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2. A risk mitigation / management strategy that cannot be accommodated through a straight-forward and direct adjustment to the published values.

Any adjustments to the published factors must be fully documented and supported through stochastic modeling.  Such modeling may require stochastic 
simulations, but would not ordinarily be based on full inforce projections.  Instead, a representative “model office” should be sufficient.  In the absence 
of material changes to the product design, risk management program and Alternative Method (including the published factors), the company would not 
be expected to redo this modeling each year. 

Note that minor variations in product design do not necessarily require additional effort.  In some cases, it may be reasonable to use the factors/formulas 
for a different product form (e.g., for a “roll-up” GMDB policy near or beyond the maximum reset age or amount, the company should use the “return-
of-premium” GMDB factors/formulas, possibly adjusting the guaranteed value to reflect further resets, if any).  In other cases, the company might 
determine the RBC based on two different guarantee definitions and interpolate the results to obtain an appropriate value for the given policy/cell. 
Likewise, it may be possible to adjust the Alternative Method results for certain risk transfer arrangements without significant additional work (e.g., quota-
share reinsurance without caps, floors or sliding scales would normally be reflected by a simple pro-rata adjustment to the “gross” GC results).   

However, if the policy design is sufficiently different from those provided and/or the risk mitigation strategy is non-linear in its impact on the AAR, and 
there is no practical or obvious way to obtain a good result from the prescribed factors/formulas, the company must justify any adjustments or 
approximations by stochastic modeling.  Notably this modeling need not be performed on the whole portfolio, but can be undertaken on an appropriate 
set of representative policies. 

The remainder of this section suggests a process for adjusting the published “Cost” and “Margin Offset” factors due to a variation in product design (e.g., 
a “step-up” option at every 7th anniversary whereby the guaranteed value is reset to the account value, if higher).  Note that the “Scaling Factors” (as 
determined by the slope and intercept terms in the factor table) would not be adjusted. 

The steps for adjusting the published Cost and Margin Offset factors for product design variations are: 

1. Select a policy design in the published tables that is similar to the product being valued.  Execute cashflow projections using the documented
assumptions (see Tables 2-9 and 2-10) and the scenarios from the prescribed generators for a set of representative cells (combinations of attained
age, policy duration, asset class, AV/GV ratio and MER).  These cells should correspond to nodes in the factor grid.  Rank (order) the sample
distribution of results for the present value of net cost6.  Determine those scenarios which comprise CTE(90).

6 Present value of net cost = PV[ guaranteed benefit claims in excess of account value ] – PV[ margin offset ].  The discounting includes cashflows in all future years (i.e., to the earlier of contract 
maturity and the end of the horizon). 
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	Asset Class/Fund
	Fixed Account
	Money Market and Fixed Income
	Balanced
	Diversified Equity
	Diversified International Equity
	Intermediate Risk Equity
	Aggressive or Exotic Equity
	Market value (AV)
	Strike price (GV)
	Option Value
	Mortality
	Dynamic Lapse Multiplier

	Asset Class / Fund
	Fixed Account
	Money Market
	Fixed Income (Bond)
	Balanced
	Diversified Equity
	Diversified International Equity
	Intermediate Risk Equity
	Aggressive or Exotic Equity



