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.

	Rachel Hemphill, Chief Life Actuary, Texas Department of Insurance

	Include guidance that is currently in VM-21 and VM-22 for non-prescribed scenario results in VM-20.

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, 2027, NAIC Valuation Manual

VM-20 Section 7.G.2.b 

3.	Show what changes are needed by providing a red-line version of the original verbiage with deletions and identify the verbiage to be deleted, inserted or changed by providing a red-line (turn on “track changes” in Word®) version of the verbiage. (You may do this through an attachment.)

	See below

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

	VM-21 and VM-22 both contain the following guidance:

“If a proxy fund cannot be appropriately mapped to some combination of the prescribed returns, the company shall determine an appropriate return using a non-prescribed scenario generator and disclose the methodology underlying the non-prescribed scenario generator.

In using non-prescribed scenario generators to determine the return for proxy funds that cannot be mapped to the prescribed economic generator, the scenarios so generated must be consistent with the general relationships between risk and return observed in the fund returns from the prescribed scenario generator. This does not imply a strict functional relationship between the model parameters for various markets/funds, but it would generally be inappropriate to assume that a market or fund consistently “outperforms” (lower risk, higher expected return relative to the efficient frontier) over the long term.”

VM-20 is less clear on the use of non-prescribed generators, and this has led to multiple companies questioning whether they are allowed to use non-prescribed generators in these same situations when following VM-20. This is to make it clear that the same type of use clearly allowed by VM-21 and VM-22 is also allowed under VM-20.
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VM-20 Section 7.G.2.b
b. The company shall map each of the proxy funds defined in Section 7.I and Section 7.J to the prescribed fund returns defined in Section 7.G.2.a. This mapping process may involve blending the accumulation factors from two or more of the prescribed fixed income and/or equity returns to create the projected returns for each proxy fund. If a proxy fund cannot be appropriately mapped to some combination of the prescribed returns, the company shall determine an appropriate return using a non-prescribed scenario generator and disclose the methodology underlying the non-prescribed scenario generator.

In using non-prescribed scenario generators to determine the return for proxy funds that cannot be mapped to the prescribed economic generator, the scenarios so generated must be consistent with the general relationships between risk and return observed in the fund returns from the prescribed scenario generator. This does not imply a strict functional relationship between the model parameters for various markets/funds, but it would generally be inappropriate to assume that a market or fund consistently “outperforms” (lower risk, higher expected return relative to the efficient frontier) over the long term.and disclose the rationale for determining such return.

VM-31 Section 3.D.11.p (new section)
Proxy Funds Not Within Scope of Prescribed Scenario Generator – For any proxy fund returns generated by a non-prescribed scenario generator (e.g., volatility control funds and any funds projected dynamically in the liability model), a description of: 
i. The market price of risk implied in the projected fund returns.
ii. A correlation matrix that illustrates the average correlations across all scenarios and all time periods of the projected fund returns with the fund returns generated by the prescribed generator. 
iii. Any other information that provides assurance that the returns for proxy funds generated using a non-prescribed scenario generator do not consistently outperform over the long term if the company believes that the market price of risk and correlations described above are misleading or not relevant.

