Model 245 |Ideas

NAIC Life Insurance and Annuity lllustration Working Group



List of Potential Modifications to Model 245

# Topic Party Modification Description Academy  ACLI CAl Finseca IALC IRI NY
AAB, ACLI, CAI, Do not require illustrations to maturity, such as only through the surrender charge period, 10
Shorter lllustration Ledger Possibl Possibl
IRI, Scott Stolz g years, or longer if product features are focused on a longer time horizon ¥ \/ J ‘{ V{ ¥
lllustration ACLI, CAl IRI Fewer Redundancies Eliminate redundancies between narrative summary and Section 5 of Model 245 \/ \/ J \(' v” ,/
Length Y
Combine [llustration Side by side comparison of tabular illustrations, such as guaranteed rates, most-recent,
CAl ) " ¢ v v v v
Ledger etc., to reduce length
Clarify how to measure history or how to treat newer indices that are formulaic blends of
AAA Compaosite Indices older indices, e.g., new index that is 50% S&P / 50% Dow vs index that balances between J Possibly Possibly
indires
Base high/low scenarios on sampling from longer than a 20 year period if an index has
ACLI, CAL IRI High/Low Scenarios existed longer, to increase the variability of both low and high scenarios for consumer Possibly \/ ,/ \(' ,f
nnderstanding
Additional Data for Non- | Consider adding data or other approaches in cases where the index can't be illustrated due
ACLI, CAL IRI .
Illustrated Index Accounts| to existing fewer than 10 years V( J ‘/ V{
Mandate a supplemental reduce rate scenario, in which non-guaranteed elements are
CAMMEX Reduced Rate Scenario e . o & Possibly
reduced by a percentage specified by the commissioner
ilustrated LICAC Crediting Rate Single prescribed crediting rate for all carriers and also for RILAs, e.g., 5% x x x X Possibly
strate
R.atE' LICAE Taucu munsJuaralnecyu FYHISITLIISIC IS THSWTY, ITYUN S O LWaUT W Lallds 1 Sl Past W alSiiual yoar, SR Tausiiccs m
! History and Crediting each past calendar year, interest credited, and cash values (LICAC proposed five years of x X
Scott Stolz e A
ScottStolz | Indices less than 10yrs -1 Illustrated return equal to ten year US treasuries plus 1.5%-2.0% X x X Possibly
ScottStolz | Indices less than 10yrs - 2 Show a tal.Jle that sht?ws lh.e .hyputheli{:al a\..'i?lage, tIES.l, and woarse perfarmances aver a
selected timeframe, in addition to % of positive, negative, and zero returns
Cap at Multiple of o . - -
IALC Show annual historical/hypothetical retumns, capped at 150% of the annual volatilit Passibl
Volatility (new) P Hp Y Y ‘/ J V{
JALC F{fzplace "low" scenalilu Show the guaranteed scenario as the low scenario, instead of a separate low scenario that v/ ‘/' ‘/' \/ J ‘(
with guarantee scenario | may not cover the full range of adverse outcomes
NYSDFS Upfdown & fixed account | Up 20% scenario and down 20% scenario for a one-year illustration; any illustration beyond 9/
(new) one year is capped at 110% of the general account fixed income earmings rate
AAA Not Projections Adding disclosures to further emphasize that illustrations are not intended to be projections \f V/ J \(’ J
Anticipated Changes to
ACLI, CALL IR, u = Adding disclosures and emphasizing requirements of reflecting anticipated changes to non-
Non-Guaranteed \/ V/ J \(' J Passibly
CANMEX o X guaranteed elements
Adding standardized Model lan e to promote consistency for consumers and provide
3 Disclosures CANMEX Standardizing Language | | e . ) cuace10 el P \/ Possibly
insurers with regulatory clarity
Mon-Guaranteed L
LICAC Staternent to distinguish guaranteed vs. non-guaranteed features \/ \(' Possibly
ws Guaranteed
LICAC Financial Strength Disclose financial strength of company as a differentiating factor between carriers X x X
Accaount- Illustration Actuary Create an officer or an illustration actuary role that is held accountable / responsible far the
ARA v Vv v v v v

ability

or Officer

illustration (e.g.. annual certifications)




Issue 1: [llustration Length
* Standardize and Reduce-Shorter [llustration Ledger V

* Do not require illustrations to maturity, such as only through the surrender
charge period, 10 years, or longer if product features are focused on a longer
time horizon, through standardized requirements

* Fewer Redundances V

* Eliminate redundancies between narrative summary and Section 5 of Model

245 V
* Standardize and Combine Illustration Ledger

* Side by side comparison of tabular illustrations, such as guaranteed rates,
most-recent, etc., to reduce length, using a standardized requirements

Conceptually, the Working Group recommends pursuing the above ideas
to reduce illustration length, including requirements to standardize
Illustrations for these elements across different carriers and products




Issue 2: Disclosures

X1 . Emphasizing illustrations are not projections (only comments in support)

X2. More disclosures for anticipated changes to NGEs (some in support, some opposed)
X 3. Adding standardized language (no comments)

Statement further distinguishing NGEs vs guarantees (some comments in support)

Disclosure of company financial strength (only comments in opposition)

Conceptually, the Working Group does not currently support adding
specific types of disclosures beyond current model requirements,
but future proposals may still include recommended additions to
disclosures and/or modifications to emphasize current disclosures




Issue 3: Accountability

Create an officer or an illustration actuary role that is held accountable /
responsible for the illustration (e.g., annual certifications)?

* Several comments in support

* Various parties expressed support for a responsible “company officer” rather
than a responsible “actuary”

* Different ideas were offered for potential wording of an attestation that this
responsible party would sign, regarding compliance with Model 245

Does the Working Group support an attestation from a designated

company officer regarding compliance with Model 245?




Issue 4: lllustrated Rates of Return

Several ideas related to illustrated returns:

Clarification of how to measure indices made up of multiple other indices
Longer than 20 years of history to determine the sample high and low scenarios
Adding more data for indices created within the past 10 years

Supplemental reduced rate scenarios, with percentage reduction to non-guaranteed elements
Prescribed level illustrated return

Table of historical changes to non-guaranteed elements

Illustrated returns equal to the 10-year US Treasury + 1%-2%

Table of percent positive vs. negative returns across a hypothetical distribution
Hypothetical annual returns capped at 150% of annual volatility

Replace “low” with “guaranteed” scenario

Up and down 20% scenarios

Cap at 110% of general account fixed income earnings



Issue 4: lllustrated Rates of Return

Bucket into the following categories:

Hypothetical Returns Non-Guaranteed Elements  Additional Scenarios

(Illustrating historical years (llustrating historical years (scenarios and information
the index did not exist) the index did exist) not based on recent history)



Issue 4A: Should there be hypothetical index returns?

Illustrate returns for years in which index did not exist?

Key Concern: Backfitted indices designed to perform great in historical years

Current non-Model 245 practice: lllustrate hypothetical returns using current non-
guaranteed elements

Current Model 245 requirements: Cannotillustrate’

Options:
1. Permit hypothetical index returns based on history with a limit (e.g., 150% x volatility)

2. Do not permitillustration of these years

(1) Note some companies interpret that hypothetical returns can be illustrated in compliance with
Model 245 if components existed greater than 10 years and there is no active management



Issue 4B: How to Apply NGEs applied to historical returns

Is it appropriate to illustrate historical years assuming current NGE levels?

* Primary Concern: Not reflecting realistic levels of non-guaranteed elements (NGEs), such as
caps or participation rates; backfitting non-guaranteed elements to increase illustrated return

* Current non-Model 245 practice: lllustrate historical index returns using current non-
guaranteed elements

 Current Model 245 requirements: If an index has existed for more than 10 years, illustrate
historical index returns using current non-guaranteed elements

* Options:
1. Current Model 245 (apply current cap to history)
2. Current Model 245 with haircut (X%) to non-guaranteed elements

3. Apply NGEs that would have been afforded with the option budget



Issue 4C: Additional Scenarios & Supplemental Information

Illustrate additional scenarios or provide other information to present range of risk?

Primary Concern: The past 20 years does not provide a full range of possible high & low
scenarios that could occur; provide indication that non-guaranteed elements may change

Current non-Model 245 practice: High & low scenarios based on best/worst 10-year period
within the past 20 years of index history, using current non-guaranteed elements

Current Model 245 requirements: If index has existed for more than 10 years, high & low
scenarios based on best/worst 10-year period within the past 20 years of index history, using
current non-guaranteed elements

Options (in this case, may select more than one):
1. Develop high and low scenarios based on index history beyond the past 20 years, if available
2. Replace “low” scenario with “guaranteed” scenario
3. Supplemental tables, visuals, or illustration scenarios based on percentage haircuts to NGEs
4

Up and down X% index return scenarios (e.g., +/-20%)



Issue 4d: Additional Elements
(may depend on prior decisions for issues A, B, and C)

* Retain a 10-year historical index period cutoff in Model 2457

1. Yes, retain 10 years
2. Changeto 5years

3. Remove historical index period cutoff
* Permit illustration of index strategies that combine multiple indices /
depend on external variables, if the indices are older than cutoff period?

1. Yes
2. No

* Require a table of historical non-guaranteed elements (caps,
participation rates, etc.), if available?

1. Yes, show an average of a calendar year of NGE values

2. No



Issue 5: Stopgap Solution

 The Working Group has already voted for an interim solution to be used until
the revised Model is adopted by the legislature in each US state/territory

* What should be the format of the stopgap solution (assumingthe guidance is set to
the updated Model 245 wording)?

1. Actuarial Guideline
2. Model Bulletin

3. No stopgap solution
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