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Dear Mr. Andersen,
We very much appreciate the opportunity to submit the following comments in response to the Indexed Universal Life (IUL) (A) Subgroup Exposure dated July 18th, 2022.
· In February Equitable had provided comments in response to the December 9th, 2021 IUL Exposure, which consisted of (1) a reminder of Equitable’s 2020 proposal and (2) an indication of how the 2020 proposal would relate to illustrations of uncapped volatility-controlled policies. We stated our belief that reconsideration of Equitable’s 2020 proposal would be appropriate if regulators decided that substantive changes to AG 49-A were needed.
We similarly believe that reconsideration of Equitable’s 2020 proposal would be appropriate if regulators decide to pursue option (c) of the latest Exposure, for the same reasons that were stated in our attached February submission.  (In viewing the attached Word document, please note that there are two PDFs embedded into the third page containing a more detailed explanation of Equitable’s 2020 proposal.)
· We also believe that option (a) of the latest Exposure should be bifurcated into two separate options, 
· an attempted quick fix to AG 49-A to address the current concern relating to illustrations of uncapped volatility-controlled policies, versus 
· a discussion with A Committee as to whether there are plans to address any broader issues with life illustrations.
· Finally, we feel that we would need to gain a better understanding of option (d) in order to provide any evaluation of it (for example, what illustration metrics would be subjected to a hard cap, how would such a hard cap be applied, and how would this affect the accuracy of depictions of how IUL policies work?).
Thanks again for the opportunity to share our thoughts with you and the other members of the IUL Illustration (A) Subgroup on these issues.
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Dear Mr. Andersen,

Equitable provides the following comments in response to the December 9, 2021 IUL Exposure, both as a reminder of Equitable’s 2020 proposal (attached), and also to indicate how the proposal would relate to illustrations of Volatility Controlled Funds (VCFs).  More specifically, Equitable believes that reconsideration of its 2020 proposal is appropriate if it is  decided that substantive changes to AG 49-A are necessary in order to address regulators’ concerns.

In essence, Equitable’s 2020 proposal would uniformly guardrail illustrations (1) by tying illustrated index credits to the option budget, and (2) by imposing a guardrail on assumed excess returns irrespective of the mechanics of the strategy.  We think such an approach would be sensible under a “no free lunch” assumption.

One reason for adoption of AG 49-A was regulators’ concern that additional fees charged by insurers to fund multipliers and other indexed enhancements exposed policy owners to the risk that such relatively expensive policies would underperform policies without such fees and enhancements, if illustrated index performance did not materialize.  While VCFs as described in the exposure document wouldn’t present the same concern (since the illustrated performance wouldn’t be reliant on charging additional fees), such VCFs could nevertheless expose policyholders to additional risk that loaned policies will collapse due to insufficient net policy value, if illustrated loan arbitrage (including the fixed bonus) doesn’t actually materialize.

It should be noted that any problem posed by relatively high values illustrated for VCFs isn’t primarily related to fixed bonuses.  Any unused hedge budget for a VCF could be used in many other ways to increase illustrated values, such as to reduce COI charges or expense charges.  In fact, fixed bonuses are a relatively transparent way of providing higher illustrated values, as compared to COI or other charge reductions which may be much less visible to policyholders.

The philosophy behind AG 49 was to use a traditional capped S&P 500 indexed account (the BIA) as a guardrail against overly optimistic illustrations.  In order to achieve the subsequent goal that products with indexed enhancements should not illustrate better than products without such enhancements, AG 49-A in effect limited each company’s illustrated hedge budget to not exceed such company’s annual net investment earnings rate (ANIER).  

While the limitation of the illustrated hedge budget to each company’s ANIER achieved the immediate objective of regulators, it does not comport well with the expected decline of current portfolio ANIERs given today’s far lower prevailing investment yields.   In contrast, Equitable’s proposal limited the amount of each indexed account’s hedge budget that can be used to support illustrated indexed credits to the greater of the ANIER and 5%.  This higher limit was based on the belief that (1) policyholders may reasonably seek contracts with greater market exposure than what can be created by a hedge budget supported only by prevailing yields on high quality assets, and (2) better governance of illustrated rates of return under Equitable’s proposal would allow for more latitude in the illustration of hedge budgets that rely in part on moderate supplemental charges and not exclusively on investment returns.  

However, please note that Equitable’s proposed limit on the amount of the hedge budget that could be used to support the illustrated scale to max (ANIER, 5%) would limit the use of higher charges to support illustration of higher multipliers or other indexed enhancements, similar to the existing AG 49-A.  It would also have the effect of limiting illustrated loan leverage.

One important element of Equitable’s proposal for AG 49-A was (1) the continuation from AG 49 of the allowance for more than one BIA and (2) the corresponding requirement that the assumptions for account charges and additional amounts credited (i.e., fixed bonuses) must be consistent between each BIA and the indexed accounts for which it acts as a guardrail.  This protective feature of AG 49 was not included in the ACLI proposal for AG 49-A that was ultimately adopted.

Under Equitable’s proposal, for a VCF as described in the exposure document, the corresponding BIA  would need to provide a fixed bonus that was at least as high as that provided by the VCF, and charges for the BIA could not be increased beyond the charges for the VCF, ensuring consistency between the hedge cost assumptions of the VCF and the BIA guardrail.  More importantly, this aspect of Equitable’s proposal would ensure consistency of charge and credit assumptions between BIAs and all future indexed accounts they govern (not just VCFs), ensuring continued future efficacy of the BIA guardrails.

Equitable’s proposal integrated the best elements of the Independent Proposal and the ACLI proposal that was ultimately adopted – this integration is explained in detail in the table on page 3 of the proposal.  Equitable’s proposal to this extent represented a compromise between the two approaches.

By replacing the look back approach to computing the BIA guardrail with the Black Scholes formula for option valuation plus a reasonable risk premium (we suggested 20% rather than 45%), Equitable’s proposal would have the added benefit of encouraging insurers to move away from dependence on “certain subsets of history” in evaluating past performance, and toward a more standardized and uniform method based on modern financial theory and practice.  Under Equitable’s proposal, total illustrated index credits (including any indexed enhancements) would be limited to at most 6% (computed as 120% of 5%) per annum, except for insurers who have ANIERs of greater than 5% per annum.

Equitable’s attached 2020 proposal was written during the period of development leading up to adoption of the final version of AG 49-A, and hence the redline of the ACLI’s proposal that was submitted at that time (attached) would need to be updated.  Equitable would welcome the chance to participate in any such effort, should regulators decide that substantive changes to AG 49-A are needed.

Thanks very much for the opportunity to share our thoughts with you and the other members of the IUL Illustration (A) Subgroup on these important matters.
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EQUITABLE

AG49 Comment Letter
Mr. Fred Andersen
Chair, NAIC IUL Illustration (A) Subgroup
Re: ACLI proposed draft of Actuarial Guideline 49-A

Dear Mr. Andersen:

Equitable appreciates the opportunity to submit this follow-up to our proposal regarding AG49-A
on prospective requirements for IUL illustrations.

This follow-up proposal integrates select elements of the Independent and Equitable proposals
into the ACLI proposal structure. The resultant “Integrated Proposal” leverages the effort to
develop the ACLI proposal but adjusts features required to satisfy our understanding of
regulator objectives — including several valid concerns raised by non-ACLI commentators about
the ACLI proposal that, if not addressed, jeopardize the durability of the AG49 revisions. Critical
features of the Integrated Proposal are its greater clarity and simplicity.

A draft of the Integrated Proposal, redlined from the ACLI proposal, is attached for reference.
The remainder of this letter is organized to accomplish the following objectives:

1- Articulate our (refined) understanding of the regulator governance objectives

2- Propose an “integrated proposal” that accomplish regulator objectives

3- Suggest next steps for regulators to finalize AG49 revisions

I. Our (refined) understanding of the IUL illustration governance objectives

The stated goals of AG 49 are to (i) guide the determination of maximum illustrated crediting
rates and earned interest rates for the disciplined current scale and (ii) require additional side-
by-side illustrations and disclosures to aid consumer understanding. As noted in our prior letter,
we believe this reflects the overarching regulator desire to ensure policy illustrations depict a
realistic projection of long-term policyholder returns upon which a current or prospective
policyholder can establish realistic expectations for account performance and funding
requirements.

From a technical perspective, we bifurcate the elements of the illustration that require
governance into the:

a) Size of the “option budget”: the amount of total contract value “put at risk” by investing in
equity options or other risky investments.








b) Rate-of-return on the “option budget”: the illustrated long-term return of the instruments
in which the option budget is invested.

Figure 1: Elements of the IUL illustrated return and associated regulator concerns

Element 1: Size of the option budget Element 2: Rate-of-return of option budget investments
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With respect to the size of the option budget, we understand the foremost regulator concern to
be option budgets that are substantially larger than what can be supported by investing the
contract value at yields on prevailing high-quality investments — especially given the expected
decline of current portfolio NIERs given far lower prevailing investment yields. This concern
has not been addressed by the ACLI proposal, which was developed before interest rates
declined to their present level and the examples for which continue to reflect assumed NIERs of
4.5%.

With respect to the rate-of-return on the option budget, we understand the foremost regulator
concern to be illustrated returns well in excess of high grade investment yields — i.e. overly
optimistic assumptions about the realization of market risk premia.

These concerns manifest in the ultimate regulator concern that consumers predicate decisions
on unrealistic expectations of contract performance, irrespective of whether the option budgets
themselves are overstated or the rate-of-return on the option budget are overstated.

Il. Proposed “Integrated Solution”

In order to address these concerns in a manner that builds upon the time and thought invested
into the ACLI proposal, Equitable proposes to integrate elements of the Independent Proposal
and prior Equitable proposal into the ACLI proposal structure. The table below summarizes the
principal adjustments to the ACLI proposal that we believe are necessary to accomplish the
regulator objectives. The table includes a description and rationale for each adjustment.







hedge budget:

company annual net investment
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The key beliefs behind the Integrated Proposal adjustments to the ACLI proposal are below:

e Past performance is no guarantee of future returns: The Integrated Proposal
reduces the reliance on backtesting to forecast long-term future returns. Equitable
believes backtesting of a given strategy can be part of the product sale process — as
reflected in the section 7 table of historical index returns — but has a limited role in the
illustration of long-term returns given their unproven predictive power for future returns
over multiple decades.

e A 45% annual excess return is an imprudent basis for long-term return
expectations: The Integrated Proposal reduces the maximum long-term realization of
risk premia to 20% per year. Equitable believes this level could still be viewed as overly
optimistic — but strikes a compromise relative to the existing 45%. To be sure, a 45%
annual return over a multi-decade illustration timeframe leads to significant levels of








projected contract outperformance (three-fold account levels over 50 years), as
summarized in the table below.

Table I: Long-term accumulated returns of $1by proposed annual return cap

Projection length (years)

Contract return

Return cap |(5% hedge budget) 30 40 50
100% 5.00% 4 7 11
120% 6.00% 6 10 18
145% 7.25% 8 16 33

Of paramount importance to the success of AG49 is that the policyholder expectation for
contract performance does not rely on excessive long-run outperformance of the
instruments in which the option budget (of whatever size) is invested. The table above
demonstrates the considerable outperformance that is assumed in current proposals.

The size of the option budget should be governed distinctly from the rate-of-return
of the option budget: The prior belief notes the significant impact of high annual
illustrated risk premia. Better governance of the rate-of-return enables more latitude in
the illustration of option budgets that rely, in part, on supplemental charges (not
investment returns). This view reflects a belief that (a) a policyholder may reasonably
seek a contract with greater market exposure than what can be created by an option
budget supported only by prevailing yields on high quality investments — and hence who
desire a larger option budget and (b) an outsized (e.g. 145%) rate-of-return on the
supplemental charges is not illustrated given more strict governance of the rate-of-
return.

To reinforce this point, we consider Indexed UL as offering a spectrum between fixed UL
and Variable UL —and a VUL policy has a 100% market exposure since all contract
value can be invested in equities, far above the proposed 5% cap for IUL illustrations.

Standardization of option budget sizes is critical to consistency of illustrations:
The Integrated Proposal embraces the Independent Proposal use of Black-Scholes to
determine option budget size. Use of a Black-Scholes methodology will ensure
consistent inputs are used to size the illustrated option budgets. The prospect of two
companies with substantially similar index crediting features and NIERs that illustrate
different returns is an objectionable feature of the ACLI proposal.

Black-Scholes is the best available method to ensure consistent option budgets:
Black-Scholes is simply another term for market pricing — and is a practical and robust
method to size long-run option budgets. First, Black-Scholes inputs are readily
accessible (the ACLI analysis demonstrates this). Second, any market risk premia in
Black-Scholes has been demonstrated to be modest over time and, to be sure, any
conservatism is far more than offset by the allowance of up to 20% annual excess
returns on the option budget investments. Third, any concerns about rate stability year-
over-year are irrelevant given (i) rates are, by nature, not stable given fluctuations in
market risk from year-to-year and (ii) rate stability has not been identified as a regulator
objective.







¢ Realistic ‘downside scale’ performance add valuable transparency to consumers:
The requirement to include an equally prominent, side-by-side illustration of the
downside (aka “alternate”) scale that differs only in the rate-of-return of the option budget
offers consumers valuable insight into contract performance and potential funding
requirements should risk premia not be realized. Holding constant all other elements of
the illustration helps to ensure such alternate illustrations are not disregarded as overly
conservative by consumers.

I1l. Suggested next steps for reqgulators to close out AG49 revisions

Equitable believes the Integrated Proposal represents a pragmatic solution that leverages the
investment of time in the ACLI proposal with critical adjustments to ensure its durability.

To bring the AG49 revisions to a close we suggest the regulators confirm or reject the concerns
outlined in Section | and the associated key beliefs behind the “integrated proposal” in Section
II. This will enable a more rapid convergence on the final features of the AG49 revision and use
of the Integrated Proposal (practical given it starts with the structure of the ACLI proposal).

Thank you once again for the opportunity to share our thoughts with you on this important issue.
Please do not hesitate to contact me should you have any questions or concerns regarding our
proposal.
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Brian R Lessing, FSA, MAAA
Senior Director-Actuarial
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Aaron Sarfatti, ASA  —wariome Fargesel

Chief Risk Officer
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Actuarial Guideline XLIX-A — Draft [Equitable Integrated Proposal DRAFT MAY 27, 2020]

THE APPLICATION OF THE LIFE ILLUSTRATIONS MODEL REGULATION
TOPOLICIESWITH INDEX-BASED INTEREST SOLD AFTER [greater of 5
months after LATF adoption and 3 months after EX/Plenary Adoption*]

Background

The Life Insurance Illustrations Model Regulation (#582) was adopted by the NAIC in 1995. Since that time there has
been continued evolution in product design, including the introduction of benefits that are tied to an external-index or
indices. Although these policies are subject to Model #582, not all of their features are explicitly referenced in
the model, resulting in a lack of uniform practice in its implementation. In the absence of uniform guidance, two
illustrations that use the same index and crediting method often illustrated different credited rates. The lack of uniformity
can be confusing to potential buyers and can cause uncertainty among illustration actuaries when certifying compliance
with Model #582.

This guideline provides uniform guidance for policies with index-based interest. In particular, this guideline:

(1) Provides guidance in determining the maximum crediting rate for the illustrated scale and the earned
interest rate for the disciplined current scale.

(2) Limits the policy loan leverage shown in an illustration.

(3) Requires additional consumer information (side-by-side illustration and additional disclosures) that will
aid in consumer understanding.

Text
1. Effective Date

This Actuarial Guideline shall be effective as-feHews:for all new business and in force illustrations on policies sold
on or after [greater of 5 months after LATF adoption and 3 months after EX/Plenary Adoption].

This Actuarial Guideline shall apply to any life insurance illustration that meets both (i) and (ii), below:
i The policy is subject to Model #582.
ii. The policy offers Indexed Credits.

© 2016 National Association of Insurance Commissioners 1
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A. Alternate Scale: A scale of non-guaranteed elements currently being illustrated such that:

a for e a A aVila a Nnapn-the
guaranteed-creditedrate-for-that-aceount:-The total Indexed Credits illustrated as a percentage of the
accountvalue in each Indexed Account does not exceed the maximum total Annualized Percentage
Rate of Indexed Credits for the illustrated scale for each Index Account determined in accordance
with 4(B) and 4(C), but with the multiple of 120% specified in 4(B) replaced by a multiple of 100%.

If the illustration includes a loan, the illustrated rate-credited-to-the-loan-balance-doesPolicy Loan
Interest Credited Rate shall not exceed the illustrated tean-charge-Policy Loan Interest Rate. For
example, if the illustrated Policy Loan Interest Rate is 4%, the Policy Loan Interest Credited
Rate shall not exceed 4%.

All other non-guaranteed elements are equal to the non-guaranteed elements for the illustrated scale.

B. Annual Net Investment Earnings Rate: Gross portfolio annual earnings rate of the general account assets

(excluding hedges for Indexed Credits), less provisions for investment expenses and default cost, allocated to
support the policy. Charges of any kind cannot be used to increase the Annual Net Investment Earnings

Rate.

C. Annualized Percentage Rate of Indexed Credits: The annualized total Indexed Credits divided by the
account value used to determine index credits according to the policy features.

B-D.  Benchmark Index Account: An Index Account with the following features:

Vi.

Vii.

The interest calculation is based on the percent change in S&P 500® Index value only, over a one-year
period using only the beginning and ending index values. (S&P 500® Index ticker: SPX)

An annual cap is used in the interest calculation.

The annual floor used in the interest calculation shall be 0%.

The participation rate used in the interest calculation shall be 100%.
Interest is credited once per year.

Account charges do not exceed the account charges for any corresponding Index Accounts within the
policy in any policy year. If Index Accounts with different levels of account charges are offered with
the illustrated policy, more than one Benchmark Index Account may be used in determining the
maximum illustrated crediting rates for the policy’s Index Accounts, subject to the requirements of 5.D..
However, for each Index Account within the policy, only one Benchmark Index Account shall apply.
Any rate calculated in 4 (B) shall not apply for an Index Account if the account charges for the applicable
Benchmark Index Account exceed the account charges for that Index Account in any policy year.
Account charges include all charges applicable to an Index Account, whether deducted from policy
values or from premiums or other amounts transferred into such Index Account.

Additional amounts credited are not less than the additional amounts credited for any corresponding
Index Accounts within the policy in any policy year. Any rate calculated in 4 (B) shall not apply for an
Index Account if the additional amounts credited for the applicable Benchmark Index Account are less
than the additional amounts credited for that Index Account in any policy year. Additional amounts

© 2016 National Association of Insurance Commissioners 2
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include all credits that increase policy values, including but not limited to experience refunds or bonuses,
that are not linked to an index or indices.

viii. There are no limitations on the portion of account value allocated to the account.

C:E. Fixed Account: An account where the—credited-rate-is-not-tied-to-an-external-index—or-indicesthere are no
Indexed Credits .

F. Index Account: An account where some or all of the amount credited are Indexed Credits.

G. Indexed Credits: Any interest credit, multiplier, factor, bonus, charge reduction, or other enhancement to
policy values that is linked to an index or indices. Any additional amounts credited to the policy resulting
from an annual floor on an Index Account are included.

H. Hedge Budget: For each Index Account, the total annualized amount assumed to be used to generate the
Indexed Credits of the account, expressed as a percent of the account value in the Index Account. This total
annualized amount should be consistent with the hedging program of the company.

I.  Loan Balance: Any outstanding policy loan and loan interest, as defined in the policy.

J. Policy Loan Interest Rate: The current annual interest rate as defined in the policy that is charged on any
Loan Balance. This does not include any other policy charges.

B:K.  Policy Loan Interest Credited Rate: The annual interest rate is-tied-to-an-externakindex-orindices.credited
that applies to the portion of the account value backing the Loan Balance, as defined in the policy.

i. For the portion of the account value in the Fixed Account that is backing the Loan Balance, the
Policy Loan Interest Credited Rate is the applicable annual interest crediting rate, as defined
in the policy.

ii. For the portion of the account value in the Fixed Account that is backing the Loan Balance that
is in an Index Account, the Policy Loan Interest Credited Rate is the total percentage rate of
Indexed Credits for that account, as defined in the policy.

4. lustrated Scale

The eredited-ratetotal Annualized Percentage Rate of Indexed Credits for the illustrated scale for each Index
Account shall be limited as follows:

e soomoriochotende o g prior-calendaryear-Calculate the value of the
replicating option trades to provide the total Indexed Credits for the Benchmark Index Account over the
preceding calendar year, based on the Black-Scholes formula using the following inputs calculated on
each trading day:

i. Average closing implied volatility for 12-month, at-the-money S&P 500 call options
ii. Average closing implied volatility for out-of-the-money 12-month S&P 500 call options with a
normalized strike price equal to the currently declared cap

iii. Average dividend yield on the S&P 500
Aciv.  Average 12-month LIBOR or another appropriate interest rate measure

kv. If the insurer offers an applicable Benchmark Index Account with the illustrated policy, the illustration

actuary shall use the current annual cap for the applicable Benchmark Index Account in 4 (A).

© 2016 National Association of Insurance Commissioners 3
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#vi. If the insurer does not offer an applicable Benchmark Index Account with the illustrated policy, the
illustration actuary shall use actuarial judgment to determine a hypothetical, supportable current annual
cap for a hypothetical, supportable Index Account that meets the definition of a Benchmark Index Account,
and shall use that cap in 4 (A).

B. For each applicable Benchmark Index Account;- the total Indexed Credits illustrated as a percentage of the
account value in the Index Account shall not exceed 120% of the minimum of (i) and (ii):

i, the value calculated in 4 (A) the-arithmetic-mean-of the-geometric-average-annual-creditedrates
colewnbocn Lo ehal bothe pascnnen crndiind e le o the Ulueiinind cenio)

ii. the greater of 5% and the Annual Net Investment Earnings Rate.

Msﬂatedeeale#hedetenqqmattenshauAccount that is not the Benchmark Index Account in 3 (D) the total
Indexed Credits illustrated as a percentage of the account value in the Index Account shall not exceed the
minimum of (i) and (ii):

i. The maximum Indexed Credits for the Benchmark Index Account calculated in 4 (B).

B.ii. Total Indexed Credits that reflect the fundamental characteristics of the Index Account as related
to the Black-Scholes valuation formula, including realized volatility, implied volatility, volatility
targets (if applicable), embedded fees (if applicable), deduction of an interest rate component
(if applicable), dividend participation (if applicable) and any other factors that may apply. The
illustration actuary shall use actuarial judgement to determine this value using Black Scholes
methodology in a manner conS|stent W|th 4(A) and 4(B) where approprlate and—theearameteps

D. At the beginning of each calendar year, the insurer shall be allowed up to three (3) months to update the credited
rate for each Index Account in accordance with 4 (B) and 4 (C).

5. Disciplined Current Scale
The earned interest rate for the disciplined current scale shall be limited as follows:

A. If an insurer engages in a hedging program for index-based-interestindexed Credits, the assumed earned interest
rate underlying the disciplined current scale for the policy, inclusive of all general account assets, both hedge
and non-hedge assets, that support the policy, net of default costs and investment expenses (including the
amount spent to generate the Indexed Credits of the policy) shall not exceed-145:

i.  the Annual Net Investment Earnings Rate, plus

ii.  45% ofthe Hedge Budget mlnus any annual floor. netmvestmenteammg&rate{gmsspeﬁfehe

These amounts should be adjusted for timing differences to ensure that fixed interest is not

earned on the hedge cost. The assumed return on hedges fer-index-based-credits)-aHocated-to
suppertshall only be used in the disciplined current scale testing to support the illustrated Index
Credits in the policy.

Guidance Note: The above approach does not stipulate any required methodology as long as it produces a
consistent limit on the assumed earned interest rate underlying the disciplined current scale.

© 2016 National Association of Insurance Commissioners 4
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AB.  If an insurer does not engage in a hedging program for irdex-based-interestindexed Credits, the assumed

earned interest rate underlying the disciplined current scale shall not exceed the annual-netinvestment-earningsrate
of the-general-account-assets-allocated-to-support-the-pelieyAnnual Net Investment Earnings Rate.

B.C.  These experience limitations shall be included when testing for self-support and lapse-support under Model

#582, accounting for all illustrated benefits including any illustrated bonuses that impact the policy’s account
value.

c.D. If more than one Benchmark Index Account is used for an illustrated policy, each set of Index Accounts that
correspond to each Benchmark Index Account must independently pass the self-support and lapse-support tests
under Model #582, subject to the limitations in 5 (A), (B), and (C). All experience assumptions that do not
directly relate to the Index Accounts as to expenses, mortality, investment earnings rate of the general account
assets, lapses, and election of any Fixed Account shall equal the assumptions used in the testing for the entire
policy.

6. Policy Loans

If the illustration includes a loan, the illustrated rate-credited-te-the loan-balaneePolicy Loan Interest Credited Rate shall

not exceed the illustrated tean-chargePolicy Loan Interest Rate by more than 100 basis points. For example, if the
illustrated Policy Loan Interest Rate is 4%, the Policy Loan Interest Credited Rate shall not exceed 5%.

7. Additional Standards

The basic illustration shall also include the following:

A. A ledger using the Alternate Scale shall be shown alongside the ledger using the illustrated scale with equal
prominence.

C.B.  For each Index Account illustrated, a table showing actual historical index changes and corresponding
hypothetical interest-ratesindexed Credits using current index parameters for the most recent 20-year period.

W:\National Meetings\2016\Fall\Plenary\Att 14 AG 49.doc
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Dear Mr. Andersen,



 



Equitable provides the following comments in response to the December 9, 2021 IUL Exposure, both 



as a reminder of Equitable’s 2020 proposal (attached), and also to indicate how the proposal would 



relate to illustrations of Volatility Controlled Funds (VCFs



).  



More specifically, 



Equitable 



believes 



that 



re



consideration of its 2020 proposal 



is appropriate 



if 



it is 



 



decide



d



 



that substantive changes to 



AG 49



-



A are ne



cessary 



in order 



to address regulators’ concerns



.



 



In essence, Equitable’s 2020 proposal would uni



formly guardrail illustrations (1) by tying illustrated 



index credits to the option budget, and (2) by imposing a guardrail on assumed excess returns 



irrespective of the mechanics of the strategy.  We think such an approach would be sensible under a 



“no fr



ee lunch” assumption.



 



One reason for adoption of AG 49



-



A was regulators’ concern that additional fees charged by insurers 



to fund multipliers and other indexed enhancements exposed policy owners to the risk that such 



relatively expensive policies would und



erperform policies without such fees and enhancements, if 



illustrated index performance did not materialize.  While VCFs as described in the exposure 



document wouldn’t present the same concern (since the illustrated performance wouldn’t be reliant 



on charg



ing additional fees), such VCFs could nevertheless expose policyholders to additional risk 



that loaned policies will collapse due to insufficient net policy value, if illustrated loan arbitrage 



(including the fixed bonus) doesn’t 



actually 



materialize.



 



It s



hould be noted that any problem posed by relatively high values illustrated for VCFs isn’t 



primarily related to fixed bonuses.  Any unused hedge budget for a VCF could be used in many other 



ways to increase illustrated values, such as to reduce COI charges



 



or expense charges.  In fact, fixed 



bonuses are a relatively transparent way of providing higher illustrated values, as compared to COI 



or other charge reductions which may be much less visible to policyholders.



 



The philosophy behind AG 49 was to use a tr



aditional capped S&P 500 indexed account (the BIA) as 



a guardrail against overly optimistic illustrations.  In order to achieve the subsequent goal that 



products with indexed enhancements should not illustrate better than products without such 



enhancements



, AG 49



-



A in effect limited each company’s illustrated hedge budget to not exceed 



such company’s annual net investment earnings rate (ANIER).  



 



While the limitation of the illustrated hedge budget to each company’s ANIER achieved the 



immediate objective of



 



regulators, it does not comport well with the expected decline of current 



portfolio ANIERs given today’s far lower prevailing investment yields.   In contrast, Equitable’s 



proposal limited the amount of each indexed account’s hedge budget that can be used



 



to support 



illustrated indexed credits to the greater of the ANIER and 5%.  This higher limit was based on the 



belief that (1) policyholders may reasonably seek contracts with greater market exposure than what 



can be created by a hedge budget supported on



ly by prevailing yields on high quality assets, and (2) 



better governance of illustrated rates of return under Equitable’s proposal would allow for more 



latitude in the illustration of hedge budgets that rely in part on moderate supplemental charges and 



no



t exclusively on investment returns.  



 



However, please note that Equitable’s proposed limit on the amount of the hedge budget that could 



be used to support the illustrated scale to max (ANIER, 5%) would 



limit



 



the use of 



higher charges to 



support 



illustrati



on of 



higher multipliers or other indexed enhancements, similar to the existing AG 



49



-



A.  It would also have the effect of limiting illustrated loan leverage.
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