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.

	Seong-min Eom, Chief Actuary, Life and Health, New Jersey Department of Banking and Insurance

	VM-22 principle-based reserving (PBR) for non-variable annuities

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, 2026, NAIC Valuation Manual

VM-22 Sections 3.F and 4.D; VM-31 Section 3.F 


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.)
Regulators and the industry have worked constructively over the past several years in developing reserve requirements that help ensure policyholders are protected and are commensurate with the features and risks inherent in the business.  While considerable progress has been made, the industry has expressed concerns with the prescribed investment guidelines within the framework that it believes embed “non-economic” conservatism and will inflate reserve requirements beyond an appropriate level of conservatism.
Based on these views, it appears that the industry will continue to pursue measures, such as asset-intensive reinsurance (including cross-border reinsurance), that enable it to increase alignment between regulatory requirements and their “economic” assessment of risks, and therefore sometimes significantly reducing the total assets available to fund policyholder demands.  Such arrangements may also reduce transparency for both the direct writer and the regulator of the direct writer of the business.

While work on VM-22 is at an advanced stage, it is important for regulators and the NAIC to step back and objectively consider if the proposed updates will deliver the outcomes the NAIC is hoping to achieve.  New Jersey believes further updates should be pursued and with this context in mind, please see the proposed amendments to VM-22 below. The proposal would enable an insurer to establish reserves for Pension Risk Transfer Annuities (which is one of the more significant blocks subject to asset-intensive reinsurance) based on a calculation that considers the illiquidity of the business and other unique factors.  The reserve would consider a liquidity premium in the company’s modeled company strategy subject to a guardrail more closely aligned with the average industry investment portfolio and above investment grade credit ratings.  Appointed Actuaries would need to justify company asset and reinvestment assumptions within VM-31. 


* 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

	2/24/26
	S.O.
	
	

	Notes: 2026-01




VM-22 Section 3.F
2. The Payout Annuity Reserving Category and Accumulation Reserving Category may be aggregated only if they meet the following criteria:
a. The company manages the risks of the contracts within both categories in an integrated risk management process.
b. The contracts within both categories are managed within a single portfolio, or portfolios with the same ALM strategy.
3. For the purposes of calculating stochastic reserves, the stochastic exclusion test, and determining the final VM-22 reserves, groups of contracts for which the company calculates a DR, pursuant to the requirements in Section 7.E, shall not be aggregated with any groups of contracts that do not calculate a DR.
4. The reserve may be determined in aggregate across various groups of contracts within each Reserving Category, or within the combined Accumulation and Payout reserving categories following Section 3.F.2, as a single model segment when determining the SR or DR, with the following exception:
Pension Risk Transfer Annuities utilize different spread, default, and investment strategy assumptions than other products as described in Sections 4.D.3 and 4.D.4.  If aggregating Pension Risk Transfer Annuities with other products, then the Pension Risk Transfer Annuities cannot be in the same model segment as other products.5. To the extent that aggregation results in more than one model segment, the aggregate reserve for each reserving category, or within the combined Accumulation and Payout reserving categories following Section 3.F.2, shall be calculated as follows:
a. If the company uses the NAER method described in Section 4.B.1.a:
i. Project the accumulated deficiencies as described in Section 4.A and take the present value using the NAER as described in Section 4.B.2 for each model segment.
ii. Combine the present values for each model segment and take the greatest present value in aggregate for each scenario. The aggregate scenario reserve shall equal the sum of the initial assets of each model segment and the greatest present value of the aggregated deficiencies, less the aggregate PIMR. The resulting aggregate scenario reserve for a given scenario shall not be less than the aggregate cash surrender value on the valuation date.
iii. Calculate the CTE (70) of the aggregate scenario reserves
b. If the company uses the direct iteration method described in Section 4.B.1.b:
i. Calculate the starting amount of assets as described in Section 4.B.1.b for each scenario of each model segment.
ii. Add the starting amount of assets of each scenario for all model segments together and subtract the aggregate PIMR. The resulting aggregate scenario reserve for a given scenario shall not be less than the aggregate cash surrender value on the valuation date.
iii. Calculate the CTE (70) of the aggregate scenario reserves.
c. The benefit of aggregation and how it is allocated across multiple model segments within a reserving category and/or across reserving categories, pursuant to Section 3.F.2, shall be disclosed in VM-31

VM-22 Section 4.D.3
a. General account assets shall be projected, net of projected defaults, using assumed investment returns consistent with their book value and expected to be realized in future periods as of the date of valuation. Initial assets that mature during the projection and positive cash flows projected for future periods shall be invested in a manner that is representative of and consistent with the company’s investment policy, subject to the following requirements:

i. The final maturities and cash flow structures of assets purchased in the model, such as the patterns of gross investment income and principal repayments or a fixed or floating rate interest basis, shall be determined by the company as part of the model representation;

ii. The combination of price and structure for fixed income investments and derivative instruments associated with fixed income investments shall appropriately reflect the projected Treasury Department curve along the relevant scenario and the requirements for gross asset spread assumptions stated below;

iii. For purchases of public non-callable corporate bonds, 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;.  For Pension Risk Transfer Annuities reflect an additional illiquidity premium of up to 50 bps, as determined by the qualified actuary based on a moderately adverse assumption;

iv. For transactions of derivative instruments associated with fixed income investments, reflect the prescribed assumptions in VM-20 Section 9.F for interest rate swap spreads for products other than Pension Risk Transfer Annuities.  For Pension Risk Transfer Annuities reflect an additional illiquidity premium of up to 50 bps, as determined by the qualified actuary based on a moderately adverse assumption; 

v. For purchases of other fixed income investments, if included in modeled company investment strategy, set assumed gross asset spreads over U.S. Treasuries in a manner that is consistent with, and results in reasonable relationships to, the prescribed spreads described in items iii and iv above for public non-callable corporate bonds and interest rate swaps. 

b. Notwithstanding the above requirements, the aggregate 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 at least:

i. 5% Treasury 
ii. 15% PBR credit rating 3 (Aa2/AA)
iii. 80% PBR credit rating 6 (A2/A)

for products other than Pension Risk Transfer Annuities.

For Pension Risk Transfer Annuities, the alternative investment strategy reflects the prescribed spreads and defaults in VM-20 Section 9.F for 100% PBR credit rating 9 (Baa2/BBB) plus a spread increase of 0.50% to account for illiquidity.

c. Any disinvestment shall be modeled in a manner that is consistent with the company’s investment policy and that reflects the company’s cost of borrowing where applicable, provided that the assumed cost of borrowing is not lower than the rate at which positive cash flows are reinvested in the same time period, taking into account duration, ratings, and other attributes of the borrowing mechanism.  Gross asset spreads used in computing market values of assets sold in the model shall be consistent with, but not necessarily the same as, the gross asset spreads in Section 4.D.3.a.iii and Section 4.D.3.a.v, recognizing that initial assets that mature during the projection may have different characteristics than modeled reinvestment assets.
Section 4.D.4
a. Cash flows from general account fixed income assets, including starting and reinvestment assets, shall be reflected in the projection as follows: 

i. [bookmark: _Hlk221267982]Model gross investment income and principal repayments in accordance with the contractual provisions of each asset and in a manner consistent with each scenario.

ii. Reflect asset default costs as prescribed in VM-20 Section 9.F, and anticipated investment expenses through deductions to the gross investment income. For Pension Risk Transfer Annuities starting assets set the maximum net spread adjustment factor to reflect an additional liquidity premium of 50 bps applied to the regulatory threshold asset.

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 as noted in Section 4.D.4.a.ii above.

VM-31 Section 3.F.6
6. General Account Assets – The following information regarding the general account asset assumptions used by the company in performing a principle-based valuation under VM-21 or VM-22:
a. Modeled Company Investment Strategy and Reinvestment Assumptions – Description of the modeled company investment strategy (before the comparison to the alternative investment strategy), including asset reinvestment and disinvestment assumptions, and documentation supporting the appropriateness of the modeled company investment strategy compared to the actual investment policy of the company.
b. Alternative Investment Strategy – Documentation demonstrating compliance with VM-21 Section 4.D.4.b or VM-22 Section 4.D.3.b showing that the SR is the higher of that produced using the modeled company investment strategy and the alternative investment strategy
c. Grouping of Equity Investments – Description of the approach and rationale used to group general account equity investments.
d. Prepayment, Call and Put Functions – Description of any prepayment, call and put functions
e. Investment Expenses – Description of the investment expense assumptions
f. Spreads – Description of and support for any illiquidity premium.

