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:
Jacob Allensworth, Texas Department of Insurance
	
	Title of the Issue:
To ensure that groups with higher anticipated mortality reflect appropriate margins in the mortality rates used for the basic reserve/NPR calculation.

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, Sections 3.C.1.g and 6.B.5.d

January 1, 2025 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.)

The primary intent of Section 3.C.1.g is to address the higher anticipated mortality for policies that are not 
subject to full underwriting (FUW), such as simplified issue policies and final expense policies. It is typical 
for these types of policies to have mortality experience worse than the CSO table, and thus, an 
adjustment is necessary. Section 3.C.1.g currently states that the mortality rates used in the NPR calculation for policies subject to PBR or the basic reserve for policies not subject to PBR should be adjusted to reflect anticipated mortality estimates if the anticipated mortality exceeds the prescribed CSO mortality rates. However, the mortality rates used in the NPR or basic reserve calculation should reflect a prudent level mortality as required by statutory accounting principles. Therefore, an update to 3.C.1.g to include margin with the anticipated mortality estimates that are compared to the CSO table is needed to remain compliant with statutory accounting principles. Section 6.B.5.d needs to be updated to remain consistent with 3.C.1.g.
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VM-20, Section 3.C.1.g

g. [bookmark: _Hlk186815838]For a group of policies where the anticipated mortality experience mortality assumption as defined in Section 9.C.4 plus margins pursuant to Section 9.C.6 exceeds the prescribed CSO mortality rates determined in Section 3.C.1.a through 3.C.1.f above, the company shall adjust the CSO mortality rates as follows:

i. For policies that pass the Life PBR Exemption, the CSO mortality rates used to determine the basic reserve for each policy shall be adjusted in a manner commensurate with the anticipated mortality experience mortality assumption as defined in Section 9.C.4 plus margins pursuant to Section 9.C.6 for the policies. The methodology used to test whether adjustments are needed can be performed on an aggregate basis for the group of policies using a reasonable method to compare the respective mortality rates, such as comparing the present value of future death claims discounted at the valuation interest rate used for VM-A and VM-C. However, for the purposes of this comparison, a company may not group together policies with significantly different risk profiles. If an adjustment is needed, the determination of the adjustment factors should use a reasonable methodology, subject to a cap that ensures that mortality rates do not exceed 1,000 per 1,000.

ii. [bookmark: _Hlk187934956]For policies where the Life PBR Exemption is not utilized, the CSO mortality rates used in the NPR calculation shall be adjusted in a manner commensurate with the anticipated mortality experience mortality assumption as defined in Section 9.C.4 plus margins pursuant to Section 9.C.6 for the policies.

a) When the company elects to use the DET in Section 6.B for a group of policies, the methodology used to test whether adjustments are needed should be consistent with the methodology used in Section 6.B.5.d (that is, using a comparison of the PV of future death claims discounted at the valuation rate used for the NPR). For the purposes of this comparison, a company may not group together policies with significantly different risk profiles. The determination of the adjustment factors should use a reasonably consistent methodology to the one used in Section 6.B.5.d, subject to a cap that ensures that the mortality rates do not exceed 1,000 per 1,000.

b) For the group of policies where the DET is not used, the company should use a reasonably consistent approach to the one described in paragraph a) above to test whether adjustments are needed and to determine the adjustment factors. The resulting adjustment factors are not required to be identical to the adjustment factors determined in paragraph a) above. 

The resulting NPR must not be lower than the NPR calculated without adjustments to the CSO mortality rates.Guidance Note: It is anticipated that the Section 3.C.1.g adjustments are generally applicable but not limited to policies with limited underwriting, such as simplified issue or final expense. The intent of Section 3.C.1.g is not to test every possible group of policies (e.g., attained age blocks, individual underwriting classes with lower credibility, etc.) to determine if its anticipated mortality experience mortality assumption plus margins pursuant to Section 9.C.6 is higher than the CSO table even though more aggregate mortality experience is lower than the CSO table.  However, if the anticipated mortality plus margins produces a total NPR or basic reserve for a large, credible block or group of policies (e.g., a block of business assumed from another company that has significantly different mortality experience than the rest of the assuming company’s business, or a large block of business from an era when the company had significantly more permissive underwriting, etc.) that is materially higher than when using the CSO table is expected to have worse experience than the CSO table, then the adjustments in Section 3.C.1.g should be made.
Guidance Note: The anticipated experience mortality assumption as defined in Section 9.C.4 plus margins pursuant to Section 9.C.6 can be regarded as the prudent estimate mortality assumption outlined in Section 9.C.1 before the procedures described in Section 9.C.7 are applied.



VM-20, Section 6.B.5.d
	
5. For purposes of determining the valuation net premiums used in the demonstration in Section 6.B.2:

d. If the anticipated experience mortality assumption as defined in Section 9.C.4 plus margins pursuant to Section 9.C.6 for the group of policies exceeds the prescribed CSO mortality rates for the NPR determined in Section 3.C.1.a through 3.C.1.g, then the company shall use the anticipated experience mortality assumption as defined in Section 9.C.4 plus margins pursuant to Section 9.C.6 to determine the valuation net premium. For this purpose, mortality shall be measured as the present value of future death claims as of the valuation date discounted at the valuation interest rate used for the NPR.



