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1. Identify yourself, your affiliation and a very brief description (title) of the issue.

Ben Slutsker, Acting Deputy Commissioner of Insurance, Minnesota Department of Commerce Support for Asset Selection.
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, 2027, NAIC Valuation Manual

VM-20 Section 7.D.2, VM-21 Section 4.B.3.a, VM-21 Section 4.B.4, VM-21 Section 4.D.3, VM-21 Section 4.D.4.d, VM-22 Section 4.B.1.b, VM-22, Section 4.D.3.d4.D.4.d, VM-22 Section 4.B.3.a, VM-30 Section 3.B.7, VM-30 Section 3.B.11, VM-31 Section 3.D.6, VM-31 Section 3.D.14.a, VM-31 Section 3.F.6.d3.F.6.m, VM-31 Section 3.F.19.a	Comment by Craig Chupp: s/b Section 4.D.3.d	Comment by Craig Chupp: s/b Section 3.F.6.d

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.)

To allow regulators to review that companies are following the principle that modeled assets used to support specific liabilities within a portfolio are consistent with actual asset portfolio management and investment practices, both for asset adequacy analysis and principle-based reserving requirements.
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VM-20 Section 7.D.2
D. Starting Assets
2. For an asset portfolio in a general account that supports both policies that are subject and not subject to these requirements, the company shall determine an equitable method to apportion the total amount of starting assets between subject and non-subject policies in a manner consistent with company management and asset segmentation practices across business functions, as documented in VM-31 Section 3.D.6.c3.D.6.dv.	Comment by Craig Chupp: s/b Section 3.D.6.c

If VM-31 Section 3.D.6.c3.D.6.d is not satisfied, then the company shall apportion assets from a single portfolio across liability segments that generate the higher reserves between the following two approaches for a single portfolio:	Comment by Craig Chupp: s/b Section 3.D.6.c.
(a)  a prorata slice of the portfolio
(b)  in a manner consistent with company management and asset segmentation practices across business functions.
The company shall be able to support that applicable starting assets are not double counted across various PBR calculations and asset adequacy analyses used to support VM-30 requirements, as well as between liabilities and surplus. To the degree that liabilities and surplus are held in separate portfolios, assets from a surplus portfolio may not be reflected in modeled liability portfolios.

VM-21 Section 4.B.3.a
3. Determination of NAER on Additional Invested Asset Portfolio
a. The additional invested asset portfolio for a scenario is a portfolio of general account assets as of the valuation date, outside of the starting asset portfolio, that is required in that projection scenario so that the projection would not have a positive accumulated deficiency at the end of any projection year. This portfolio may include only (i) general account assets available to the company on the valuation date that do not constitute part of the starting asset portfolio; and (ii) cash assets.
Additional invested assets should be selected in a manner such that if the starting asset portfolio were revised to include the additional invested assets, the projection would not be expected to experience any positive accumulated deficiencies at the end of any projection year. The additional invested asset portfolio can be comprised of one or more of the following:
(i) Pro-rata slice of the asset portfolio
(ii) Cash that is immediately reinvested
(iii) A combination of assets that would be transferred to the portfolio from the general account to cover a potential shortfall

It is assumed that the accumulated deficiencies for this scenario projection are known. Assets selected for the additional invested asset portfolio should be based on the same allocation methodology for all scenarios.
For an asset portfolio in a general account that supports both contracts that are subject and not subject to these requirements, both liabilities and surplus, or across multiple reserving categories, the company shall apportion these additional assets between contracts in a manner consistent with company management and asset segmentation practices across business functions, as documented in VM-31 Section 3.F.6.d.

If documentation is not provided for VM-31 Section 3.F.6.d, then the company shall apportion assets from a single portfolio across liability segments that generate the higher reserves between the following two approaches:
· a prorata slice of the portfolio

· in a manner consistent with company management and asset segmentation practices across business functions

The company should shall be able to support that these additional assets are not double counted across various PBR calculations and asset adequacy analyses used to support VM-30 requirements. For example, it would be inappropriate to assume the same asset was “transferred to the portfolio from the general account” for the same economic scenario for both VM-21 and VM-22. Similarly, it would be inappropriate to assume that an asset used for VM-30 starting assets is available to the VM-21 Additional Invested Asset Portfolio.

To the degree that liabilities and surplus are held in separate portfolios, assets from a surplus portfolio may not be reflected in modeled liability portfolios.

VM-21 Section 4.B.4
4. Direct Iteration
In lieu of the method described in Section 4.B.2 and Section 4.B.3 above, the company may solve for the amount of starting assets which, when projected along with all contract cash flows, result in the defeasement of all projected future benefits and expenses at the end of the projection horizon with no accumulated deficiencies at the end of any projection year during the projection period. Regarding the composition of the starting assets, the same asset segmentation requirements from Section 4.B.3 apply.

VM-21 Section 4.D.3
3. Separate Account Assets
For purposes of determining the starting asset amounts in Section 4.D.1 and the valuation of projected assets in Section 4.D.2, assets held in a separate account shall be summarized into asset

categories determined by the company as discussed in Section 4.A.2. Starting assets in a non-insulated separate account shall follow the same asset segmentation requirements for the general account in Section 4.D.4.d.
VM-21 Section 4.D.4.d
d.   For the purposes of starting assets used in Section 4.D.1, assets in a general account that support both contracts that are subject and not subject to these requirements, both liabilities and surplus, or across multiple reserving categories, the company shall apportion the starting assets between contracts in a manner consistent with company management and asset segmentation practices across business functions, as documented in VM-31 Section 3.F.6.d.

If documentation is not provided for VM-31 Section 3.F.6.d, then the company shall apportion assets from a single portfolio across liability segments that generate the higher reserves between the following two approaches:
· a prorata slice of the portfolio

· in a manner consistent with company management and asset segmentation practices across business functions

The company shall be able to support that starting assets are not double counted across various PBR calculations and asset adequacy analyses used to support VM-30 requirements, as well as between liabilities and surplus. For example, it would be inappropriate to assume the same asset was “transferred to the portfolio from the general account” for the same economic scenario for both VM-21 and VM-22.

To the degree that liabilities and surplus are held in separate portfolios, assets from a surplus portfolio may not be reflected in modeled liability portfolios.

VM-22 Section 4.B.3.a
3. Determination of NAER on Additional Invested Asset Portfolio

a. The additional invested asset portfolio for a scenario is a portfolio of general account assets as of the valuation date, outside of the starting asset portfolio, that is required in that projection scenario so that the projection would not have a positive accumulated deficiency at the end of any projection year. This portfolio may include only (i) General Account assets available to the company on the valuation date that do not constitute part of the starting asset portfolio; and (ii) cash assets.

Additional invested assets should be selected in a manner such that if the starting asset portfolio were revised to include the additional invested assets, the projection would not be expected to experience any positive

accumulated deficiencies at the end of any projection year. The additional invested asset portfolio can be comprised of one or more of the following:
(i) Pro-rata slice of the starting asset portfolio

(ii) Cash that is immediately reinvested

(iii) A combination of assets that would be transferred to the portfolio from the general account to cover a potential shortfall
It is assumed that the accumulated deficiencies for this scenario projection are known. Assets selected for the additional invested asset portfolio should be based on the same allocation methodology for all scenarios.

For an asset portfolio in a general account that supports both policies that are subject and not subject to these requirements, both liabilities and surplus, or across multiple reserving categories, the company shall apportion these additional assets between contracts in a manner consistent with company management and asset segmentation practices across business functions, as documented in VM-31 Section 3.F.6.d.

If documentation is not provided for VM-31 Section 3.F.6.d, then the company shall apportion assets from a single portfolio across liability segments that generate the higher reserves between the following two approaches:
· a prorata slice of the portfolio

· in a manner consistent with company management and asset segmentation practices across business functions

The company should shall be able to support that these additional assets are not double counted across various PBR calculations and asset adequacy analysies used to support VM-30 requirements, as well as between liabilities and surplus. For example, it would be inappropriate to assume the same asset was “transferred to the portfolio from the general account” for the same economic scenario for both VM-21 and VM-22. Similarly, it would be inappropriate to assume that an asset used for VM-30 starting assets is available to the VM-22 Additional Invested Asset Portfolio.

To the degree that liabilities and surplus are held in separate portfolios, assets from a surplus portfolio may not be reflected in modeled liability portfolios.

VM-22 Section 4.B.1.b

b. The direct iteration method, where the scenario reserve is determined by solving for the amount of starting assets which, when projected along with all contract cash flows, result in the defeasement of all projected future benefits and expenses at the end of the projection horizon with no positive accumulated deficiencies at the end of any projection year during the projection period, less

the allocated amount of PIMR. Regarding the composition of the starting assets, the same asset segmentation requirements from Section 4.B.3 apply.

VM-22 Section 4.D.3.d
d.   For the purposes of starting assets used in Section 4.D.1, assets in a general account that support both contracts that are subject and not subject to these requirements, both liabilities and surplus, or across multiple reserving categories, the company shall apportion the starting assets between contracts in a manner consistent with company management and asset segmentation practices across business functions, as documented in VM-31 Section 3.F.6.d.

If documentation is not provided for VM-31 Section 3.F.6.d, then the company shall apportion assets from a single portfolio across liability segments that generate the higher reserves between the following two approaches:

· a prorata slice of the portfolio
· in a manner consistent with company management and asset segmentation practices across business functions

The company shall be able to support that starting assets are not double counted across various PBR calculations and asset adequacy analyses used to support VM-30 requirements. For example, it would be inappropriate to assume the same asset was “transferred to the portfolio from the general account” for the same economic scenario for both VM-21 and VM-22.
To the degree that liabilities and surplus are held in separate portfolios, assets from a surplus portfolio may not be reflected in modeled liability portfolios.


VM-30 Section 3.B.7
6. The amount of the assets used for the AVR shall be disclosed in the table of reserves and liabilities of the opinion and in the memorandum. The method used for selecting particular assets or allocated portions of assets shall be disclosed in the memorandum.
7.    There shall be no differences between asset adequacy analyses and principles-based reserving (VM-20, VM-21, and VM-22) regarding how assets within a single portfolio for a general account or non-insulated separate account are assigned to support specific groups of policies or contracts, including differences in allocation between assets supporting liabilities and assets supporting surplus.
Guidance Note: To the degree that the allocation is the same but the level of aggregation reflects differences between PBR and CFT, this can be documented in the VM-31 report as simplification, as well as specifically called out in the VM-30 memorandum along with support that the impact is either not material or does not overstate the adequacy of reserves.

Sections following 3.B.7 are renumbered

VM-30 Section 3.B.11 (Renumbered to 3.B.12 after addition of 3.B.7)
11. When an actuarial opinion is provided, the memorandum shall specify for assets:
a. Portfolio descriptions, including a risk profile disclosing the quality, distribution and types of assets.

b. Investment and disinvestment assumptions.

c. Source of asset data.

d. Asset valuation bases.

e. Documentation of assumptions made for default costs, bond call function, mortgage prepayment function, determining market value for assets sold due to disinvestment strategy and determining yield on assets acquired through the investment strategy. The documentation of the assumptions shall be such that an actuary reviewing the actuarial memorandum could form a conclusion as to the reasonableness of the assumptions.
f.  A reliance from a duly authorized investment officer or appropriate qualified actuary for investments that the modeled asset portfolio allocation and investment strategy for asset adequacy analysis used to support VM-30 requirements is consistent with the company’s current management practices and investment strategy.
VM-31 Section 3.D.6.c
c. Asset Segmentation – Method used and rationale for allocating total asset portfolio into multiple segments.Demonstrate compliance with VM-20 Section 7.D.2 by providing the following:
i.  Template – Please fill out PBR Actuarial Report Template F located on the NAIC website (https://www.naic.org/pbr_data.htm?tab_3).
ii.  ALM Documentation - Materials explaining ALM strategy, such as duration matching within a certain range, cash flow matching, treatment for convexity, liquidity considerations, and other related items.
iii.  Inforce Management - Documentation that the company is setting crediting rates, dividend surplus contributions (participating products), or other non-guaranteed elements using portfolio asset allocations that are consistent with PBR and cash flow testing models.
Guidance Note: The above requirements do not intend to review the appropriateness of NGE decisions themselves, but rather consistency of how asset segments are used in determining NGE decisions compared to models used for PBR.


iv.  Investment Governance Structure – Documentation of the investment governance committee structure used to make decisions that specific subsets of assets within a portfolio support specific subsets of liabilities within that portfolio.


Guidance Note: In the event that covered business is 100% assumed by a third-party US insurance or reinsurance the direct writer may not be able to provide the same level of support for items like the ALM policy and investment governance because these may be determined by the assuming entity. Similarly non-guaranteed elements may be set based on a reference portfolio in this situation. In these cases the goal is to ensure that the assets that back the treaty (such as by being in a trust) are used in the calculation.

v. Changes Compared to the Prior Year – Please describe any changes related to the asset selection method for VM-20 compared to the prior year.

vi.  Proportional Comparison – If the company assumes that a proportional slice of assets within each applicable general account and non-insulated separate account portfolio supports all liabilities and surplus assigned to that portfolio, but this is not consistent with company management practices, a comparison of the resulting reserve when selecting assets based on:

· a prorata slice of the portfolio
· in a manner consistent with company management and asset segmentation practices across business functions

vii.  Certification – Provide certification as required in VM-31 Section 3.D.14.a.
Items (i) through (iv) above do not need to be provided if the company assumes that a proportional slice of assets within each applicable general account and non-insulated separate account portfolio supports all liabilities and surplus assigned to that portfolio, and such is consistent with company management practices.
All disclosure requirements in this subsection are only to be provided on a post-reinsurance basis.

VM-31 Section 3.D.14.a
14. Certifications – The following certifications:
a. Investment Officer on Investments – A certification from a duly authorized investment officer that the modeled asset portfolio allocation and investment strategy for VM-20, including any future hedging strategies supporting the contracts, is consistent with the company’s current management practices and investment strategy except where the modeled reinvestment strategy may have been substituted with the alternative investment strategy, and that documentation of the CDHS attributes for any future hedging strategies supporting the contracts are accurate.


VM-31 Section 3.F.6.d



d. Asset Selection – Method used and rationale for selecting the starting assets and apportioning the assets between contracts valued under VM-21 or VM-22 and those contracts that are not. In addition, demonstrate compliance with VM-21 Section 4.B.3.a, Section 4.B.4, Section 4.D.3, and Section 4.D.4.d, in addition to Section VM-22 4.B.3.a, Section 4.B.4.b, and Section 4.D.4.d by providing the following items:
i.  Template – Please fill out PBR Actuarial Report Template F located on the NAIC website (https://www.naic.org/pbr_data.htm?tab_3).
ii.  ALM Documentation - Materials explaining ALM strategy, such as duration matching within a certain range, cash flow matching, treatment for convexity, liquidity considerations, and other related items.
iii.  Inforce Management - Documentation that the company is setting crediting rates, dividend surplus contributions (participating products), or other non-guaranteed elements using asset segmentation that is consistent with the PBR and CFT models.
Guidance Note: The above requirements do not intend to review the appropriateness of NGE decisions themselves, but rather consistency of how asset segments are used in determining NGE decisions compared to models used for PBR.
Guidance Note: For the sake of meeting VM-21 and VM-22 asset segmentation requirements for guaranteed separate accounts and additional assets used to calculate the net asset earned rate, the template and documentation provided in this section can also address those disclosures, for the purposes of consolidating the report.



iv.  Investment Governance Structure – Documentation of the investment governance committee structure used to make decisions that specific subsets of assets within a portfolio support specific subsets of liabilities within that portfolio.
Guidance Note: In the event that covered business is 100% reinsured toassumed by a third-party US insurance or reinsurance company, the direct writer may not be able to provide the same level of support for items like the ALM policy and investment governance because these may be determined by the reinsurerassuming entity. Similarly non-guaranteed elements may be set based on a reference portfolio in this situation. In these cases the goal is to ensure that the assets that back the treaty (such as by being in a trust) are used in the calculation.


v. Changes Compared to the Prior Year – Please describe any changes related to the asset selection method for VM-21 or VM-22 compared to the prior year.

vi.  Proportional Comparison – If the company assumes that a proportional slice of assets within each applicable general account and non-insulated separate account portfolio supports all liabilities and surplus assigned to that portfolio,

but this is not consistent with company management practices, for those specific portfolios, a portfolio-level comparison of the resulting reserve when selecting assets based on:

· a prorata slice of the portfolio

· in a manner consistent with company management and asset segmentation practices across business functions	

vii.  Certification – Provide certification as required in VM-31 Section 3.F.19.a
Items (i) through (iv) above do not need to be provided if any of the following conditions are true:
·   The company values all annuity business written on or after operative date of the Valuation Manual under VM-21 or VM-22 requirements, with the exception of pre-need annuities.
·  The Valuation Manual is updated to allow non-variable annuity business written between 1/1/2017 and 12/31/2025 to be valued under VM-22 requirements, and the company attests to the intention to value all annuity business written on or after operative date of the Valuation Manual under VM-21 or VM-22 requirements, with the exception of pre-need annuities, pending the effective date of such changes to the Valuation Manual.

·  The company assumes that a proportional slice of assets within each applicable general account and non-insulated separate account portfolio supports all liabilities and surplus assigned to that portfolio, and such is consistent with company management and asset segmentation practices.

All disclosure requirements in this subsection are only to be provided on a post-reinsurance basis.


VM-31 Section 3.F.19.a
19. Certifications – The following certifications:
a. Investment Officer on Investments – A certification from a duly authorized investment officer that the modeled asset portfolio allocation and investment strategy for VM-21 and VM-22, including any future hedging strategies supporting the contracts, is consistent with the company’s current management practices and investment strategy except where the modeled reinvestment strategy may have been substituted with the alternative investment strategy, and that documentation of the CDHS attributes for any future hedging strategies supporting the contracts are accurate.
