, 2022 

Adopted by the Life Insurance and Annuities (A) Committee on ? 

 

 

Actuarial Guideline AAT 

APPLICATION OF THE VALUATION MANUAL FOR TESTING THE ADEQUACY OF LIFE INSURER 

RESERVES  

Background 

The NAIC Valuation Manual (VM-30) contains actuarial opinion and supporting actuarial memorandum requirements, 

including requirements for asset adequacy analysis. Regulators have observed a lack of uniform practice in the implementation 

of asset adequacy analysis. The variety of practice in incorporating the risk of complex assets into testing does not provide 

regulators comfort as to reserve adequacy. Examples of complex assets are structured securities, including asset-backed 

securities and collateralized loan obligations, as well as assets originated by the company or affiliated or contracted entity. An 

initial increase of this activity has been noted in support of general account annuity blocks; however, recent activity was noted 

in other life insurer blocks. 

 

This Guideline is intended to provide uniform guidance and clarification of requirements for the appropriate support of certain 

assumptions for asset adequacy analysis performed by life insurers. In particular, this Guideline: 

 

(1) Helps identify reserve adequacy and claims-paying ability in moderately adverse conditions, including conditions 

negatively impacting cash flows from complex assets; 

 

(2) Clarifies elements to consider in establishing margins on asset-related assumptions; 

 

(3) Ensures recognition that higher expected gross returns from assets are, to some extent, associated with higher risk, 

and that assumptions fit reasonably within the risk-return spectrum; 

 

(4) Requires sensitivity testing regarding complex assets supporting life insurer business; 

 

(5) Identifies expectations in practice regarding the valuation of complex assets within asset adequacy analysis;   

 

(6) Reflects that while complex assets tend to have higher uncertainty regarding timing and amount of cash flows than 

more traditional investments, because complex assets are difficult to classify, and the regulatory concern is regarding 

the projected net yields and cash flows from those assets, the focus of the analysis requirements will be on assets 

categorized as high-yielding; and 

 

(7) Requires additional documentation of investment fee income relationships with affiliated entities or entities close to 

the company. 

 

Text 

1. Effective Date 

 

This Guideline shall be effective for asset adequacy analysis of the reserves reported in the December 31, 2022 Annual 

Statement and for the asset adequacy analysis of the reserves reported in all subsequent Annual Statements.  

Guidance note: It is anticipated that the requirements contained in this Guideline will be incorporated into VM-30 at a 

future date, effective for a future valuation year. Requirements in the Guideline will cease to apply to annual statutory 

financial statements when the corresponding or replacement VM-30 requirements become effective. 

 
2. Scope 

 

This Guideline shall apply to all life insurers with:  
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A. Over $5 billion of general account actuarial reserves (from Exhibits 5, 6, 7, and 8 of the Annual Statement) and non-

unitized separate account assets or 

B. Over $100 million of general account actuarial reserves (from Exhibits 5, 6, 7, and 8 of the Annual Statement) and non-

unitized separate account assets and over 5% of supporting assets (selected for asset adequacy analysis) in the category 

of Projected High Net Yield Assets, as defined in Section 3.F. 

Actuarial reserve amounts are included in the amounts in A and B whether directly written or assumed through reinsurance 

and are determined before any reinsurance ceded credit. 

The Guideline applies to assets supporting liabilities tested in the asset adequacy analysis except it does not apply to unitized 

separate account assets or policy/contract loans. 

3. Definitions 

A. Equity-like Instruments.  Assets that include the following: 

i. Any assets that, for purposes of risk-based capital C-1 reporting, are in the category of common stock, 

i.e., have a 30% or higher risk-based capital charge. 

ii. Any assets that are captured on Schedule A or Schedule BA of the Annual Statement. 

iii.  Bond funds. 

B. Fair Value.  The price that would be received to sell an asset or paid to transfer a liability in an orderly transaction 

between market participants at the measurement date, consistent with methodology of fair value, as reported in the 

Annual Statement. 

C. Net Market Spread.  For each asset grouping, shall mean the spread over comparable Treasury bonds that equates the 

fair value as of the valuation date with modeled cash flows, less the default assumption used in asset adequacy analysis. 

 Market conventions and other approximations are acceptable for the purposes of this definition. 

D. Investment Grade Net Spread Benchmark.  The applicable spread found in Appendix I using the weighted average life 

(WAL) of the associated non-Equity-like Instrument. 

E. Guideline Excess Spread.  The net spread derived by subtracting the Investment Grade Net Spread Benchmark from 

the Net Market Spread for non-Equity-like Instruments.  Investment expenses shall be excluded from this calculation. 

F. Projected High Net Yield Assets.  Currently held or reinvestment assets that are either: 

i. An Equity-like Instrument assumed to have higher value at projection year 10 or later than under an 

assumption of annual total returns, before the deduction of investment expenses, of 4% for the first 10 

projection years after the valuation date followed by 5% for projection year 11 and after. Aggregation 

shall be done at a level of granularity that is consistent with or more granular than how the assets are 

grouped, i.e., compressed, in the asset adequacy analysis model, or 

ii. Assets other than Equity-like Instruments where the assumed Guideline Excess Spread is higher than zero.  

In addition: 

(a) Aggregation of the comparison between the assumed Net Market Spread from each asset 

and the Investment Grade Net Spread Benchmark shall be done at a level of granularity that 

is consistent with or more granular than how the assets are grouped, i.e., compressed, in the 

asset adequacy analysis model. 
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(b) For applicable assets that do not have an explicit WAL or term to maturity, the Appointed 

Actuary shall disclose the method used to determine the appropriate WAL used for 

comparing to the Investment Grade Net Spread Benchmark. 

(c) For purposes of the comparison between the assumed Net Market Spread from each asset 

and the Investment Grade Net Spread Benchmark, investment expenses shall be excluded.   

iii. The following asset types can be excluded from the scope of requirements in sections 4.A.ii through 5: 

(a) Cash or cash equivalents, 

(b) Treasuries and agency bonds, and 

(c) Public non-convertible, fixed-rate corporate bonds with no or immaterial callability. 

4. Asset Adequacy Considerations and Documentation Expectations 

A. Net return and risk documentation. 

 

i. For all assets, either currently held or in assumed reinvestments, provide: 

 

(a) Identification of the assumed gross asset yield and the key components (for example, default 

and investment expenses) deducted to arrive at the assumed net asset yield. 

 

(b) Explanation of any future reinvestment strategy assumptions that materially differ from 

current practices. 

 

ii. For Projected High Net Yield Assets, either currently held or in assumed reinvestments, provide: 

 

(a) A detailed explanation describing the relationship between the expected gross returns from 

these assets and the risk. It shall also include, for the aspect of any higher expected gross 

returns not assumed to be associated with higher risk, an explanation of how overperforming 

assets with expected returns lying outside the risk-return spectrum can be assumed to persist 

and be available for reinvestments throughout the projection period in moderately adverse 

conditions. 

 

(b) Commentary on how assumptions on assets with risk factors leading to substantial volatility 

of returns, as identified through sensitivity testing or other means, contain an appropriate 

margin to reflect the uncertainty in the timing and amounts of asset cash flows. 

 

(c) Identification of the extent to which Projected High Net Yield Assets are supporting major 

product categories, e.g., individual fixed annuities and pension risk transfers.  

 

(d) Explanation of rationale for materially changing or not changing complex-asset-based 

assumptions from the prior year’s analysis.  

 

B. Model rigor.  Where significant risks associated with complex, Projected High Net Yield Assets are not adequately 

captured with traditional modeling techniques, more rigorous modeling of those risks should occur. 

 

i.  Where necessary to adequately reflect the risk: 

 

(a) Multi-scenario testing of those risks specific to complex assets should be performed. For 

example, investments that may provide a higher expected return in part due to limited 
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information, niche skill sets, or other factors may require unique scenarios (for instance to 

adequately capture credit or liquidity risk) to fully encompass potential sources of loss. 

 

(b) Asset cash flows should be appropriately projected to reflect anticipated liquidity under 

adverse conditions. If such model aspects are not developed, sufficient additional 

conservatism to reflect this risk shall be applied. 

 

(c) To the extent that the process for modeling or otherwise evaluating the risks is complex, 

and the potential for disconnect between reality and modeling increases, an additional 

margin to assumption(s) should be applied. Any such margin shall be applied in the 

direction of asset adequacy analysis results being less favorable. 

 

(d)  The full distribution of risk associated with complex assets should be considered. 

 

ii. An Appointed Actuary may use simplifications, approximations, and modeling efficiency techniques if 

the Appointed Actuary can demonstrate that the use of such techniques does not make asset adequacy 

analysis results more favorable. These techniques may be less appropriate if the amount of complex, 

high-yielding assets becomes a higher percentage of total assets. 

 

Guidance note: Actuarial Standards of Practice (ASOPs), including ASOP No. 7 and No. 56 contain 

additional guidance on the use of models in the analysis of cash flows. 

 

C. Fair Value determination.  In asset adequacy analysis, when an asset is projected to be available for sale, a Fair 

Value of that asset is established, based on the projected market conditions. Fair Value should only be determined 

internally (by the insurance or investment management company) when the market-based value of the asset or similar 

asset cannot be obtained or expected to be obtained in a projected scenario. 

 

i. When the Fair Value of a material portion of supporting assets is determined internally, the actuarial 

memorandum shall contain a step-by-step description of the approach used to calculate the Fair Value 

of such assets. 

 

ii. Provide the total Fair Value of assets that have values determined internally. 

 

iii. When the Fair Value of a material portion of assets is determined internally, a sensitivity test should be 

performed (and the impact on asset adequacy analysis results presented) assuming a haircut to internally 

derived Fair Values that the Appointed Actuary deems reasonable given the commensurate level of 

anticipated uncertainty. 

 

D. Non-publicly traded assets.  For non-publicly traded assets originated by the company, within the company’s group, 

or within an entity closely tied to a company’s group (inclusive of the company's investment manager), provide the 

following: 

 

i. Documentation of practices to help ensure accurate valuation of those assets. 

 

ii. The total Fair Value of such assets. 

 

iii. To the extent the contractual agreement affects the investment income revenue streams included in the 

asset adequacy analysis, disclose in detail applicable contractual agreements and revenue sharing, e.g., 

performance fees, between the entity responsible for providing investment or other types of services and 

the insurer. 
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Also, assumed net cash flows from assets should be net of all explicit or implicit fees or expenses, such 

as origination fees, as well as reflective of other asset-related risks including credit risk, illiquidity risk, 

and other market risks. 

 

E. Investments expenses (fees).  Assumed investment expenses, whether paid to an external asset manager or to internal 

investment management staff, as well as additional expenses that are directly attributable to the specific investments, 

should be commensurate with the expected expenses in light of the complexity of the assets. 

 

F. Reinsurance modeling.   Related to reinsurance, relevant communications and disclosures, for instance commentary 

on collectability and counterparty risk, should be presented in the memorandum. 

 

Guidance note:  Section 4.F is consistent with the standard laid out in ASOP No. 11 – Reinsurance Involving Life 

Insurance, Annuities, or Health Benefit Plans in Financial Reports. 

  

G. Borrowing.  Please identify if any borrowing is modeled besides to address very short-term liquidity needs. Also, 

verify borrowing and reinvestment rates to ensure that projections are not materially benefiting from arbitrage 

advantages.  

 

5. Sensitivity Tests and Attribution Analysis related to Assumptions on Projected High Net Yield Assets 

 

A. Sensitivity testing 

 

i. Perform and disclose, separately for (a) and (b), the asset adequacy analysis results from the following 

sensitivity tests: 

 

(a) For reinvestment assets other than Equity-like Instruments, assume the Net Market Spreads 

(before deduction of investment expenses) for Projected High Net Yield Assets do not 

exceed the Investment Grade Net Spread Benchmark and apply the test to a baseline of a 

level Treasury rate scenario. 

 

 For the purposes of limiting the Net Market Spreads at the Investment Grade Net Spread 

Benchmark, Projected High Net Yield Assets may be aggregated together but shall not 

include any assets that are not Projected High Net Yield Assets. 

 

(b) For reinvestment assets that are Equity-like Instruments, assume annual total returns, 

before the deduction of investment expenses, of 4% for the first 10 projection years after 

the valuation date followed by 5% for projection year 11 and after. 

 

ii. Strict technical compliance for each asset may not be practical for reasons such as model limitations. 

Professional judgment should be applied to produce sensitivity testing results that are consistent with the 

spirit of the test. A variety of alternative methods may be acceptable. Appropriate explanation and 

justification should be provided for the method that was employed. 

 

iii. Sensitivity testing for the purpose of this Guideline does not reflect commentary on moderately adverse 

conditions, but the volatility and impact demonstrated from the testing should be contemplated in Section 

4.A.ii.(b) considerations. 

 

B. For Projected High Net Yield Assets for non-Equity-like Instruments either currently held or in assumed 

reinvestments, perform and disclose the following attribution analysis steps at the asset type level associated with the 

templates in Section 6: 

i. State the assumed Guideline Excess Spread. 
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ii. Estimate the proportion of the Guideline Excess Spread attributable to the following factors: 

 

(a) Credit risk 

 

(b) Illiquidity risk 

 

(c) Deviations of current spreads from long-term spreads defined in Appendix 1 

 

(d) Volatility and other risks (identify and describe these risks in detail) 

 

iii. Provide commentary on the results of Section 5.B.ii. Also, where judgment is applied, provide 

supporting rationale of how the expected return in excess of the Investment Grade Net Spread 

Benchmark is estimated.  

 

Guidance note: a best-efforts approach is expected for the year-end 2022 attribution analysis 

 

6. Reporting, Review, and Templates 

 

Guidance note:  The NAIC Valuation Analysis (E) Working Group (VAWG) shall serve as a resource in the targeted 

review of asset adequacy analysis related to modeling of business supported with Projected High Net Yield Assets. VAWG 

shall provide periodic reports identifying outliers and concerns regarding the analysis to help inform regulators on the 

effectiveness of the Guideline in meeting the seven objectives stated in the Background section.  

 

A. The documentation, sensitivity test results, and attribution analysis referenced above are to be incorporated as a 

separate, easily identifiable section of the actuarial memorandum required by VM-30 or as a standalone document, 

with a due date of April 1 following the applicable valuation date. The domiciliary commissioner may approve a later 

due date for companies seeking a hardship extension. The separate section or standalone document shall be available 

to other state insurance commissioners in which the company is licensed upon request to the company. The 

confidentiality and information provisions in state adoptions of NAIC Model 820 regarding the actuarial memorandum 

are applicable to the separate section or standalone document required by this Guideline. 

 

B. Sample templates (to be adopted by the Life Actuarial Task Force):  

 

i. Asset types – will be categorized when the templates are completed. 

 

ii. Template for the asset summary. 

 

iii. Template for components of net asset yield for various asset classes, with separate tables to be provided 

for initial assets and reinvestment assets. 

 

iv. Template for sensitivity test aspects for Projected High Net Yield Assets that are fixed-income. 

 

v. Template for sensitivity test results for Projected High Net Yield Assets. 

 

vi.  Template for attribution analysis, with separate tables to be provided for initial assets and reinvestment 

assets for Projected High Net Yield Assets.  
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                       Appendix I – Investment Grade Net Spread Benchmark 

 

 
 

 

WAL (Weighted Avg Life)

Investment Grade Net Spread Benchmark 

(in bps)

1-10 170

11-20 175

21-30 185



Life and Annuity 
Consumer Pages

Laura Kane



Updates Made

• Changed title to Life Insurance and 
Annuities

• Updated the Landing page to include 
information on Annuities

• Edited Landing Page to provide greater 
context around the purpose 
these products

• Added new FAQs

• Added Life Settlement Overview

• Revised Buyers Guides for Life 
Insurance, Annuities and Fixed 
Annuities
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For Consideration

• Chart Similar to the one used by Texas – We would need help to create

• Information about riders

• In the works: Translation of Buyers Guides
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Texas: 
Permanent life

Term life Whole life Universal life

Premiums Low at first but may go up each 
time you renew the policy.

Higher than term life at first, but 
usually don’t go up.

Flexible. Premiums are based on your 
age when you buy the policy. Most 
policies let you change your premium 
payments, but it will affect your death 
benefit, cash value, or both.

How long policy 
lasts

The period you choose, usually 
one year, five to 30 years, or 
longer.

Your entire life if you keep the 
policy.

Depends. The policy stays in effect 
until the maturity date, usually at age 
95 or 100, as long as you have a cash 

value.

What the policy 
pays

Death benefits only. Death benefits, plus a possible cash 
value you can withdraw from, 
invest, or borrow against.

Death benefits, plus a possible cash 
value you can withdraw from, invest, or 
borrow against.

Advantages Good option if you want coverage 
for a specific period, such as when 
you’re raising a family. You can 
convert to a permanent life policy 
or renew without having to take a 
medical exam.

Premiums, death benefits, and cash 
values are guaranteed. Cash value 
growth is tax-deferred.

Flexible. You can change the death 
benefit and premiums. Cash value 
growth is tax-deferred.

Disadvantages Premiums will go up each time 
you renew. Doesn’t allow you to 
build savings.

More expensive than term life. 
Usually little to no cash value in the 
first few years. Not flexible enough 
to make changes when needed. 
Commissions and fees can affect 
investment returns.

More expensive than term life. The 
payment isn't guaranteed. Low interest 
rates can affect cash value, which 
might increase your premiums. 
Commissions and fees can affect 
investment returns.
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Available Riders

• Waiver of premium rider

• Accidental death benefit rider

• Guaranteed insurability rider

• Level-term rider 

• Long-term care rider

• Accelerated benefit rider — Also known as “living benefits” i
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Next Steps

• Ask for volunteers to assist with Texas style chart

• Confirm I haven't forgotten any riders

• Ask for volunteers to confirm quality of the Spanish language translation

• See if there is additional information that you would like to see added by 
EOY
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