Attachment Four
Variable Annuity Captives

MEMORANDUM
TO:

Superintendent Elizabeth Kelleher Dwyer, Chair of the Financial Regulation Standards and
Accreditation (F) Committee

FROM: Commissioner Scott A. White, Chair of the Financial Condition (E) Committee
DATE:

Nov. 19, 2021

RE:

Use of Captives to Reinsure Variable Annuity and Long‐Term Care Business

I received your April 14 memo requesting information on the extent the referenced captives are used,
any trends on the use of the captives, reasons for such trends, and any relevant updates on work done
in the areas of variable annuities and long‐term care insurance (LTCI). Upon receiving your memo, I
referred your request to the Financial Analysis (E) Working Group. Since the Working Group ultimately
collected the information on the use of captives by surveying domestic states using the states’
confidentiality standards, the Working Group’s response memo will be submitted to the Financial
Regulation Standards and Accreditation (F) Committee as a separate regulator‐only document.
However, for the purposes of this memo, I would note that one of the key takeaways from the Working
Group is that the current impact to the risk‐based capital (RBC) of the domestic insurers utilizing these
captives is minimal.
I would also like to provide you with updates on work done on variable annuities and LTCI. In 2018, the
Financial Condition (E) Committee adopted a revised framework for variable annuities, which became
effective Jan. 1, 2020. The changes were specifically designed to remove the non‐economic volatility
within the previous framework, therefore removing the major reason for the use of captives for
variable annuities. The Committee believes it is an appropriate time to remove the to be determined
(TBD) effective date in the Accreditation Preamble and replace it with a reference to VM‐21,
Requirements for Principle‐Based Reserves for Variable Annuities.
For LTCI, the Financial Condition (E) Committee has not developed any new standards that could be
used to justify the removal of the TBD status. Although the impact of the use of captives for LTCI still
appears to be minimal, the Committee recommends that this aspect of the Accreditation Preamble be
retained and that the Financial Regulation Standards and Accreditation (F) Committee continue to
monitor the use of captives for LTCI.
In summary, the Financial Condition (E) Committee recommends a replacement of the TBD in the
Accreditation Preamble for variable annuities with VM‐21 and retaining the TBD for LTCI.
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Excerpt from Accreditation Manual – Part A Preamble

Captive Reinsurers
The following Part A standards apply to the regulation of a state’s domestic insurers licensed and/or
organized under its captive or special purpose vehicle statutes or any other similar statutory construct
(captive insurer) that reinsure business covering risks residing in at least two states, but only with respect
to the following lines of business:
1) Term and universal life with secondary guarantee policies that are applicable under Section 3 of
the Term and Universal Life Insurance Reserve Financing Model Regulation (#787)(commonly
referred to as XXX/AXXX policies). The application of this provision is intended to have a
prospective-only effect, so that regulation of captive insurers, special purpose vehicles and any
other entities that reinsure these types of policies will not be subject to the Part A standards if the
policies assumed were both (1) issued prior to Jan. 1, 2015, and (2) ceded so that they were part
of a reinsurance arrangement as of Dec. 31, 2014. [Drafting Note: This paragraph of the Preamble
became effective Jan. 1, 2016]
2) Variable annuities valued under Actuarial Guideline XLIII—CARVM for Variable Annuities (AG
43) or VM-21: Requirements for Principle-Based Reserves for Variable Annuities. [Drafting Note:
This paragraph of the Preamble is not yet effective. Effective date for compliance to be
determined.] This paragraph of the Preamble was addressed through revisions to VM-21 of the
Valuation Manual.]
3) Long term care insurance valued under the Health Insurance Reserves Model Regulation (Model
#10). [Drafting Note: This paragraph of the Preamble is not yet effective. Effective date for
compliance to be determined.]
With regard to a captive insurer, special purpose vehicle, or any other entity assuming XXX/AXXX
business, regulation of the entity is deemed to satisfy the Part A accreditation requirements if the
applicable reinsurance transaction complies with Model #787.
[Drafting Note: The Part A standards with respect to entities assuming variable annuities and long term
care reinsurance business are intended to be effective with respect to both currently in-force and future
business. However, the effective dates for variable annuities and long term care insurance are is not yet
determined, and their its application to in-force business need further discussion].

