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The Statutory Accounting Principles (E) Working Group maintains codified statutory accounting
principles (SAP) by concluding on generally accepted accounting principles (GAAP) or addressing new
statutory accounting issues. As items are adopted, updates to the Accounting Practices and Procedures
Manual (Manual) are made available to customers who pre-purchase the subsequent year’s Manual.
These customers may access the updates through their NAIC Account Manager access at:

www.naic.org/account_manager.htm

Email Notification

To receive notification when updates to the Manual are e @ e, navigate to
http://naicforum.naic.org/statacctupdates.htm to subscribe to the Statu dccginting  Electronic
Updates. The NAIC will retain this database; therefore, if you have i0 registered to receive
update notices, there is no need to resubmit your request on an annual basis.

Ordering Information
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Nullified interpretations (INTs) are moved from the printed version of the Accounting Practices and Procedures
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Manual. Items in Appendix H are also posted on the Statutory Accounting Principles (E) Working Group web
page at www.naic.org/cmte_e_app_sapwg.htm.
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03-02 Modification to an Existing Intercaymmg

04-17

04-21
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InterpretatiGig, of the Statutory Accounting Principles (E) Working Group
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Appendix C — Actuarial Guidelines
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VI Interpretation Regarding Use of Single Life or Joint Life Mortality&§ab June
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Vil Interpretation Regarding Calculation of Equivalent Level Amourig. 4F...........ccceve. AGT7-1
VIl The Valuation of Individual Single Premium Deferred <. NS AGS8-1
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Application of the Valuation and Nonforfeiture T, e f AG9-1
IX-A Use of Substandard Annuity Mortality Tables [n VV@iling aired Lives Under
Structured SettlemMeNntS..........oovviveiririe e e e reereeereen e e et anes AGYA-1
IX-B Clarification of Methods Under Standard Valyati or Individual Single
Premium Immediate Annuities, Any D ents Associated
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Policies With Guaranteed Increasing Death Benefits Based On an Index ............ AG25-1
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Appendix D — GAAP Cross-Reference to SAP

Title Page
Accounting Standards UPALES .........coveiiiiiiiiiieieie ettt D-1
Pre-FASB Codification Category A — FASB Statements and Interpretations, APB Opinions, and

AICPA Accounting Research BUIIELINS ..o D-12
Pre-FASB Codification Category B — FASB Technical Bulletins, FASB Staff Positions, AICPA

Industry Audit and Accounting Guides, and AICPA Statements of PoOSItion............c.ccocvovviennen. D-43
Pre-FASB Codification Category C — Consensus positions of the FASB Emerging Issues Tas

Force and AICPA Practice BUIIELINS .........coooviiiiiiiicieeeesese e s D-65
Pre-FASB Codification Category D — AICPA Accounting Interpretations ..........c.ccooveveneiinns -108

Nonapplicable GAAP PronOUNCEMENTS .......ccecviiuiieiieieiteesiesie et se e sre e ste e see e e .. D-110
FASB Codification to Pre-Codification GAAP ........cccccoiiiiiiieieee e @ 0 . D-122

Appendix E - Issue Papers

Issue Papers Associated with SSAPs Adopted in 2017
(Included in printed Manual, Folio-View product, and accessible th IC Account Manager at
www.naic.org/account_manager.htm.)

IP_No. Title Page
143R Guaranty Fund Assessments IP 143R-1
156 BONS. .. IP 156-1
157 Use of Net Asset Value ........cccoovieiieiiniciiet s IP 157-1

Issue Papers Associated with SSAPs Adopted Prigr to
(Included in Folio-View product and posted to the Stat@§ary unting Principles (E) Working Group web page
at www.naic.org/cmte_e_app_sapwg.htm.)

IP No. Title

Consolidation of Majority-Owned Su ies
Definition of Cash

Accounting Changes

Definition of Assets andgfiSigo ed Assets
Definition of Liahgfities @ ontingencies and Impairments of Assets
Amounts Due Fro ENg29d Brokers

Asset Valuation Rese nd Interest Maintenance Reserve
Accounting ensions
Subsequent

10 Uncollectg®™ g Balances

11 Co ‘ % Sences

12 ingfagOrafts Issued and Outstanding

OCO N0, WN -

13 " Accounting for Postemployment Benefits

14 Accounting for Postretirement Benefits Other Than Pensions
16 nic Data Processing Equipment and Software

17 Preoperating and Research and Development Costs

19 Furniture, Fixtures and Equipment

20 Gain Contingencies

21 Bills Receivable For Premiums

22 Leases

23 Property Occupied by the Company

24 Discontinued Operations and Extraordinary Items

25 Accounting for and Disclosures about Transactions with Affiliates and Other Related Parties
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Title

26
27
28
29

30

31
32

33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
59
65
66
67
68
69
71
72
73
74
75
76
77
78
80
81
82

Bonds, Excluding Loan-Backed and Structured Securities

Disclosure of Information about Financial Instruments with Concentration of Credit Risk

Short-term Investments

Prepaid Expenses (excluding deferred policy acquisition costs and other underwriting expenses,
income taxes and guaranty fund assessments)

Investments in Common Stock (excluding investments in common stock of subsidiary,
controlled, or affiliated entities)

Leasehold Improvements Paid by the Reporting Entity as Lessee

Investments in Preferred Stock (excluding investments in preferred stock sidiary,
controlled, or affiliated entities)

Disclosures about Fair Value of Financial Instruments

Investment Income Due and Accrued .

Accounting for Guaranty Fund and Other Assessments

Troubled Debt Restructurings \

Reverse Mortgages

Real Estate Investments

Surplus Notes PN

Sale of Premium Receivables

Loan-backed and Structured Securities \

Capitalization of Interest

Repurchase Agreements, Reverse Repurchase A entand Dollar Repurchase Agreements
Accounting for Investments in Subsidiary, Coggmlle Affiliated Entities

Uninsured Plans

N4
Investments in Joint Ventures, Partnershipx ed Liability Companies
o) a

Mortgage Loans \
Acquisition, Development and Construction Arrangements 0

Policy Loans

Classifications and Definitions of
Life Contracts
Deposit-Type Contracts
Property Casualty Contracts—fgemiums

Individual and Group Accid nd Health Contracts

Unpaid Claims, Losses gpemigoss@ddjustment Expenses

@ Policyholder Dividends, and Coupons

Health Insurance Contracts

naged Care Contracts in Force

Universal Life-Tyge Cq
Title Insurance
Credit Life and AccCli

Property an ualty Conitracts
Accounting f trospectively Rated Contracts
Depreciatig rty and Amortization of Leasehold Improvements

ations and Goodwill

anad

rplus

onetary Transactions

Life, ®eposit-Type and Accident and Health Reinsurance

Property and Casualty Reinsurance

Offsetting and Netting of Assets and Liabilities

Disclosure of Accounting Policies, Risks & Uncertainties, and Other Disclosures
Employee Stock Ownership Plans

Debt

Foreign Currency Transactions and Translations

Stock Options and Stock Purchase Plans
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1P No.

Title

83
84
85
86
87
88
89
90
92
94
95
96
97
99
100

101

103

104

105
106
107
108
109

110

111
112

113
114
116

118
119
121
122
123
124

125
126
127

128

Accounting for Income Taxes
Quasi-reorganizations
Derivative Instruments
Securitization

Other Admitted Assets
Mortgage Guaranty Insurance
Separate Accounts
Nonadmitted Assets

Statement of Cash Flow
Allocation of Expenses
Holding Company Obligations

Other Liabilities .
Underwriting Pools and Associations Including Intercompany Pools

Nonapplicable GAAP Pronouncements

Health Care Delivery Assets—Supplies, Pharmaceuticals and Surgi uppries, and Durable

Medical Equipment

Health Care Delivery Assets—Furniture, Medical Equipme nd tures, and Leasehold
Improvements in Health Care Facilities

Accounting for the Issuance of Insurance-Linked Sew '

Insurer through a Protected Cell
Reinsurance Deposit Accounting — An Amendment S

| by a Property and Casualty

(&

V0. 62R—Property and Casualty

Reinsurance

Reporting on the Costs of Start-Up Activities &

Real Estate Sales — An Amendment to SSAP 0 | Estate Investments

Certain Health Care Receivables and R@eiva@er Government Insured Plans

Multiple Peril Crop Insurance

Depreciation of Nonoperating Sys — An Amendment to SSAP No. 16—Electronic
Data Processing Equipment 3 3

Life Contracts, Deposit-Type Corfeig diSeparate Accounts, Amendments to SSAP No. 51—
Life Contracts, SSAP No. 52—=@Qe#osit-Type Contracts, and SSAP No. 56—Separate

Accounts
Software Revenue Recognit
Accounting for the Co uter Software Developed or Obtained for Internal Use and

Web Site Devgop S
Mezzanine Real
Accounting for De e Instruments and Hedging Activities
Claim Adju%pe es, Amendments to SSAP No. 55—Unpaid Claims, Losses and Loss

Adjustm penses

i giary, Controlled and Affiliated Entities, A Replacement of SSAP No. 46

icy, An Amendment to SSAP Nos. 4, 19, 29, 73, 79 and 82

e Impairment or Disposal of Real Estate Investments

or Transfers and Servicing of Financial Assets and Extinguishments of Liabilities

or Pensions, A Replacement of SSAP No. 8

ent of Cash Flows When Quantifying Changes in Valuation and Impairments, an

endment of SSAP No. 43

Accounting for Low Income Housing Tax Credit Property Investments

Accounting for Transferable State Tax Credits

Exchanges of Nonmonetary Assets, A Replacement of SSAP No. 28—Nonmonetary
Transactions

Settlement Requirements for Intercompany Transactions, An Amendment to SSAP No0.25—
Accounting for and Disclosures about Transactions with Affiliates and Other Related Parties

Investme
Capitaliz
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1P No. Title

129 Share-Based Payment, A Replacement of SSAP No. 13—Stock Options and Stock Purchase
Plans
131 Accounting for Certain Securities Subsequent to an Other-Than-Temporary Impairment
132 Accounting for Pensions, A Replacement of SSAP No. 89
133 Accounting for Postretirement Benefits Other Than Pensions, A Replacement of SSAP No. 14
134 Servicing Assets/Liabilities, An Amendment of SSAP No. 91
135 Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others
137 Transfer of Property and Casualty Reinsurance Agreements in Run-off
138 Fair Value Measurements
140 Substantive Revisions to SSAP No. 43—Loan-Backed and Structured Securitig
141 Accounting for Transfers and Servicing of Financial Assets and Extinggishia ilities
144 Substantive Revisions To SSAP No. 91R: Securities Lending
145 Accounting for Transferable and Non-Transferable State Tax Credit \
146 Share-Based Payments With Non-Employees
147 Working Capital Finance Investments
148 Affordable Care Act Section 9010 Assessment
149 Wholly-Owned Single Real Estate Property inan LLC
150 Accounting for the Risk-Sharing Provisions of the Afforaage MACt
151 Valuation for Holders of Surplus Notes
152 Short Sales \
153 Counterparty Reporting Exception for Asbestos tion*Contracts
154 Implementation of Principle-Based Reserving &
155 Classification of Money Market Mutual Fund a uivalents
Appendix F — Policy Statements
Title Page
NAIC Policy Statement on Maintenance of St ggounting PrinCiples.........ccoovviiienenenae F-1
NAIC Policy Statement on Comments to GAAP &RERS Exposure Drafts ........ccoccovvvvieveivenennn, F-5
NAIC Policy Statement on Statutory Acc@®nting Prificiples Maintenance Agenda Process............ F-7
NAIC Policy Statement on the Impac Statements of Statutory Accounting Principles on
NAIC Publications.................... B SR F-11
NAIC Policy Statement on rdi @ f the Accounting Practices and Procedures Manual
and the Annual Statem et R N K - e ve ettt sra e ste e neas F-13
NAIC Policy Statement on Coo ion with the Valuation Manual .............cccccooviniiinciiicn, F-15
NAIC Policy Statemen Coordination of the Accounting Practices and Procedures Manual
and the Purposes an%res Manual of the NAIC Investment Analysis Office................. F-17

Appendix G - I entation Guide (Guide) for the Annual Financial Reporting Model

Title Page
DLy T Lo N ST RO PSP P PP PP PSP G-2
General Requirenténts Related to Filing and Extensions for Filing of Annual Audited Financial

Reports and Audit Committee APPOINIMENT .........coiiiiiiiiie e G-4
Qualifications of Independent Certified Public Accountant ............cccccooveiieiiie i G-4
Communication of Internal Control Related Matters Noted in an Audit ..........ccccoovveiinnnniciennn. G-10
Requirements for Audit COMMITIEES .......c.civiiiiiie et s sre e sreere s G-11
Management’s Report of Internal Control over Financial Reporting ...........cccocveveveiecicic i, G-13
Exemptions and EffECHIVE DateS..........cciviiiiiiieiie ettt sra e nre s G-17
F A o] 0L 40 )G RSP STPR G-22

© 1999-2018 National Association of Insurance Commissioners Xi



Appendix H — Superseded SSAPs and Nullified Interpretations

Completely superseded SSAPs and nullified interpretations (INTs) are moved from the printed Accounting
Practices and Procedures Manual into Appendix H — Superseded SSAPs and Nullified Interpretations within the
Folio-View product of the Manual. Items in Appendix H are also posted on the Statutory Accounting Principles
(E) Working Group web page at www.naic.org/cmte_e_app_sapwg.htm.

Superseded SSAPs

SSAP No. Title

8 Pensions

10 Income Taxes

10R Income Taxes—A Temporary Replacement of SSAP No. 10 'S

13 Stock Options and Stock Purchase Plans

14 Postretirement Benefits Other Than Pensions \

18 Transfers and Servicing of Financial Assets and Extinguishments 1kt

28 Nonmonetary Transactions

31 Derivative Instruments

33 Securitization

45 Repurchase Agreements, Reverse Repurchase gAd @ and Dollar Repurchase
Agreements

46 Investments in Subsidiary, Controlled, and Affiliat N

75 Reinsurance Deposit Accounting—An Amend AP'No. 62R—Property and Casualty
Reinsurance

77 Real Estate Sales—An Amendment to SSARSNT. eal Estate Investment

79 Depreciation of Nonoperating Syste#a S ej—An Amendment to SSAP No. 16—
Electronic Data Processing Equinme d are

80 Life Contracts, Deposit-Type Cg N parate Accounts, Amendments to SSAP No.
51—L.ife Contracts, SSAP nosit-Type Contracts, and SSAP No. 56—Separate
Accounts

81 Software Revenue Recognition

82 Accounting for the Costs omputer Software Developed or Obtained for Internal Use and
Web Site Development E@sts

85 Claim Adjustment Exgfe endments to SSAP No. 55—Unpaid Claims, Losses and
Loss Adjustrfent & %

87 Capitalization Po Amdafiendment to SSAP Nos. 4, 19, 29 and 73

88 Investments in Subsi , Controlled and Affiliated Entities, A Replacement of SSAP No. 46

89 Accountin Pensions, A Replacement of SSAP No. 8

91R Accounting Transfers and Servicing of Financial Assets and Extinguishments of
Liabg#rre

96 Sattle @ irements for Intercompany Transactions, An Amendment to SSAP No. 25—

. g for and Disclosures about Transactions with Affiliates and Other Related

98 of Cash Flows When Quantifying Changes in Valuation and Impairments, an
mendment of SSAP No. 43
99 Accounting for Certain Securities Subsequent to an Other-Than-Temporary Impairment
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Nullified Interpretations

INT No. Title

99-00 Compilation of Rejected EITFs

99-01 Accounting for Tax Benefits of Operating Losses and Tax Credits in Quasi-Reorganizations

99-02 Accounting for Collateral in Excess of Debt Principal

99-03 Accounting for Investment in Subsidiary, Controlled or Affiliated (SCA) Entities with
Subsequent Downstream Investment in an Insurance Company

99-04 Recognition of Prepayment Penalties Upon Adoption of Codification

99-10 EITF 97-8: Accounting for Contingent Consideration Issued in a Purc BuSess
Combination

99-14 EITF 96-19: Debtor’s Accounting for a Modification or Exchange ofgebt nts

99-16 EITF 97-11: Accounting for Internal Costs Relating to Real Estate Propg sitions

99-17 EITF 97-12: Accounting for Increased Share Authorizations in an on 423 Employee
Stock Purchase Plan under APB Opinion No. 25

99-18 EITF 97-13: Accounting for Costs Incurred in Connection with a ng Contract or an
Internal Project That Combines Business Process R ineeéthg and Information
Technology Transformation

99-21 EITF 98-7: Accounting for Exchanges of Similar Eqylit @ vestments

99-22 EITF 98-8: Accounting for Transfers of Investments Thgat AWgiggsubstance Real Estate

99-23 Disclosure of Premium Deficiency Reserves

99-24 Accounting for Restructuring Charges

99-25 Accounting for Capital Improvements \

99-26 Offsetting Pension Assets and Liabilities

99-27 Nonadmitting Installment Receivablesq, @

99-28 Accounting for SCA Mutual Funds, Brok§:-De and Similar Entities Under SSAP No. 46

99-29 Classification of Step-Up PreferrgfSte \

00-01 Investment in Foreign SCA Engity

00-02 Accounting for Leveraged Leasg g Commercial Airplanes Under SSAP No. 22—
Leases

00-04 Student Loan Insurance

00-05 Exemption to Merger Disci&gure in SSAP No. 3

00-06 EITF 97-14: Accountigs rred Compensation Arrangements Where Amounts Earned
Are Held in m and Invested

00-08 EITF 98-5: Acc i ofConvertible Securities with Beneficial Conversion Features or
Contingently table Conversion Ratios

00-10 EITF 98- Debtor’s? Accounting for Changes in Line-of-Credit or Revolving-Debt
Arrang&

00-11 EITF 98400nsStr ed Notes Acquired for a Specified Investment Strategy

00-12 ELTF 9 m ounting for Stock Received from the Demutualization of a Mutual Insurance

Qal

00-21 iscl equirement of SSAP No. 10 Paragraphs 17 & 18

00-22 of SSAP No. 10 to Admissibility of Deferred Tax Assets

00-23 insurance of Deposit Type Contracts

00-27 El 8-9: Accounting for Contingent Rent

00-29 EITF 99-17: Accounting for Advertising Barter Transactions

00-30 Application of SSAP No. 51 Paragraph 6 to Waiver of Deduction on Flexible Premium
Universal Life Insurance Policies

00-31 Application of SSAP No. 55 Paragraph 13 to Health Entities

00-32 EITF 00-8: Accounting by a Grantee for an Equity Instrument to Be Received in Conjunction

with Providing Goods or Services
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INT No.

Title

01-01

01-03
01-04
01-05
01-07

01-10

01-11
01-12
01-14

01-16
01-17

01-19
01-20
01-21

01-22

01-23
01-24

01-26
01-27
01-28
01-29
01-32
01-33
02-01

02-02
02-03

02-04

02-05
02-06
02-07
02-08
02-09
02-10

02-11
02-15

02-17
02-18

Application of SSAP No. 6 Paragraph 9.a. to de minimus Receivable Balances of Group
Accident and Health Policies

Assets Pledged as Collateral or Restricted for the Benefit of a Related Party

SSAP Nos. 18 and 33 and Issues Surrounding Securitizations

Classification of Accrued Interest on Policy Loans

EITF 98-2: Accounting by a Subsidiary or Joint Venture for an Investment in the Stock of Its
Parent Company or Joint Venture Partner

EITF 00-1: Investor Balance Sheet and Income Statement Display under the Equity Method
for Investments in Certain Partnerships and Other Ventures

EITF 00-10: Accounting for Shipping and Handling Fees and Costs

EITF 00-14: Accounting for Certain Sales Incentives

EITF 00-16: Recognition and Measurement of Employer Payroll Taxes o yee Stock-
Based Compensation

Measurement Date for SSAP No. 8 Actuarial Valuations

Accounting for Nonqualified Retirement Plans, Nonvested C enefits Within
Retirement Plans, and Protected Benefits Such as Early tirefment Subsidies in
Retirement Plans

Measurement of Deferred Tax Assets Associated with Nonz

Utilization of Tax Planning Strategies for the Admis*’b @

SSAP Nos. 16R, 19, 68 and 79 — Reestablishmen

ets
erred Tax Assets

Subsidiary Under the GAAP Equity Meth
Prepaid Legal Insurance Premium Recogniti

Furniture, Fixtures and Equipment and Goodwill
Use of Interim Financial Statements in [& orting Entity’s Investment in
0

Application of SSAP No. 46 and 4§, to Noninsurance Subsidiary, Controlled or
Affiliated Entities
SSAP No. 51 and Reserve Mini Re(Wied Amount

Accounting Change versus Co
Margin for Adverse Deviation i
SSAP No. 59 and Application to Cre
EITF 01-10: Accounting f&npac of the Terrorist Attacks of September 11, 2001

ror
(5€erve

Extension of 9-Month Rul SSAP No. 62R

Disclosure Requiremep 0 SAP for Differences Between A-785 and Individual State
Requiremenigas g @ pf September 11

SSAP No. 6 and ingf Piemium Before Effective Date
Accounting for pact of the Terrorist Attacks of September 11" on Commercial

Mortg oans

Recognitic%VM and CRVM Expense Allowances by the Assuming Reinsurer in a

ig rance Agreement

owZero Coupon Convertible Bonds

in Modeled Trigger Transactions

of Phrase “Other Than Temporary”

of A-791 to YRT Reinsurance of a Block of Business

5 and Syndicated Letters of Credit

StatGtory Audit Report Notes and the Reporting Requirements Related to Disclosures
Containing Multiple Year Information

Recognition of Amounts Related to Earned but Unbilled Premium

EITF 00-11: Lessors’ Evaluation of Whether Leases of Certain Integral Equipment Meet the
Ownership Transfer Requirements of FASB Statement 13

EITF 01-13: Income Statement Display of Business Interruption Insurance Recoveries

Accounting for the Intangible Asset as Described in SSAP No. 8 Paragraphs 9.d.v. and 9.f.
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INT No.

Title

02-19
02-20
02-21
03-01
03-03

03-05
03-12

03-16
03-17
03-18
04-01
04-02
04-03

04-05
04-07

04-10
04-12
04-13
04-15
04-18
04-20
05-04

05-06
06-14

07-03

08-02

08-03

08-04

08-06
08-07

08-08
08-10
09-03

EITF 01-1: Accounting for a Convertible Instrument Granted or Issued to a Nonemployee for
Goods or Services or a Combination of Goods or Services and Cash

Due Date for Installment Premium Under an Agency Relationship

Accounting for Prepaid Loss Adjustment Expenses and Claim Adjustment Expenses

Application of SSAP No. 35 to the Florida Hurricane Catastrophe Fund

Admissibility of Investments Recorded Based on the Audited GAAP Equity of the Investee
when a Qualified Opinion is Provided

EITF 01-07: Creditor’s Accounting for a Modification or Exchange of Debt Instruments

EITF 02-4: Determining Whether a Debtor’s Modification or Exchange of Deb ments
is within the Scope of FASB Statement No. 15

Contribution of Stock
Classification of Liabilities from Extra Contractual Obligation Lawsugs Q
Accounting for a Change in the Additional Minimum Liability in Pensions
(SSAP No. 8)
Applicability of New GAAP Disclosures Prior to NAIC Considerati
Surplus Notes Issued by Entities Under Regulatory Action
Clarification for Calculating the Additional Minimum Pensi
89—Accounting for Pensions, A Replacement of SSAP4
Clarification of SSAP No. 5R Guidance on when a J
EITF 02-15: Determining Whether Certain Con
Securities Are Within the Scope of FASB State
EITF 02-18: Accounting for Subsequent Inygs S inn Investee after Suspension of
Equity Method Loss Recognition
EITF 03-4: Determining the Classificati
Balance” Pension Plan V'S
EITF 03-5: Applicability of AICPA Stat% sition 97-2 to Non-Software Deliverables

y Under SSAP No.
raph 16.f.
remed Rendered
onvertible Debt to Equity

fit Attribution Method for a “Cash

in an Arrangement Containingg® Incidental Software

EITF 03-07: Accounting for th t Of the Equity-Settled Portion of a Convertible
Debt Instrument That Perm res the Conversion Spread to Be Settled in Stock
(Instrument C of Issue No. 90-

EITF 00-21: Revenue Arrangements with Multiple Deliverables

EITF 01-08: Determining ther an Arrangement Contains a Lease

Extension of Ninety- uigfor the Impact of Hurricane Katrina, Hurricane Rita and
Hurricane

Earned But Unc
Reporting of Litiga

{ um
Costs Incurred for Lines of Business in which Legal Expenses Are the

Only | ed Peril
EITF 06-3%xes Collected from Customers and Remitted to Governmental Authorities
e nted in the Income Statement (That is, Gross versus Net Presentation)
% nlicability of the Assessment of a Buyer’s Continuing Investment under FASB
[EgenigNo. 66 for Sales of Condominiums
-9: Reporting a Change in (or the elimination of) a Previously Existing Difference
n the fiscal Year-End of a Parent Company and That of a Consolidated Entity or
etween the Reporting Period of an Investor and That of an Equity Method Investee
07-3: Accounting for Nonrefundable Advance Payments for Goods or Services
Received for Use in Future Research and Development Activities
FSP EITF 00-19-2: Accounting for Registration Payment Arrangements
EITF 07-6: Accounting for the Sale of Real Estate Subject to the Requirements of FASB
Statement No. 66 When the Agreement Includes a Buy-Sell Clause
Balance Sheet Presentation of Funding Agreements Issued to a Federal Home Loan Bank
Contractual Terms of Investments and Investor Intent
EITF 08-7: Accounting for Defensive Intangible Assets

El
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INT No. Title

09-04 Application of the Fair Value Definition

09-05 EITF 08-3: Accounting by Lessees for Maintenance Deposits

13-01 Extension of Ninety-Day Rule for the Impact of Hurricane/Superstorm Sandy

13-03 Clarification of Surplus Deferral in SSAP No. 92 & SSAP No. 102

13-04 Accounting for the Risk-Sharing Provisions of the Affordable Care Act

17-01 Extension of Ninety-Day Rule for the Impact of Hurricane Harvey, Hurricane Irma and

Hurricane Maria
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How to Use This Manual

The contents of this manual are arranged as follows:

Volume I:
Table of Contents
Summary of Changes
Preamble
Statements of Statutory Accounting Principles
Index and Glossary to the Statements of Statutory Accounting Principles
Appendix A — Excerpts of NAIC Model Laws

Appendix B — Interpretations of Statutory Accounting Principles
L 4
Volume II: \

Table of Contents

Summary of Changes \
Appendix C — Actuarial Guidelines
Appendix D — GAAP Cross-Reference to SAP
Appendix E - Issue Papers Associated with SSAPs Adogte

Appendix F — Policy Statements V'S
Appendix G — Implementation Guide for the Model Au
Appendix H — Superseded SSAPs and Nullified Intergietat

Appendix H has been removed from the p&nua and is now included within the Folio-
a

View product of the Manual. This appen i accessible on the Statutory Accounting

Principles (E) Working Group web page .org/cmte_e_app_sapwg.htm.
L 4
The arrangement of material as indicated aboVeyis i ed in the Table of Contents found at the front of
each volume of the Manual. A detai ontents also precedes each appendix covering the
material within.

Summary of Changes:
The Summary of Changes ines changes made to the prior edition of the Manual to create the
current year’s version. It is ed into three sections: 1) substantive revisions to statutory accounting

N

principles; 2) nonsubs jsions to statutory accounting principles; and 3) revisions to the
appendices inclu in @ ual. The Summary of Changes is a key resource for readers who are
()

looking to identi n the prior edition.

Preamble:
Each and eM of the Manual should read the Preamble. Many state insurance regulators
one of the most important sections of the Manual as it provides the foundation

consider fy#Rgea
for statu % ounting principles (SAP). Some of the significant topics covered in the Preamble
inc ce ion project background, statement of concepts, statutory hierarchy, materiality and

As inticated by the Statutory Hierarchy, the Statements of Statutory Accounting Principles (SSAPs)
are the primary authoritative statutory accounting practices and procedures promulgated by the NAIC.
These statements are the result of issue papers that have been exposed for public comment and
finalized. Finalized issue papers are found in Appendix E of this Manual and ARE NOT authoritative.
While it is not intended that there be any significant differences between an underlying issue paper
and the resultant SSAP, if differences exist, the SSAP prevails and shall be considered definitive.
Readers may use the NAIC website to keep abreast of substantive and nonsubstantive changes to the
SSAPs. Completely superseded SSAPs are no longer authoritative and have been removed from the
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How to Use This Manual

printed Manual but are available for reference on the Statutory Accounting Principles (E) Working
Group web page at www.naic.org/cmte_e_app_sapwg.htm. Completely superseded SSAPs are
retained in Appendix H — Superseded SSAPs and Nullified Interpretations within the Folio-View
product of the Manual.

The cover page of each SSAP contains a STATUS section that can affect the implementation of each
SSAP. The STATUS section contains the following:

TYPE OF ISSUE - SSAPs designated as Common Area apply to all insurers. Although the

SSAP. For example, the Statement of Income found in the Property and
Statement shall be considered as synonymous with the Summary of Oper@'ons

and Health Annual Statement. \h

ISSUED - Date when the SSAP was adopted by the NAIC. SSAPs degign Initial Draft
ject (SSAP Nos.

hen the Statutory

1-73). The date included for SSAP No. 74, and subsequent SSAPS;

Accounting Principles (E) Working Group adopted the SSA

EFFECTIVE DATE - Date representing when the SSX i e. Many times there are
additional details relative to the transition provided withinne .

AFFECTS/AFFECTED BY - A useful tool for tra remptionships between statements and
interpretations is contained within these section e cts” section is used when a SSAP
substantively amends or supersedes previogsly APs. Nullified INTs are also noted in

been substantively amended or superg ithin paragraphs substantively amended or
superseded may also be “shaded” to s that revised guidance is available.

this section. Readers are referenced to anotheN' e “affected by” section if the SSAP has
e
O

INTERPRETED BY - This section inclucsdreference to the applicable interpretation (INT) of

statutory accounting principles tained within Appendix B of the Manual which provides

interpretative guidance as a re of issues raised by users of the Manual or related GAAP

guidance. INTs are generallyy®i§ when adopted. Readers should note that the Manual only

contains the INTSs fin @ year end prior to publication, due to the fact that the Manual
1

is published annually. ngy use the NAIC website, as indicated on the inside front cover
of the Manual, to keep abigst ot recently issued INTS.

RELEVANT Aw A GUIDANCE - This section identifies the relevant Appendix A—
Excerpts fro I Laws guidance referenced within the SSAP.

erature and Effective Date and Transition sections of the SSAP for details of

Refer to the
i substantive changes.

substa

Appendix A - erpts of NAIC Model Laws:

the source document for information included in Appendix A is an NAIC Model
Regulation or Law. These Appendices are referenced by specific SSAPs and should only be used in
context of the Appendix and the SSAP that references it.

Appendix B — Interpretations of Statutory Accounting Principles:
The Statutory Accounting Principles (E) Working Group (SAPWG) is responsible for responding to
SAP questions that generally relate to application, interpretation and clarification. Appendix B
includes the final interpretations (INTs) of statutory accounting principles through year end prior to
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How to Use This Manual

publication. Once an INT is finalized, the related SSAP will contain reference to the applicable INT.
Interpretations that have been nullified are removed from the printed Manual and posted for reference
on the SAPWG web page at www.naic.org/cmte_e_app_sapwg.htm. The nullified INTs are retained
in Appendix H — Superseded SSAPs and Nullified Interpretations within the Folio-View product of
the Manual.

Appendix C — Actuarial Guidelines:
The NAIC Life Actuarial (A) Task Force and Health Actuarial (B) Task Force have been asked on
many occasions to assist a particular state insurance department in interpreting a statute dealing with

the reasons for initially adopting the statute and the current situatiorbTh
Force and Health Actuarial (B) Task Force feel that for those situa
common to all states, the publishing of actuarial guidelines on these
regulatory officials in each state and would promote uniformity i

ial (B) Task Force have
d arises. The guidelines are
used in applying a statute to

developed certain actuarial guidelines and will continue to do so
not intended to be viewed as statutory revisions but mergly Ble
a specific circumstance. 7S

Appendix D — GAAP Cross-Reference to SAP: \
As expressed in the Statement of Concepts, S izes thie framework established by Generally

Accepted Accounting Principles (GAAP). Appeiid cludes GAAP pronouncements that have
been considered in the development of SARg#®his g includes GAAP pronouncements issued
through year end prior to publication. Tgis % is a valuable and efficient tool for readers who
are interested in the status of a particular C& ouncement in the SAP model.

Appendix E - Issue Papers:
Appendix E includes issue pap€

gated with SSAPs adopted through year end prior to
publication. Issue papers are used e first step in developing new SSAPs and contain a
recommended conclusion, digfussion and relevant literature section. Issue papers DO NOT constitute
an authoritative level of stat accounting, as supported by the statutory hierarchy, and should only
be used as reference ma rtheless, issue papers are an important part of the Manual because
they reference theghi @ discussion of the related SSAP. The “Relevant Statutory Accounting
and GAAP Guida SWLiogfof the issue paper contains excerpts of accounting guidance in place at
the time the Statuto ccounting Principles (E) Working Group considered (but not necessarily
conclusions reached in the resultant SSAP.

adopted) wwg
Appendix F i ments:

i @ des NAIC policy statements applicable to SAP. These statements provide the basis
APSS maintained, documentation of the agenda process and other important issues that

Appertix G contains the NAIC Implementation Guide for the Model Audit Law. The Implementation
Guide has been included for informational purposes only and should not be viewed as a requirement
of complying with the Accounting Practices and Procedures Manual.

Appendix H — Superseded SSAPs and Nullified Interpretations:
In 2013, the Statutory Accounting Principles (E) Working Group (SAPWG) adopted a proposal to
remove completely superseded SSAPs and nullified interpretations (INTs) from the printed Manual.
These items are now available for reference on the SAPWG web page at
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www.naic.org/cmte_e_app_sapwg.htm. The completely superseded SSAPs and nullified INTs have
been retained in Appendix H — Superseded SSAPs and Nullified Interpretations within the Folio-View
product of the Manual.

How to Use the Manual ...

... to account for a certain item under NAIC SAP
As the SSAPs represent the highest level of NAIC statutory authority, readers should begin their
search there. The Index to SSAPs is a useful tool to identify which SSAP(s) address the issue. Once
the pertinent SSAP has been identified, it can be used to locate other documents that may afso adglress
the issue. On the SSAP cover page, readers will be referred to other SSAPs if thereSgave b¢en
substantive changes made to it or INTs if there have been interpretations of the S )i
body of the SSAP, readers may be referred to Appendix A or C for furthe‘gui @
reference located at the end of each SSAP to issue paper(s) used in the devel m o

conglu

DISCUSSION section of the issue paper provides documentation supportin sions reached
in the SSAP. As supported by the statutory hierarchy, readers should only gtili sue papers as
support to the SSAP as they ARE NOT authoritative. The Statutory Hiera contains a detailed
listing of levels of authoritative literature.

... to compare SAP to GAAP for a particular issue P
Appendix D is an excellent reference for readers who are qgte n determining how SAP
addresses an issue that has been adopted by GAAP. Appendi N s a reference to the SSAP or
INT that addresses a particular GAAP pronouncement. irieggated th the Preamble, readers should
not utilize GAAP until and unless adopted by the NAICﬁ%7 e body of the applicable SSAP or
INT, readers will find documentation as to the re@ ption, rejection, or adoption with

modification of a particular GAAP pronouncemgpt.

law

t for a particular transaction or issue within the
Manual, one must consider the effect of ‘Wg That is, the Manual is not intended to preempt
states’ legislative and regulatory authority. intended to establish a comprehensive basis of
accounting recognized and adhered tg@f not in conflict with state statutes and/or regulations, or when
the state statutes and/or regulationS¥yce silent. For instance, if a state prohibits the admission of
goodwill, insurers domiciled in atigare required to nonadmit all goodwill instead of following
the NAIC guidance contaifted SAP No. 68—Business Combinations and Goodwill. Insurers
should refer to their state a ations regarding deviations from this manual.

... to obtain updates to t test pubivshed Manual
Each year there will odifications to the accounting pronouncements included in the Manual. As
ect

such, guidance is g e maintenance process. To address this, the NAIC provides updates on
@ pacting statutory accounting. To obtain access to the changes occurring
easy a user must pre-order the subsequent year’s Manual. Once access to the

... to identify the relationship between the Magfci
Once a reader has identified the accoun

during the
updates.i
tation that affects the Manual. To learn more about how to obtain updates to the
latest pu ed Manual, refer to the Maintenance Process page, which precedes the Table of
Contents.

... to learn how changes are made to the Manual and how to stay abreast of such changes
Appendix F contains several NAIC policy statements that document the process by which the Manual
will be modified. It also outlines the process by which the Statutory Accounting Principles (E)
Working Group (SAPWG) will conduct its business. Readers are able to track the development of
SAP Dby attending the national meetings of the SAPWG or through use of the NAIC website at
WWWw.naic.org.
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... to contact the NAIC regarding questions about the Manual

NAIC STAFF SUPPORT

Issue

Contact

Statutory Accounting and Reporting

Julie Gann
Senior Manager 1l, Accounting and Reporting

Statutory Accounting and Reporting

Robin Marcotte

816-783-8966

Statutory Accounting and Reinsurance

Jake Stultz

jgann@naic.org

Senior Manager 11, Accounti
816-783-8124 L 4
rmarcotte@naic.org Q
Senior Accounting Po visor
816-783-8481

jstultz@gaic

Statutory Accounting and SCA Valuations

TECHNICAL SUPPORT

Issue

Purposes and Procedures Manual o
Investment Analysis Office

Accounting Policy Advisor

aic.org

Fatimaﬁ i

SCA %

3 889
(Jzal

ecurities Valuation Office

One New York Plaza, Suite 4210
New York, NY 10004
212-398-9000
securitiessupport@naic.org

NAIC Products—A

816-783-8300
prodserv@naic.org

Assistance with Annua

Statutory Accounting and Reporting Help Line
816-783-8400

Updates

and Statutory ounting
Subscribe t ccounting Electronic

http://naicforum.naic.org/statacctupdates.htm

General Assistance

816-783-8500
Monday-Friday, 8:30 a.m. — 5:00 p.m. Central
help@naic.org
WWWw.naic.org
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Summary of Changes to the

As of March 2017 Accounting Practices and Procedures Manual
included in the As of March 2018 Version

The following represents a summary of the changes that were made to the As of March 2017 Accounting
Practices and Procedures Manual (Manual) to create the As of March 2018 version.

The first section summarizes substantive revisions to statutory accounting principles. Substantive
revisions introduce original or modified accounting principles. Substantive revisions e reflected in

an existing SSAP or a new SSAP. When substantive revisions are made to an existi

the SSAP identifies the substantive changes and effective date of the substantive revisidgs. If substantive

revisions in an existing SSAP are depicted by underlines (new language) andgstrike
language), this tracking will not be shown in subsequent manuals. Substafivel ¢

ghs (removed
SSAPs and new

purposes. If language in an existing SSAP is superseded, the superse

SSAPs usually refer to a corresponding issue paper that will reflect the iveisions for historical
d ngtge is shaded, with the
re

reader referred to the new or substantively revised SSAP. SSAPs th
interpretations that are nullified are included in Appendix H.
The second section summarizes the nonsubstantive reggsi

Nonsubstantive changes are characterized as language aari
intent of a SSAP, or changes to reference material. Non

pletely superseded and

utory accounting principles.
% hich do not modify the original

anges are depicted by underlines

(new language) and strikethroughs (removed language) ghd ot be shown as marked in subsequent
manuals. Nonsubstantive revisions are effective w d unless a specific date is noted within the
agenda item.

The third section summarizes any revisions 4 th

%ces in the Manual.

ing¥rinciples

Description

RemoveS§glv O-identified instruments from the definition of a bond and
ovides separate statutory accounting guidance. Incorporates the
inition of a “security” in the definition of a bond and defines various
ments noted in the standard.

Section Reference
SSAP No. 26R 2013-36
SSAP No. 35R

quires discounting of long-term care guaranty fund assessments and
elated assets.

Allows net asset value as a practical expedient to fair value, either when
specifically named in a SSAP or when specific conditions exist.

Statutory Accounting Principles

Description

2017-02

Clarifies that restricted cash and cash equivalents shall not be reported as
operating, investing or financing activities, but shall be reported with cash
and cash equivalents when reconciling beginning and ending amounts on
the cash flow statement. Requires information on restricted cash, cash
equivalents and short-term investments is in the restricted asset disclosure.

SSAP No. 103R

AP No. 2R .. . L
SS © Deletes transition footnotes detailing application for the 2016 year-end and
SSAP No. 26 2017-01EP | .~ . .
interim 2017 financial statements for money market mutual funds.
SSAP No. 30
SSAP No. 2R 2017-23 Clarifies that acquisitions and disposals of shares in money market mutual

funds are not subject to the wash sale disclosure.
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Summary of Changes to the

As of March 2017 Accounting Practices and Procedures Manual

2. Nonsubstantive Revisions — Statutory Accounting Principles (continued)

Section Reference Description
SSAP No. 12 Adopts with modification ASU 2016-09, Improvements to Employee
SSAP N '10 AR 2017-05 | Share-Based Payment Accounting and incorporates the U.S. GAAP
0. simplifications to the accounting for share-based payments.
Adopts with modification ASU 2017-10, Determining the Customer of the
SSAP No. 22 2017-17 | Operation Services and clarifies the customer of servicegconcession
arrangements.
Clarifies that recognized losses from other-than-tempora gpairments
2016-41 shall be recorded entirely to either the asset valuation rgs R) or the
interest maintenance reserve (IMR) in accofélance the annual
statement instructions.
SSAP No. 26R Expands the definition of a “bank loan” to 4 k loans directly
2017-10 | . . .
issued by a reporting entity.
2017-13 | Rejects ASU 2017-08, Premium Amortizati chased Callable Debt
Securities and retains the “yield-toguo orazation methodology.
SSAP No. 30 Adopts with modification ASU® stments-Equity Method and
SSAP No. 48 2016-47 | Joint Ventures, providing gui oI'Gthe prospective application of
SSAP No. 97 equity method accounting.
SSAP No. 37 2016-39 Slarlflgs tha}:[ the icope of W37—Mortgage Loans includes both a
participant” and “co-le ortgage loan.
SSAP No. 43R 2017-22 Rer_ngves outdte& n _|dance pertaining to the 20(_)9 sub§tant|ve
revisions and Lgsigtes tion and Answer Implementation Guide.
SSAP No. 55 Incorporatg disclosures from ASU 2015-09, Disclosures About
SSAP N ' 65 2015-37 Short-DuratiQes plcts, but rejects ASU 2015-09, with indication that
0. reporting entiticQghaf?i follow the statutory accounting disclosures.
Expand§{the disclosures for high deductible policies and adds a reporting
SSAP No. 65 2017-11 | threshorfgy,to an existing disclosure for unsecured high deductible
re
SSAP No.68 @e ASUs related to intangibles and incorporates guidance into
SSAP N '90 2017-19 A 0. 68—Business Combinations and Goodwill pertaining to
0. triggering events for impairment assessment.
Adopts ASU 2016-15, Classification of Certain Cash Receipts and Cash
SSAP No. 69 ayments (a consensus of the Emerging Issues Task Force) with language
clarifying the effective date and transition.
Revisions require disclosures on financing premiums in derivative
-48
SSAP contracts for year-end 2017.
2017-04 Clarifies that variation margin changes shall not be recognized as
“settlement” until the derivative contract has terminated and/or expired.
SSAP No. 92 Rejects ASU 2017-07, Improving the Presentation of Net Periodic Pension
SSAP No '102 2017-14 | Cost and Net Periodic Postretirement Benefit Cost and retains existing

statutory disclosures.
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Summary of Changes to the

As of March 2016 Accounting Practices and Procedures Manual

2. Nonsubstantive Revisions — Statutory Accounting Principles (continued)

Section Reference Description
Clarifies that limited statutory adjustments are required for all foreign
2017-20 | insurance SCA entities regardless of whether they have an audited U.S.
GAAP or audited U.S. foreign GAAP financial statement.
SSAP No. 97 Extends the Sub 1 filing to 90 days after the initial acquisition or formation
2017-08 of an SCA, and extends the Sub 2 filing deadline to August 31, with a
provision to allow a one-month deadline after the ate for an SCA
entity that regularly receives its audit report after Aqgust 3
SSAP No. 101 2016-45 Rejects ASU 2016-16, Intra-Entity Transfe ets Other than
Inventory. .
SSAP No. 104R 2017-16 Adopts _ASU 2017-09, Stock Comp% pe of Modification
Accounting.
SSAP No. 107 2017-26 Incorporates guidance to reflect hig t pool payments under the

3. Revisions to the Appendices

Section

Reference

S
Affordable Care Act risk adjustme@v as adjustments to premium.
y N

Appendix A

2017-09

A-010: Incorporates t
(CCCVT) into Exhibit

opendix.

2016-44

nal language from the Life and Health
odel Regulation (#791) to note that the
shall constitute the entire agreement and that
iged to be signed by all parties to be effective.

A-791: Incorporat
Reinsurance Agy®

Appendix B

2016-43

01-25: Accounting for U.S. Treasury Inflation-Indexed
ited to direct obligations of the U.S. government.

Appgadix

2017-01EP
AG 34

AG 39

Guideline  XXXIV—Variable Annuity Minimum

e Death Benefit Reserves and Actuarial Guideline XXXIX—
eserves for Variable Annuities With Guaranteed Living Benefits from
endix C, noting that both have not been in effect since 2009.

visions in Section 8D of Actuarial Guideline XXXVIII—The Application
the Valuation of Life Insurance Policies Model Regulation establish the
most recent version of the Valuation Manual as the appropriate statutory
authority, and indicates in Section 8E that policies issued after Jan. 1,
2013, that are being valued under PBR are no longer subject to AG 38.

AG 48

2017
Valuations

Revisions to Actuarial Guideline XLVIII—Actuarial Opinion and
Memorandum Requirements for the Reinsurance of Policies Required to
be Valued under Sections 6 and 7 of the NAIC Valuation of Life Insurance
Policies Model Regulation (Model 830) clarifies that the 2017 CSO
mortality table is to be used for all years of issue when applying the
actuarial method as required by Section 6 of the Term and Universal Life
Insurance Reserve Financing Model Regulation (#787).

AG 49

Revisions to Actuarial Guideline XLIX—The Application of the Life
Illustrations Model Regulation to Policies With Index-Based Interest;
clarify that effective March 1, 2017, Section 4 and Section 5 shall be
effective for all in-force life insurance illustrations on policies within the
scope of AG 49, regardless of the date the policy was sold.
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Summary of Changes to the

As of March 2017 Accounting Practices and Procedures Manual

3. Revisions to the Appendices (continued)

Section Reference Description
Appendix C New Actuarial Guideline LI—The Application of Asset Adequacy Testing
PP AG 51 to Long-Term Care Insurance Reserve requires performing stand-alone

(continued)

asset adequacy analysis of long-term care blocks.

Rejected as Not Applicable to Statutory Accounting:

ASU 2017-02, Clarifying When a Not-for-Profit Entity That General

2017-06 | Partner or a Limited Partner Should Consolidate a For- mited
Appendix D Partnership or Similar Entity
2017-07 | ASU 2017-03, Amendments to SEC Guidance
2017-15 ASU 2013-08, Financial Services — Investment &)
to the Scope, Measurement, and Disclosure ReG S
Issue Paper No. 143R—Guaranty Fundy A ents documents
2017-27 substantive revisions adopted to SSAP INo. uaranty Fund and
Other Assessments related to assessments insglvencies of entities that
wrote long-term care insurance.
Issue Paper No. 156—Bonds dofupe grantive revisions to SSAP No.
Appendix E 2013-36 | 26—Bonds to remove SVO-idengiiegins&iments from the definition of a
PP bond, incorporate the definitio rity” in the definition of a bond,
and to define various instr ed in the standard.
Issue Paper No. 157
2017-24 | TEVisions Fo SSAP, 0.
as a practical exped
SSAP or wh
2010-08 | NAIC Pol
Appendix F NAIC Policy t on Coordination of the Accounting Practices and
2016-13 | Proceduses Manuarand the Purposes and Procedures Manual of the NAIC
Investrigiint Analysis Office
Appendix G N %10 impacting this appendix were adopted in 2017.
. Extension of Ninety-Day Rule for the Impact of Hurricane
a Hurricane Irma and Hurricane Maria allowed an optional,
Appendix H 2017-29 orary 60-day extension of the normal 90-day rule pertaining to

premium receivables for policies impacted by the noted hurricanes. INT
17-01 was effective immediately and was nullified Feb. 16, 2018.
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Appendix C
Actuarial Guidelines

Introduction

The NAIC Life Actuarial (A) Task Force and the Health Actuarial (B) Task Force, formerly known as the
Life and Health Actuarial Task Force, have been asked on many occasions to assist a particular state
insurance department in interpreting a statute dealing with an actuarial topic relative to an unusual policy
form or situation not contemplated at the time of original drafting of a particular, ute. The Life
Actuarial (A) Task Force and the Health Actuarial (B) Task Force, in developin i
guideline, must often consider the intent of the statute, the reasons for initially adopti statute and the
current situation. The Life Actuarial (A) Task Force and the Health Actuarial (B e feel that for
those situations which are sufficiently common to all states, that the publi& ial guidelines on
Id

these topics would be beneficial to the regulatory officials in each state w&mote uniformity in
regulation which is beneficial to everyone. To this end, the Life Actuari Force and the Health
Actuarial (B) Task Force have developed certain actuarial guidelines ntinue to do so as the
need arises. The guidelines are not intended to be viewed as statutogy rev s but merely a guide to be
used in applying a statute to a specific circumstance.

TABLE OF CONTENTS Q\Q

No. Title
Actuarial Guidelines Contents...............;

I Interpretation of The Standard Valuati
Policies Whose Valuation Net Prgmi
Collected.......cccovvviveireiineinnes
1| Reserve Requirements WithgRg
Funds Held Relative 4
Il Interpretation of Minintg
Nonforfeiture Law For
Actuarial Interpretatj

VI
VIII
IX lassification of Individual Single Premium Immediate Annuities For

ion of the Valuation and Nonforfeiture Laws...........ccoceeeveiiiiincncniennn,

IX-A ubstandard Annuity Mortality Tables In Valuing Impaired Lives Under

IX-B cation of Methods Under Standard Valuation Law For Individual Single
Premium Immediate Annuities, Any Deferred Payments Associated
Therewith, Some Deferred Annuities, and Structured Settlements Contracts.......... AGI9B-1

IX-C Use of Substandard Annuity Mortality Tables in Valuing Impaired Lives Under

Individual Single Premium Immediate ANNUITIES .......ccccviiiiiiiiiiii e AGO9C-1
X Guideline For Interpretation of NAIC Standard Nonforfeiture Law For

Individual Deferred ANNUILIES........c.coiiiiiiiiiiee e AG10-1
XI Effect of an Early Election By an Insurance Company of an Operative Date

Under Section 5-C of the Standard Nonforfeiture Law For Life Insurance............. AG11-1
Xl Interpretation Regarding Valuation and Nonforfeiture Interest Rates ..............ccoccevenee. AG12-1
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No. Title Page
Xl Guideline Concerning the Commissioners’ Annuity Reserve Valuation Method......... AG13-1
XV Surveillance Procedure For Review of the Actuarial Opinion For Life and

HEAITN TNSUFEIS ..ottt ee e eraenae s AG14-1
XV Illustrations Guideline For Variable Life Insurance Model Regulation............c.cccco.... AG15-1
XVII Calculation of CRVM Reserves When Death Benefits Are Not Level..........c..c.ccoe....e. AG17-1
XVIII Calculation of CRVM Reserves On Semi-Continuous, Fully Continuous or

Discounted CONtINUOUS BaSIS.........civiieriiiiaieiieiiese e sie et se e nnes
XIX 1980 CSO Mortality Table With Ten-Year Select Mortality Factors
XX Joint Life Functions For 1980 CSO Mortality Table .........ccccccevvveveveireveneceeeeen [,
XXI Calculation of CRVM Reserves When (B) Is Greater Than (A) and
Some Rules For Determination of (A) ...
XXI1I Interpretation Regarding Nonforfeiture Values For Policies With
Indeterminate PremiUmS. .......oviiierierieieieescse e i
XX Guideline Concerning Variable Life Insurance Separate Account
INVESTMENTS. ...t
XXIV Guidelines For Variable Life Nonforfeiture Values............ccoccoo et
XXV Calculation of Minimum Reserves and Minimum Nonforfeiture
For Policies With Guaranteed Increasing Death Bengfi
AN INAEX oot r'S
XXVI Election of Operative Dates Under Standard Valuatio

Standard Nonforfeiture Law—June 3, 1989 .......
XXVII Accelerated BenefitS......cccccvvveeeevciiee v
XXV Statutory Claim Reserves For Group Long-Ter i

With A Survivor Income Benefit Provisigif ... e
XXIX Guideline Concerning Reserves of CorfipaniVsg

XXX Guideline for the Application of Plap nteed Interest
Contracts (GICs) With Benefi i yment Provisions Used

to Fund Employee Benefit REINS ......... 8 oo AG30-1
XXXI Valuation Issues vs. Policy Form 73 B ettt a e AG31-1
XXXII Reserve for Immediate Payment of CREIIS ........ooiiieiieee e AG32-1
XXXIII Determining CARVM Reseyftes For Annuity Contracts With Elective
2 T 1 . SRR AG33-1
XXXIV Variable Annuity Mingftig nteed Death Benefit RESErves ..........ccccoovvvneiennne. AG34-1
XXXV The Application ¢ % ssioners Annuity Reserve Method to
Equity Indexe NOMRIY ... AG35-1
XXXVI The Application of th&gommissioners Reserve Valuation Method to
Equity ed Life INSurance POLICIES. .........ccoiviiiiiiieeeee e AG36-1
XXXVII  Variable Li rance Reserves For Guaranteed Minimum Death
B N S i - ettt sbe e e e e anee e AG37-1
XXXVIII @ of the Valuation of Life Insurance Policies Model
B bbbttt AG38-1
XXXIX or Variable Annuities With Guaranteed Living Benefits ...........cccocvvnenn AG39-1
XL or Valuation Rate of Interest For Funding Agreements and
aranteed Interest Contracts (GICs) With Bail-Out Provisions..............c.cccceeveueee. AG40-1
XLI Projection of Guaranteed Nonforfeiture Benefits Under CARVM .........ccccovvviinnnnnn AG41-1
XLII The Application of the Model Regulation Permitting the Recognition of
Preferred Mortality Tables For Use In Determining Minimum Reserve
[T o] 1 (=TSPTSRO AG42-1
XLII CARVM For Variable ANNUITIES ........coveiiiieiciice e AG43-1
XLIV Group Term Life Waiver of Premium Disabled Life ReSErves.........cccccoevevvvviveriennn, AG44-1
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No. Title Page
XLV The Application of the Standard Nonforfeiture Law For Life Insurance

to Certain Policies Having Intermediate Cash BenefitS..........ccccvvvvvivviiviievecine AG45-1
XLVI Interpretation of the Calculation of the Segment Length With Respect to

the Life Insurance Policies Model Regulation Upon a Change in the

Valuation Mortality Rates SUDSeQUENT t0 ISSUE.........cccviiiiriiiiiiciec e AG46-1

XLVII The Application of Company Experience in the Calculation of Claim
Reserves Under the 2012 Group Long-Term Disability Valuation

JLIE: 0] S AG4T7-1
XLVII Actuarial Opinion and Memorandum Requirements for the Reinsurance
-2016 of Policies Required to be Valued Under Sections 6 and 7 of the NAIC
Valuations Valuation of Life Insurance Policies Model Regulation (Model #83( W AG48-1
XLV Actuarial Opinion and Memorandum Requirements for the Regnsu @
-2017 of Policies Required to be Valued Under Sections 6 and 7 of th )
Valuations Valuation of Life Insurance Policies Model Regulation (Mo e& ...................... AG48-1
XLIX The Application of the Life Illustrations Model Regulatio
With INdeX-Based INTErESt.........c.oiiiiiiiieieieieeiene g e S eereesreeneeseesreeneeeens AG49-1
L 2013 Individual Disability Income Valuation Table Acttdgi deline ........ccovenen. AG50-1
LI The Application of Asset Adequacy Testing t0.4.0n4
INsurance RESEIVES........cccccvvviiveeiiieiinens Q@ Qe e AG51-1

Actuarial Guidelines — Appendices............ \ .............................................. C-1
C-1  Appendix to Guidelines—Maxi &ve aluation and Maximum

Life Policy Nonforfeiture Inte ate
C-2  Interpretations of the Emergi Issues (E) Working Group with

respect to Actuarial Gide VI1I—The Application of the

Valuation of Life Insur P s Model Regulation..............cccoccevivennene, C-37

Actuarial INT 0 8 Actuarial INT 27........... C-66
Actuarial INT 0 39 Actuarial INT 28........... C-67
Actuarial INT 03 &40 Actuarial INT 29........... C-68
Actuarial INTg4......... S C-41 Actuarial INT 30........... C-70
Actuarial INRLO5.......... C-42 Actuarial INT 31........... C-71
Actuarial ANTE8,........... C-44 Actuarial INT 32........... C-72

uarill INWO7.......... C-45 Actuarial INT 33............ C-73

rMQLINTADS........... C-46 Actuarial INT 34........... C-74
Al i vl 09........... C-47 Actuarial INT 35........... C-75
Actuarla®!NT 10........... C-48 Actuarial INT 36........... C-76
ctuarial INT 11........... C-49 Actuarial INT 37........... C-77
rial INT 12........... C-50 Actuarial INT 38........... C-78
ctuarial INT 13........... C-51 Actuarial INT 39........... C-79
ctuarial INT 14........... C-52 Actuarial INT 40........... C-81
Actuarial INT 15........... C-53 Actuarial INT 41........... C-82
Actuarial INT 16........... C-54 Actuarial INT 42........... C-84
Actuarial INT 17........... C-55
Actuarial INT 18........... C-56
Actuarial INT 19........... C-57
Actuarial INT 20........... C-58
Actuarial INT 21........... C-59
Actuarial INT 22........... C-61
Actuarial INT 23........... C-62
Actuarial INT 24........... C-63
Actuarial INT 25........... C-64
Actuarial INT 26........... C-65

© 1999-2018 National Association of Insurance Commissioners C-iii



Appendix C

Actuarial Guidelines

Revision of
Guideline Date Adopted Earlier
No. Title By NAIC Interpretation of Guideline
Interpretation of The Standard
Valuation Law Respect to the
I - - -
Valuatlo_n of Policies Whose Dec. 1978 Standard Valuation Law No
(AG 1) Valuation Net Premiums
Exceed the Actual Gross
Premium Collected
Reserve Requirements With
T Respect to Interest Rate ) 4
Guidelines on Active Life Dec. 1978 Standard N No
(AG2) | Funds Held Relative to Group
Annuity Contracts
Interpretation of Minimum
I Cash Surrender Benefit Under forfeiture
Standard Nonforfeiture Law Dec. 1978 or Individual No
(AG3) For Individual Deferred d Annuities
Annuities
Actuarial Interpretation
v i ini
Regarding Mlnlmum Reserves Dec Standard Valuation Law Yes
(AG 4) For Certain Forms of Term
Life Insurance *
Interpretation Regarding .
V
Acceptable Approximations 1979 Stilnd"}rd fV _aluatllf)n and No
(AG ) For Continuous Functions onforfeiture Laws
VI Interpretation Regarding Use of Standard Valuation and
Single Life or Joint Lif; ec. 1979 Standard Nonforfeiture Yes
(AG 6) Mortality Tables 20 June Law for Life Insurance
InterpretationgRe .
VIl
Calculation Dec. 1979 Standard V_a luation and No
(AG7) Level A s Nonforfeiture Laws
VI The Valgation of Indi¥idual
Single ium Deferred Dec. 1980 Standard Valuation Law No
(AG 8) ;
- |glzalglr0er:nci)5m Standard Valuation Law
IX > i
iate Annuities For June 1981 and Standard No_nforfelture No
(AG 9 d . Law for Individual
pplication of the Valuation -
. Deferred Annuities
d Nonforfeiture Laws
Use of Substandard Annuity
IX-A i i
Mortallty Tabl_es In Valuing June 1989 Standard Valuation Law No
(AG 9-A) Impaired Lives Under
Structured Settlements
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Actuarial Guidelines

Appendix C

Revision of
Guideline Date Adopted Earlier
No. Title By NAIC Interpretation of Guideline
Clarification of Methods Under
Standard Valuation Law For
Individual Single Premium
IX-B i iti
Immediate Annuities, Apy Dec. 1988 Standard Valuation Law, No
(AG 9-B) | Deferred Payments Associated
Therewith, Some Deferred
Annuities, and Structured
Settlements Contracts @
Use of Substandard Annuity
IX-C Mortality Tables in Valuing
Impaired Lives Under March 2001 Standard Vylua Law No
(AG 9-C) Individual Single Premium
Immediate Annuities
Guideline For Interpretation of N @ Nonforfeiture
X NAIC Standard Nonforfeiture { L
. Dec. 1981 ay tor Individual No
(AG 10) | Law For Individual Deferred ferred Annuities
Annuities
Effect of an Early Election By
an Insurance Company of an
Xl Operative Date Under Section B Standard Nonforfeiture No
(AG 11) 5-C of the Standard \ Law for Life Insurance
Nonforfeiture Law For Life
Insurance
1983
X Interpretation Regardin Standard Valuation Law
Valuation and Nonforfei ) and Standard Nonforfeiture No
(AG 12) Interest Rates Withdrawn March | |aw for Life Insurance
1993
X111 Guideline C
Commissione March 1985 Standard Valuation Law No
(AG 13) Reserv uation M®thod
Surveilla rocedure For
XIV - N - - - -
R_e t_ ctuarial Dec. 1985 Instructions f_or Financial No
(AG 14) in ife and Health Examiners
surers
XV ions Guideline For . .
riable Life Insurance Model June 1986 Va'r\l/laob(:glLRi];e LT;EL‘?% No
(AG 15) Regulation g
XVI Calculation of CRVM Reserves
On Select Mortality and/or Dec. 1986 Standard Valuation Law No
(AG 16) Split Interest
Calculation of CRVM Reserves .
XVII
When Death Benefits Are Not Dec. 1986 Standard l\_lonforfelture No
(AG 17) Law for Life Insurance
Level
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Actuarial Guidelines

Revision of
Guideline Date Adopted Earlier
No. Title By NAIC Interpretation of Guideline
Calculation of CRVM Reserves
XVII i- i
On ngl Contmupus, Fully Dec. 1986 Standard Valuation Law No
(AG 18) Continuous or Discounted
Continuous Basis
NAIC Procedure for
Permitting Same Minisgs
XIX 1980 CSO Mortality Table Nonforfeiture Stand
With Ten-Year Select Dec. 1986 Men and Wo No
(AG 19) Mortality Factors Under 1980
CET Mo
Mode
XX Joint Life Functions For 1980
(AG 20) CSO Mortality Table Dec. 1986 St No
Calculation of CRVM Reserves *
XXI
When (B) Is Greater Than (A) June 1987 dard Valuation Law No
(AG 21) and Some Rules For
Determination of (A)
Interpretation Regarding
XX Nonforfeiture Values For 4 Standard Nonforfeiture NG
(AG 22) Policies With Indeterminate Law for Life Insurance
Premiums
Guideline Concerning Variabl . .
XX
Life Insurance Separate 1987 Valr\l/laob(:;LRiZe LT;EL?]nce No
(AG 23) Account Investments 9
Standard Nonforfeiture
XXIV Guidelines For Varia i Law For Life Insurance and
. June 1987 . . No
(AG 24) Nonforfeit Variable Life Insurance
Model Regulation
Calculation of
Reser nd Minimum
XXV
Nopfor I \Values For Oct. 2010 Standard Valuation Law Yes
(AG 25) Polighes With Slaranteed
% eath Benefits
amiOn an Index
of Operative Dates .
XXVI der Standard Valuation Law Standard Valuation Law
. Dec. 1989 Standard Nonforfeiture No
(AG 26) Standard Nonforfeiture Law
Law—June 3, 1989
XXVII Standard Valuation Law
Accelerated Benefits June 1991 Standard Nonforfeiture No
(AG 27) Law
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Actuarial Guidelines

Revision of
Guideline Date Adopted Earlier
No. Title By NAIC Interpretation of Guideline

Standard Valuation Law
Minimum Reserve
Dec. 1991 Standards for Individual No
and Group Health
Insurance Contracts

Statutory Claim Reserves For
XXV | Group Long-Term Disability
(AG 28) Contracts With A Survivor
Income Benefit Provision

XXIX | Guideline Concerning Reserves
(AG 29) of Companies in Rehabilitation

Dec. 1992 Standard Valuatio No
Guideline for the Application

&
of Plan Type to Guaranteed N\
XXX i
Interest Contracts (GICs) With Dec. 1992 Stand @ Law

(AG 30) | Benefit Responsive Payment No
Provisions Used to Fund
Employee Benefit Plans
XXXI Valuation Issues vs. Policy .
(AG 31) Form Approval Dec. 1992 Valuation Law No
XXX Reserve for Immediate .
(AG 32) Payment of Claims Dec. 199 tandard Valuation Law No
Determining CARVM
XXX i
Reserves qu Annmj[y Standard Valuation Law Yes
(AG 33) Contracts With Elective
Benefits
XXXIV Variable Annuity Minimum
Guaranteed Death Benefi Standard Valuation Law Yes

AG 34
(AG 34) Reserves Repealed Dec. 2009

The Application %
XXXV icgi

commissio . Dec. 1998 Standard Valuation Law No
(AG 35) Reserve Meth v

Indexed Annu

The MM the
XXXVI oo i

CompR P Reserve June 2000 No

Standard Valuation Law

(AG 36) thod to Equity
I e Misurance Policies
XXXV Jable Life Insurance

Reserves For Guaranteed Oct. 2001 Standard Valuation Law No

(AG 37) Ainimum Death Benefits

XXXV The Application of the The Valuation of Life
Valuation of Life Insurance Aug. 2017 Insurance Policies Model Yes
(AG 38) Policies Model Regulation Regulation
NXXIX Reserves For Variable Sept. 2008
(AG 39) Annuities With Guaranteed Standard Valuation Law Yes
Living Benefits Sunset Dec. 2009
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Actuarial Guidelines

Revision of
Guideline Date Adopted Earlier
No. Title By NAIC Interpretation of Guideline
Guideline For Valuation Rate
XL of Interest For Funding
Agreements and Guraranteed Sept. 2003 Standard Valuation Law No
(AG 40) | |nterest Contracts (GICs) With
Bail-Out Provisions
- Standard Valuation
Projection of Guaranteed
XLI
Nonforfeiture Benefits Under June 2006 and Standard %o_nf No
(AG 41) CARVM Law for | 09
The Application of the Model
Regulation Permitting the
XLII Recognition of Preferred
(AG 42) Mortality Tables For Use In Sept. 2007 No
Determining Minimum Reserve S ing Minimum
Liabilities e Liabilities
XLIII i
CARVM Fo_r_VarlabIe March 200 Standard Valuation Law Yes
(AG 43) Annuities
XLIV Group Term Life Waiver of
Premium Disabled Life Pec. Standard Valuation Law No
(AG 44) Reserves
The Application of the
XLV Stand_ard Nonforfeiture La\_/v 22008 Standard Nonforfeiture
For Life Insurance to Certain Law No
(AG 45) | policies Having Intermedi
Cash Benefits
Interpretation of
Calculation o
XLVI Length With The Valuation of Life
Life Insurance ; Sept. 2009 Insurance Policies Model No
(AG 46) Regulati pon a Cli@nge in Regulation
the Valuat ortality Rates
pemgLe Issue
@ bn of Company
icimaghl the Calculation
XLVII
Reserves Under the Dec. 2016 ResTe?\?ezl?\ilcEzelln;ueraSIﬁion Yes
(AG 4 roup Long-Term g
isability Valuation Table
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Appendix C

Revision of
Guideline Date Adopted Earlier
No. Title By NAIC Interpretation of Guideline
Actuarial Opinion and
XLVIII Memorandum Requirements
for the Reinsurance of Policies . .
(AG- ) Required to be Valued under Aug. 2016 InISrea;/cael L:Da(;[:?cr}eosfl\lﬁgge Yes
Applies to | Sections 6 and 7 of the NAIC g- Reaulation
2016 Valuation of Life Insurance g
Valuations|  policies Model Regulation
(Model #830) S
Actuarial Opinion and
XLVHI Memorandum Requirements
(AG 48) for the_ Reinsurance of Policies The Valuseo of Life
; Required to be Valued under Aug. 2017 Insura oliftes Model Yes
Applies to | Sections 6 and 7 of the NAIC g- ion
2017 Valuation of Life Insurance
Valuations|  policies Model Regulation
(Model #830)
The Application of the Life .
XLIX | Ilustrations Model Regulation The Life Insurance
- . Dec. 2 Illustrations Model Yes
(AG 49) | to Policies with Index-Based Requlation
Interest * g
L 2013 Individual Disability The Health Insurance
Income Valuation Table 6 Reserves Model Regulation No
(AG 50) Actuarial Guideline (Model #10)
LI The Application of Asset Asset Adequacy Analysis
Adequacy Testing to Lon ug. 2017 Required by the NAIC No
(AG51) | Term Care Insurance Resk Valuation Manual (VM-30)
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Actuarial Guideline |

INTERPRETATION OF THE STANDARD VALUATION LAW RESPECT TO THE
VALUATION OF POLICIES WHOSE VALUATION NET PREMIUMS EXCEED THE ACTUAL
GROSS PREMIUM COLLECTED

1. The purpose of this guideline (items 2 and 3 below) is to clarify the intent of the Standard
Valuation Law.

2. The method of valuation promulgated by the model legislation adopted by the in December
1976 for the valuation of life insurance policies whose valuation net premiu xceet® the actual
gross premiums collected is a change in method of reserve calculation an ge in reserve
standards. Q

L 4
a

3. For policies so valued the maximum permissible valuation e and the applicable

mortality basis specified is that in effect at the date of issue Ofsém
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Actuarial Guideline 11

RESERVE REQUIREMENTS WITH RESPECT TO INTEREST RATE GUIDELINES
ON ACTIVE LIFE FUNDS HELD RELATIVE TO GROUP ANNUITY CONTRACTS

As part of the determination of the aggregate minimum group annuity reserves, a computation must be
made of minimum reserves for deposit administration group annuity funds with interest rate guarantees
including all such funds pertaining to possible purchase of group annuities whether such funds are held in
a separate account or in a general account, whether shown as premiums, advance premiums, auxiliary

procedure and minimum standards described below shall be applicable for the Dece 31 cafendar year
“y” valuation giving recognition to the dates deposits were made. Where ap@®gcia®y and with the
approval of the commissioner, recognition may be given to the extent angl ti
life funds to purchase annuities, expense assessments against the funds, an
minimum reserves. In no event shall the reserve be less than the tra

Approximate methods and averages may be employed with the approva issioner.

To the extent that the application of these valuation procedures and dar ould require a company to
establish aggregate minimum reserves for group annuities and re n excess of reserves which it
would not otherwise hold if these valuation procedures apd SW ilid not apply, such company shall
set up additional reserve liability shown in its general acc% cparate account, whether shown in
Exhibit 8 or elsewhere.

The valuation procedures and standards specified inggis line shall not be applicable to the extent
that the valuation procedures and standards relatipgmsto es for deposit administration group annuity

funds with interest rate guarantees (i.e.gQro ity and guaranteed interest contracts) in the
amendments to the Standard Valuationtg by the National Association of Insurance
Commissioners in December 1980, & IC amendments, have become applicable in a
jurisdiction.

For funds receive:

(1) Prior to calendar year 19¢®, follow the procedure used at that time.

2 In calendar ye eryfollow the minimum standards described below:

0 guaranteed interest rates in excess of 6% on future contributions to
be receivetigaore than one year subsequent to the valuation date.

inimum reserve shall be equal to the sum of the minimum reserves for funds
ib(r@ole to contributions received in each calendar year.

ere Vy = Minimum reserve for funds attributable to contributes received in calendar
yeary.

Vy = [C:y x(1+ igy)”]/(l + ipy)n
Cy=

Portion of guaranteed fund attributable to contributions received in
calendar year y

iqw = Interest rate guaranteed under the contract with respect to funds
attributable to contributions received in calendar yeary.

i, = Lowest of:
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(b)

Appendix C

@ The net new money rate credited by the company on group
annuity funds attributable to contributions received in calendar
year y less .005; or

2 igy; or
3 imy; Where

Q) imy = for calendar years y + 1 through y + 10, the values

shown in the table of values of i, di ed each

year by the Central Office of
Association of Insurance Commissiags

(i) imy = for calendar yearsy + 11 alﬁkt\
h \n

ining as of the

n= Number of guarantee years, and fractions t
December 31 valuation.
Contracts having guaranteed interest rates in exce 70 W re contributions to be

received more than one year subsequent to the valgatiC

(9]

The same procedures as set forth under (a) abovgtsha uSed except that the deduction
under (1) of ipy shall be .01 instead of .005 Iyfor calendar years y + 1 through y +
10 shall be reduced by .005.

Tablegf V my

(Effective for 31, 1977 Valuation)

Calendar Yeary in Whi Value of i, for Calendar Years
Contributions Were Receiv y +1 Throughy + 10

.089

.087

.081

.084

.100

124

.145
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Actuarial Guideline 111

INTERPRETATION OF MINIMUM CASH SURRENDER BENEFIT UNDER STANDARD
NONFORFEITURE LAW FOR INDIVIDUAL DEFERRED ANNUITIES

Section 6 of the model bill as written does not require that cash surrender benefits to be paid; but where
they are paid, it requires that such cash surrender benefits grade into maturity value using an interest rate
not more than one percent higher than the rate specified in the contract for accumulating net
considerations. While this method will be suited for contracts having a sales load at issug, it may create a
problem for contracts having surrender charges for cash surrender.

For contracts providing cash surrender values, the cash surrender value at maturijy§a at least equal
to the minimum nonforfeiture amount at maturity as defined in Section 4. es of calculating
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Actuarial Guideline 1V

ACTUARIAL INTERPRETATION REGARDING MINIMUM
RESERVES FOR CERTAIN FORMS OF TERM LIFE INSURANCE

Scope

This interpretation recommended by the NAIC Technical Task Force to Review Valuation and
Nonforfeiture Value Regulation deals only with term life insurance without cash values which the owner
has the unilateral right to maintain in force until its stated expiry date, subject onl
required premiums which vary (generally increasing on a per $1000 basis) during t

and under which premium rates are guaranteed to the stated final expiry. This injsig

to such term plans valued on the 1958 CSO Mortality Table for the current‘erm @

Ten-year renewable term, five-year renewable term and one-year ren Nﬂ 0 a stated age with
hi

generally increasing premiums are titles commonly given to such policigs, terpretation concerns
itself with the actual coverage provided and is not controlled by the name@iven<e coverage.

applies only

Background Information

current term period of one-half the cost of insurance for t rm period, plus a deficiency reserve,
if any. The application of the Commissioners Reserye ethod to determine basic reserves and
deficiency reserves for such policies is subject to v g pretations as noted in Walter O. Menge’s
paper, “Commissioners Reserve Valuation Methags w at the time of construction of the Standard
Valuation Law.

Historically, reserves on one-year renewable term poli&e h sisted of a basic reserve for the
n
atio

...the adaptation of the commissigmg \ aluation method to fit policies for which the gross
cQomed a problem of generalization which, from a purely
mber of possible solutions, some of which are practical

and

For these reasaons, it irable not to formulate at this time any fixed rules for the valuation
of these unus olicies and riders. The second paragraph of Section 4 of the Standard
Valuation La
method used, whatdger it may be, must be consistent with that employed for uniform premium
policies iding uniform insurance benefits, thus leaving open the possibility of a choice of
several cOndgtent methods.2

Acceptgble @ hes

s to “consistent” reserves are suggested. The unitary policy approach considers such
ble premium policies up to the mandatory expiry date. Under this approach the valuation
net premgiums are a uniform percentage of gross premiums with the percentage fixed at issue date. If
appropriate deficiency reserves are held, this approach has great appeal. However, it is susceptible to
manipulation and illogical results. Reserves according to this approach should be acceptable only if the
company can demonstrate that actual reserves, including deficiency reserves, for all renewable term
business valued using this approach are of the same general magnitude as would occur using an approved
method as defined below.

The other approach is to hold policy reserves for only the current period of years (not necessarily equal to
the renewal period) during which the required premium per $1000 remains level, including deficiency
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AG IV Appendix C

reserves if appropriate. Additional reserves are established where net premiums, calculated on a basis
which reflects current mortality, exceed gross premiums for future periods of level premiums. Although
not speaking directly to valuation problems in this instance, the Hooker Committee report said:

The question was raised whether a policy providing term insurance for several years,
automatically followed by permanent insurance, should be considered as two separate policies for
the purpose of the Act. In the Committee’s opinion, the respective portions may be treated
separately if the portion providing permanent insurance takes the Company’s regular rate at the
then attained age. The rated age provision in the law appears to cover this point. However, the
Committee draws a distinction between policies providing purely term insurance fgio
permanent insurance at the company’s published rate at the attained age of conver
policies providing for an initial premium such that the increased premium i quent

duration differs from that for a new policy at the attained age. The‘atte pbviously
constitutes a single policy to which the formula should be applied at the uts\ﬂ
a

The second sentence of the above quotation lends support to the approach rating successive
periods of level premiums.

Under this interpretation, an approved method is any method which prag

equal to the sum of policy reserves, including deficiency re? %
premiums calculated on the basis of the applicable mortality an |§e C 3

rves greater than or
e current period of level
dards and reserve method
o according to the following

specified in the Standard Valuation Law plus additional reserve
applied uniformly to all such policies.

The present value of the excess of test premiums fge, f riods of level premiums for which
gross premiums are guaranteed over the respeglv sS premiums, such test premiums and
present values being calculated on the CommissiSriers’4L980 Standard Ordinary Mortality Table
with Ten-Year Select Mortality Factors t interest. For each plan of insurance with
separate rates for smokers and nons® surer may substitute the 1980 CSO Smoker and
Nonsmoker Mortality Tables with select Mortality Factors for the Commissioners’
1980 Standard Ordinary Mortality Tabl en-Year Select Mortality Factors.

In case a future gross premium exceedsglile test premium, the excess shall be considered zero and not a
negative amount. This is in accordan the principle of anticipating no future profits but providing
for all future losses.

Reinsured Business

If reinsurance is assum
to a level at least as
deficiency reserves ogfc
reserves on th rtic

der an agreement in which the reinsurer reserves the right to raise premiums
he net valuation premiums, the reinsurer is not required to establish
reserves, and the ceding company is not permitted to take credit for such
business which is required.

additional reserves as required by this interpretation for the period for which
reinsurance preigiums are guaranteed, and the ceding company may take credit for such reserves against
its deficiency and”additional reserves on the portion of the business which is reinsured to the extent
permitted by law.
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Adequacy of Reserves

Although the above alternative is acceptable as meeting the intent of the Standard Valuation Law, this
does not in any way relieve the certifying actuary of the insurance company from exercising his own best
judgment with respect to the appropriate reserves. In particular, the actuary should consider term contracts
of this nature when he states his opinion that aggregate reserves “make a good and sufficient provision for
all unmatured obligations of the company guaranteed under the terms of its policies” and “include
provision for all actuarial reserves and related statement items which ought to be established.”4

References
1. The Record, American Institute of Actuaries, Vol. XXXV, 1946, p. 270. Q
2. Ibid. p.300. ¢ O
3. 1947 NAIC Proceedings, 257. \\
m

4. Instructions for Completing NAIC Life and Health Annual Sgate lank, 1976, p. 1.
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Actuarial Guideline V

INTERPRETATION REGARDING ACCEPTABLE
APPROXIMATIONS FOR CONTINUOUS FUNCTIONS

Text

For reserves and values using continuous functions:

@  Dx =j D, dt Q
° O

By assuming that Dy is linear for 0<t<1 *

Dy = (Dy + Den)/2. \\

By assuming that the deaths in the year of age x to x+1 are diformigadistributed over that year of

age,
5 — 2 : 2 ’Q
x = [(8-d)/87]Dy+[(i-8)/6"] Dysa \
where: d = iv = i/(1+i) \&

8 = force of interest
i = interest rate ‘\%

1
(b) Cx= .[ Dx+t:ux+t dt
0

age,

C = (il5)Cy. O

By assuming that otal deaths are concentrated at the middle of the year of age,

By assuming that deatth year of age x to x+1 are uniformly distributed over that year of

(1+i/2)Cy.

under the policy are payable annually at the beginning of the policy year. Actuarial values which are
calculated under these two basic assumptions are described as being calculated using curtate functions.
For any specific mortality table and interest rate, all the necessary actuarial values are uniquely defined
for a policy using curtate functions.

The Standard Valuation Law and the Standard Nonforfeiture Law define minimum reserves and minimum
nonforfeiture values, respectively, for life insurance policies using curtate functions. These two model
laws originated in the early 1940s when almost all insurance companies were using the two basic
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assumptions inherent in the curtate functions. However, the wording of the model laws does not prohibit
insurance companies from using other assumptions if the resulting reserves and nonforfeiture values will
always be at least as large as the minimum amounts defined in these laws.

Nowadays, many insurance companies do prefer to use alternative assumptions in computing the reserves
and nonforfeiture values for their life insurance policies. These companies consider the alternative
assumptions more appropriate for their policies. These alternative assumptions are: (1) that all death
benefits are payable immediately upon death and (2) that all gross premiums due under the policy are
payable continuously throughout the policy year.

Actuarial values which are calculated under both of the alternative assumptions, pertaini®y to th

benefits and gross premiums, are described as being calculated using continuous functiong r, the

underlying mathematics for continuous functions involves two integrals, represen @ actuarial
)

functions C, and D,, which must be approximated. In the past, there has been some gisagge t among
actuaries as to which approximations for the two integrals are the most suitab % the use of
erjCal amounts for

ies Were working with

different approximations for these two integrals, actuaries have obtained differ
the necessary actuarial values using continuous functions even though these act

the same mortality table and interest rate.
% values assuming: (1) that
oreniums due under the policy

penies are using the alternative
pert@ining to gross premiums. The
s involves the integral C,, which
er gives rise to essentially the same

Some insurance companies prefer to calculate their reserves and nd
death benefits are payable immediately upon death and (2) that aﬂ
are payable annually at the beginning of the policy year. Thus, t
assumption pertaining to death benefits and the basic as
underlying mathematics for the combination of these two
must be approximated. Thus, the use of these two assumpiiains
problem as using continuous functions. P
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Actuarial Guideline VI

INTERPRETATION REGARDING USE OF SINGLE LIFE OR JOINT LIFE
MORTALITY TABLES 20 JUNE 1983

The Standard Valuation Law and the Standard Nonforfeiture Law for Life Insurance apply to policies
which provide joint life insurance benefits as well as to policies which provide single life insurance
benefits. References in these laws to plans such as “nineteen-year premium whole life” or “a whole life
policy...with uniform premiums for the whole of life” are to be interpreted as references to such plans
based on the same life status(es) as the policy for which minimum reserves or nonfo benefits are
being determined. For example, if the net level annual premium on the nineteen-yea miun?whole life
plan is needed to calculate the minimum reserve for a policy which insures tw;, pays a death
benefit at the first death, the premium is to be that for a policy which insugs nd pays a benefit
at the first death. The same principle would apply to a policy which i sur& e life, or a policy
0

@

which pays a benefit at the first death of more than two lives. The prin a pplies to a policy that
pays a benefit on the death of t-th life of n lives (t is greater than 1 but | qual to n).

Background Material

The great majority of life insurance policies provide singl
one specific individual as the named insured. A death b he basic policy is payable if this
named insured dies while the policy is in force. Usually, @er b further gross premiums due on and
after the death of this named insured. The basic& y provide endowment benefits which are

e benefits. These policies identify

conditional on the survival of this named insured. Th icy¥pes not contain any provisions whereby the

amount of the death benefits, endowment benefisswor premiums are affected by the survival or

nonsurvival of any other persons besides twins%ept possibly in the settlement option provisions
ich requires an extra premium.

or in the provisions of an attached term insura\
In contrast to policies which provig€” single’gife Thsurance benefits, policies which provide joint life

insurance benefits depend on the s
recently, virtually all policies which provig
insurance plan. Such policies paigghe face afmount as a death benefit on the death of the first of the named
insureds to die, provided that th@&&olicy was then in full force. No further gross premiums were due after
the death, and the policy termjimgte on payment of the death benefit.

)

ariety of new life insurance plans. For example, some policies provide for
on the death of the last to die of the named insureds.

Recently, there has b
companies have devel

fine an “expense allowance” which is added to the present value of the future
®ice benefits under the policy, and which affects the modified premiums used for
um reserves and the adjusted premiums used for computing minimum nonforfeiture
different amount of “expense allowance” is defined for nonforfeiture values than that defined
, but the principle is much the same.

Insurance companies are allowed to select “expense allowances” for use in computing their reserves and
nonforfeiture values up to the level of the “expense allowances” defined in these model laws. A higher
“expense allowance” would produce reserves or nonforfeiture values which are less than the minimum
defined in the model laws, and therefore state insurance departments cannot permit companies to use a
higher amount as an “expense allowance.”
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The wording of these model laws is generally clear and precise in defining the “expense allowances”
which are permitted for policies which provide single life benefits. However, the proper level of the
“expense allowances” for policies providing joint life insurance benefits is not so clear. The “expense
allowance” defined in the Standard Valuation Law depends on the modified net premium for a policy on
the 20-payment whole life insurance plan, and the “expense allowance” defined in the Standard
Nonforfeiture Law depends on the adjusted premium for a policy on the ordinary life plan.

Actuaries have had different opinions as to how to apply the joint life insurance mortality tables in order
to obtain the modified net premium and the adjusted premium required by model laws, so as to_calculate
the “expense allowances” which are appropriate under those laws. The question has become igCrecyingly
important with the development of the new plans providing joint life insurance benefits.
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Actuarial Guideline VII
INTERPRETATION REGARDING CALCULATION OF EQUIVALENT LEVEL AMOUNTS
Text

Pure endowments will not be considered in the determination of equivalent level amounts for valuation
and nonforfeiture purposes.

Background Material

0 some detail
d” the Standard

The “Background Material” section relating to the previous actuarial guidelin
concerning the “expense allowances” defined in the Standard Valu%[ion

C

Nonforfeiture Law. See Actuarial Guideline VI, “Interpretation Regarding 4Js¢ t Life Insurance
Tables.”

This Actuarial Guideline VII is also concerned with the level of these e allowances” defined in
these model laws. The most common plans of life insurance provége a | face amount as the death

benefit, during the period the policy is in full force. These plansga.n ide for any benefit which is
payable as a pure endowment. (A pure endowment benefit pelgs % ied amount of pure endowment to
the policyholder if the insured is still alive on the specifﬁd ate and if the policy is still in full
10yfo
e

force on this maturity date.) However, policies which pr death benefit which varies with the
duration and policies which provide one or more gn nt Wenefits can be legally written in most
states.

iture Law do apply to such policies with varying
the wording of the model laws shows that
kinds of policies. In the case of both model laws,

The Standard Valuation Law and the Stand#td
death benefits or pure endowment bene
considerable thought was given to the tramimg
the present value of future guaranteg
and the “expense allowances” define

The Standard Nonforfeiture Law igcludes as§aragraph which reads as follows:

In the case of a policy pieyiding an amount of insurance varying with duration of the policy, the
reof for the purpose of this Section shall be deemed to be the
ance provided by an otherwise similar policy, containing the same

endowment b
of which does
at the date, of issueWs the benefits under the policy; provided, however, that in the case of a
i ing a varying amount of insurance issued on the life of a child under age ten, the
amount may be computed as though the amount of insurance provided by the

polic the attainment of age ten were the amount provided by such policy at age ten.
While th f the above paragraph is rather complex, the meaning seems to be actuarially precise.
T efines an “equivalent uniform amount” which affects the “expense allowance” defined in

The phrase “containing the same endowment benefit or benefits, if any” effectively means that
ment benefits are to be ignored in computing this “equivalent uniform amount.” This
“equivalent uniform amount” or “equivalent level amount” becomes a sort of weighted average of the
death benefits provided by the policy, an average which is not affected in any way by the pure
endowment benefits which may be provided by the policy.

The Standard Valuation Law is not nearly so clear on this point. It contains wording as follows:
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Reserves according to the Commissioners Reserve Valuation Method for (1) life insurance
policies providing for a varying amount of insurance----shall be calculated by a method consistent
with the principles of the preceding paragraph-----.

(Note that the quoted wording refers back to the preceding paragraph in the Standard Valuation Law. It
does not intend to refer to the paragraph quoted from the Standard Nonforfeiture Law.)

Most actuaries have interpreted the Standard Valuation Law so as to use an “equivalent level amount”
which is not affected by any pure endowments included in the policy. They would then use this
“equivalent level amount” to calculate the “expense allowance” defined in the model This
“equivalent level amount” is also a weighted average of the death benefits provided by the pgli
same fashion as the “equivalent uniform amount” used in applying the Standard Nonforfei . Some
insurance companies use the same “equivalent level amount,” for the purpose of the S & ation
Law, as the “equivalent uniform amount” defined in the Standard Nonforfeiture ®ay. %

use a very similar calculation to obtain a special “equivalent level amount,’ Jose of the
Standard Valuation Law, based only on the death benefits provided on ar& first policy

anniversary.

alternate calculation
ent benefits. Such an
“equivalent level amount” would be used to calculate an “expenstqa ce” under the Standard
Valuation Law, even though the “equivalent level amount” no e character of a weighted
average of the death benefits provided by the policy.

Some actuaries have felt that the wording of the Standard Valuation Law per

“equivalent level amount” would
luation Law, and therefore, it would
pically, the denominator of the fraction
ain the same, but the numerator of this
the “equivalent level amount” itself and the
aluation Law would also be increased with the
minimum reserves at every duration.

If the amounts and maturity dates of new pure endowment benefits were carefully selected, a
considerable degree of reduction in the res@gve factors would probably be possible.

This actuarial guideline woul
the “equivalent level amoun
“Background,” the need for this

Standard Valuation La e wording of the Standard Nonforfeiture Law is sufficiently precise that this
actuarial guideline is virt a truism for the purpose of calculating nonforfeiture values.
The purpose of; this

actuaries by ideli§
whichisn i

ohibit including the pure endowment benefits in determining
valuation or nonforfeiture purposes. As explained under

proper and which will not be accepted.
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Actuarial Guideline VII1
THE VALUATION OF INDIVIDUAL SINGLE PREMIUM DEFERRED ANNUITIES

Text

With respect to those states which have enacted the 1976 amendments to the Standard Valuation Law;
individual single premium deferred annuity reserves shall at least equal the greatest of any of the
discounted values of all guaranteed future benefits including cash surrender values available after the date

of valuation, such benefits discounted to the valuation date at the maximum permissi tory interest
rate. This method applies to all individual single premium deferred annuities whi ject to the
provisions of the Standard Valuation Law in those states which have enacted thg 3 ndments. For

those states which have not yet enacted the 1976 amendments this interp@tati @ ethod of valuing

individual single premium deferred annuities. \\
L 4 \< ’
L 2 \o. ,

9

o
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Actuarial Guideline IX

FORM CLASSIFICATION OF INDIVIDUAL SINGLE PREMIUM IMMEDIATE ANNUITIES
FOR APPLICATION OF THE VALUATION AND NONFORFEITURE LAWS

Text

Solely for the purposes of the applicable Valuation and Nonforfeiture Laws, an individual single premium
annuity shall be considered to be immediate, as opposed to deferred, provided:

1. The first annuity payment is due not more than thirteen months from the ann@ate;
2. succeeding payments under the annuity, after the initial payment,’are u ar intervals no

less frequently than annually;
3. in the case of a fixed benefit annuity, the total guaranteed paymm&x any contract year are

u

not greater than 115% of the total guaranteed payments due in t tely preceding contract
year. In the case of variable annuities and indexed annuitk he e characteristic would be
required for the underlying pattern of payments, before, a nts which are made solely
because of the performance of the separate acco £ d with a variable annuity or the
changes in the associated index. (This charactef®tic tended to prevent or reduce any
lawful nonguaranteed payments under the annuit In the nature of dividends or excess

interest credits.) \
L 2 \0. ,

t

9

o
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Actuarial Guideline IX-A

USE OF SUBSTANDARD ANNUITY MORTALITY TABLES
IN VALUING IMPAIRED LIVES UNDER STRUCTURED SETTLEMENTS

Text

The Standard Valuation Law permits modifications of annuity mortality tables. Solely for the purpose of

valuing:

1. Periodic benefits arising from settlements of various forms of claims gertai to court
settlements or out of court settlements from tort actions, such as arising fr ents or medical
malpractice;

L 4
2. Settlements involving similar action such as workers’ compensat \

3. Settlements of long term disability claims where a temporary oiife ity has been used in lieu
of continuing disability payments.

A substandard annuity mortality table may be used where measuring life) is the injured
party and there are relevant hospital records, treating plys orts, and/or independent medical
evaluations from those medical doctors that are or have beerf§av n the care of the injured party, that
have been used during the underwriting process and h beeWyretained in the underwriting file of the
company as proof of the individual’s impaired healt tened longevity.

In such case the insurer may modify the statutor uit rtality table or tables cited in Section 3a of
the Standard Valuation Law or in any regulqtion ated pursuant to such section so as to reflect the
longevity based on a medical doctor’s written‘@aluatigfl or records as indicated above. The table may be
modified by a percentage of stand ali r by a specified number of extra deaths or by a
combination thereof, provided that & mortalif¥ table so adjusted produces reserves that are at least as
great as the minimum reserves indicate@below/he percentage extra mortality or the specified number of
extra deaths may vary by duration. A rateGuf’age with the standard annuity table which is approximately
equivalent to the actual age onne substandard annuity table may be used only if the procedure is
modified to produce reserves th each duration are at least as great as the minimum reserves indicated
below.

The fact that a comp minimum reserves as herein described shall in no way relieve the
actuary from considering ther such reserves are adequate.

Minimum Reser

The minimu @ es for applicable annuity contracts are the reserves obtained by making a constant

2 tality rate of the otherwise applicable valuation mortality table such that the
expectatio e on the adjusted valuation table is greater than or equal to the average of the
ife indicated by or obtained from information given by the company’s medical directors
or un riters during the underwriting and pricing process. The constant addition to the mortality table
ribed shall be made as of the issue date and, once determined, held constant for the period of
time that the contract remains in force. The addition of a constant to the valuation mortality rate produces
a gradually declining percentage extra mortality such that reserves will grade into standard reserves at the
end of the standard valuation mortality table thereby making the reserve more conservative (closer to
standard) each year that the annuitant or measuring life lives.

For annuitants (measuring lives) other than the injured person in such settlements, the actual age and a
standard annuity mortality table specified in Section 3A of the Standard Valuation Law or in any
subsequent regulation promulgated thereto or any modification of such table which produces reserves at
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AG IX-A Appendix C

least as high as those that would be produced under the standard table based on the actual age must be
used.

For contracts not included in one of the three categories described in the first paragraph of the Guideline,
standard reserves at the actual age shall be held.

Where an insurer uses a modified table with higher mortality rates or a rated age with an unmodified table
for impaired lives under structured settlements, such insurer shall maintain records of actual to expected
mortality to monitor the appropriateness of the substandard mortality.

Background

Structured settlements take their name from the fact that the settlements, which arise
including workers’ compensation claims, are frequently structured to fit the circuﬂs '
ap

party and/or the injured party’s dependents. The injured party and/or depen
younger than normal retirement age such that the payments may well stretch ou 0, 49, and 50 years
or more. Some payments are certain; others are contingent upon the measuring e live at the time
of payment.

The volume of structured settlement business has boomed in recent §8ar

have been encouraged and even mandated in some states a® %
malpractice claims and ensuring that the monies would be availab N ears and not squandered as
could happen with lump sum payments. Periodic and deferrgd entS@nay be a result of settlement of
automobile claims, other accidents involving tort action, a orkers’ compensation claims and
medical malpractice claims, where the individual(s) uponahic
well be substandard.

At the time of the adoption of the NAIC 1980 rexigi N tandard Valuation Law (SVL), structured
settlement business was relatively minor, and 460 «at Skch business was not explicitly covered in the

SVL.

The SVL allows for modification of the standar@dnnuity mortality table specified in the minimum
valuation standard. Any modification haditraditionally been such as to result in higher reserves. If lower
reserves were produced, it could render t inimum meaningless.

In case of structured settlem d party may be highly substandard. If an insurance company
had to set up reserves on a sta alaf’or on a basis that grades into standard mortality too rapidly, it
could result in either an excessive Ehice for the payments or it could result in such a level of surplus strain
to the insurer. If the pri flects the"actual expected mortality, that the coverage might not be offered at
all. To encourage settle involving periodic payments, it is recommended that, in the limited area

h le may be modified so as to reflect the expected mortality based on the

involving the injured 48
relevant medicglrecd @ orts and/or evaluations described earlier.

Since this ith little experience, it is required that an insurer monitor the experience in order to

ce of adjusted mortality assumption.

It is recognized ti¥at at issue the vast bulk of the liability normally pertains to payments that are certain
and not contingent upon survival, since the vast majority of substandard contracts contain a certain period
and most of the benefits either fall within that certain period or are guaranteed to be paid. It is also noted
that the interest discount factor in the early durations is far more important than the mortality element.
The selection of the interest discount factor is the subject of Guideline IX-B.

Because experience and methodology are still emerging for substandard annuities, it is expected that this
whole subject will be reviewed again in the not too distant future, both as it applies to whether the criteria
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Appendix C AG IX-A

herein established for settlement annuities are too conservative and also whether or how it might be
acceptable to apply similar standards to substandard non-settlement annuities.

Effective Date
Where the requirements of this Guideline produce higher reserves than those calculated by an insurer,

such insurer may continue its present procedures for the 1989 year end valuation, but must comply with
this Guideline for 1990 and later issues for the 1990 and later valuations and for all of its business by the

1993 year end valuation. Q
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Actuarial Guideline IX-B

CLARIFICATION OF METHODS UNDER STANDARD VALUATION
LAW FOR INDIVIDUAL SINGLE PREMIUM IMMEDIATE ANNUITIES,
ANY DEFERRED PAYMENTS ASSOCIATED THEREWITH, SOME DEFERRED
ANNUITIES, AND STRUCTURED SETTLEMENTS CONTRACTS

Text

1. Solely for the purpose of applying the Standard Valuation Law, an annuity sh nsidered as
a series of payments not less frequently than annually over five years oiggore Wherein the
payments in any one contract or calendar year (at the option of the insu 0 exceed 115%
of the payments in the immediately preceding contract or calendawear w ediate annuity is
an annuity wherein the first payment begins in thirteen months or | 2 ighue and a deferred
annuity is an annuity wherein the first payment begins more th ir months after issue. A
series of payments over less than five years otherwise qugli an annuity shall be
considered equivalent to a lump sum. Any payments in a year xcess of 115% of the prior
year’s payments may be considered as a lump sum or equi t th@r€to or may be considered as

part of a new annuity depending on the circuygst contracts may consist of
combinations of annuities and of lump sums. S
h

Nﬁ e are no cash settlement options, the
incOme payments based on an appropriate
annuity mortality table and the valuation nterest in accordance with the Standard

Valuation Law based on the issue year guarantee duration equal to the number of
years from the date of issue to the date thilfi yment begins.

2. Where the deferred income payments are guarant
reserve shall be based on the present val

r under single premium immediate annuity contracts,
annUity payments or deferred annuity contracts (with the
first payment deferred more months), the insurer may use the valuation interest rate
for the calendar year in which (&gthgrdeferred contract was issued or (b) the consideration was
received or (c) the paym begin, But must apply such procedure elected in a consistent manner

4. Individual structured ents vary considerably in payment pattern and duration. These
both level and/or increasing periodic payment schedules, as well as
.. In valuing individual structured settlements, a split of all or a portion
s from the annuity payments may be appropriate. Such splits should be

valuation actuary. However, splits not in accordance with (5)(a) or (5)(b)

or other contracts having some portion with periodic payments without cash settlement
options, issued in a given calendar year, the calendar year valuation interest rate appropriate for
le premium immediate annuities where the first payment begins in thirteen months or less
after issue and for Plan Type A contracts without cash settlement options based on the date to
first payment where the first payment begins more than thirteen months after issue may be used
provided:

a. The guaranteed payment under each contract in the block due in any contract or calendar
year (at the option of the insurer) after the first is not greater than 115% of the guaranteed
payment due in the immediately preceding contract or calendar year, and once payments
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begin such payments are not less frequent than annually and are payable over five years
or more; or

b. The total guaranteed payments under all contracts combined included in the block due in
any calendar year after the first are not greater than 110% of the total guaranteed
payments due in the immediately preceding calendar year but only contracts having
payments not less frequent than annually for at least five years shall be included.

The year to year comparison of benefits may be made before or after considering the
effect of mortality or any certain period, but the actuary should be prepared icate
which method is used.

6. If a block of immediate annuities, deferred annuities without cash settlement o
settlement contracts with the annuity portion having no cash settlement op
PURES

having some portion with periodic payments without cash settleme
described in (5) above, then one of the following procedures must be

used:
a. The block must be divided into components so that the contgacts/pagnents satisfying the
tests are included in one or more components and thgse sfying the tests are

included in another component or other componen % Type A valuation interest
q [

dils the test

rate or rates may be used for the component or ich satisfies the test. The
Plan Type A guarantee duration is the number of, fré@ the date of issue or date of
purchase to the date that the first annuit ue. The maximum valuation
interest rate for any payment included in a nt which does not satisfy the test
shall be determined using the guarantee dulrat the lump sum payment including
installments over less than five years a assumption that the payment is made
under a contract of Plan Type A. Tybe A guarantee duration of a lump sum
payment is the number of year i issue or date of purchase to the date that
payment or the first installmg t 1ISdue. Year of issue valuation interest factors
must be used. The actuary s pared to describe the components and justify the
choice of valuation interest rate s for the component or components of the block
which, if included, wouldgause thefock to fail the test.

b. The reserves for eac t for each valuation year shall be the greater of the “level
interest rate rgsery, the “graded interest rate reserves.” Graded interest rate
reserve facto r arate year of issue for all future payments of such year of
issue, whether ¢ lump sum payments, shall be graded in a manner that produces

reserves,at least as t as the method described in the balance of this paragraph.

Q) e calculate the present value of future benefits at issue for each contract
) appropriate level Plan Type A interest rate for contracts without cash
ment options for the guarantee duration corresponding to the number of
&rs from the date of issue or date of purchase to the date that the first payment
is due. Call this value PV (0), and call reserves at successive durations using the
appropriate (level) Plan Type A interest rate “level interest rate reserves.”

(i Step two, solve for “X percent” such that the present value of future benefits at
issue for each contract is equal to PV (0) (calculated in Step one), using “X
percent” as the valuation interest rate for the first twenty contract years after
issue and thereafter the Type A interest rate for contracts without cash settlement
options for guarantee durations of more than twenty years. However, “X percent”
shall not be greater than 115% of the appropriate Type A interest rate in step one;
where such limit is effective, the present value at issue will be greater than PV

0).
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(iii) For each valuation year calculate “graded interest rate reserves” based on the
assumption that the valuation interest rate during the first twenty contract years is
“X percent” as calculated in step two and thereafter is the Plan Type A interest
rate for contracts without cash settlement options for guarantee durations of more
than twenty years.

(iv) In lieu of the individual contract valuation above, a group valuation may be made
as for example on the assumption that all contracts issued during a given year are
issued as a single contract on July 1, and once X% is determined.for such year, it
need not be redetermined; or

C. Any other method producing reserves at least as great as (a specifically
approved by the Commissioner. P

7. Where the requirements of this guideline produce higher rese
insurer in good faith based on a more liberal interpretation, suc

those calculated by an
y continue its present
deline for 1990 and later
force, subject to the 1980
3 year-end valuation.

issues for the 1990 and later year end valuations and fo
amendments to the NAIC Model Standard Valuation, La

liabilities by cash flow projections of the sup ts and the liabilities under various
interest scenarios, in particular for decliningyi
0. The examiner should note that date of a &nd the yields of the supporting assets and
compare such with the date of issue of t red settlements and the valuation interest rates.
If such differ, the examiner may t:? neyy valuation using the date of acquisition of the
(N issue of remaining payments. This is especially
important where, for examplg O
acquired in 1982 for low yie
and 50 years, the increasipg nature¥of the payments and the lump sum payments, the value of
future payments with aqngle fixed interest rate may actually increase after issue. The result is

8. The examiner should request that the insurer de%& t the assets are sufficient for the
t a
rates

majority of the supporting asse
may have been called during 1S 0, due to the long-term nature, often as many as 30, 40,

that there is a lar i tment risk and large liabilities may exist after all the original
supporting inygstm atured and new investments acquired.
10. The procedure Vi interim procedures pending a reconstitution of the valuation laws.
Background x
a iGeline IX provides guidance for determining what is an immediate annuity but it

% contracts failing to meet the test should be treated for valuation purposes. Three
i § contracts are: (1) annual payments increasing 120% each year, (2) level payments
Ily, (3) level annual payments with extra lump sum payments equal to four times a

programs, but combinations of irregular payments and increasing regular payments are practical under
structured settlements.

At the time of the adoption of the NAIC 1980 revisions of the Standard Valuation Law, structured
settlement business was relatively minor, and how to treat such business was not explicitly covered in the
SVL. The volume of structured settlement business has boomed in recent years. Periodic and deferred
payout was encouraged and even mandated in some states as a means of controlling costs under
malpractice claims and ensuring that the monies would be available in future years and not squandered as
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could happen with lump sum payments. Periodic and deferred payments may result in settlement on
automobile claims, other accidents involving tort action as well as medical malpractice claims and
workers’ compensation claims such that the individuals may well be substandard.

Where payments are contingent on the individual being alive, under a related guideline, substandard
annuity mortality tables may be recognized for valuation based on a written evaluation of the injured
individual’s longevity by a medical doctor. For all other annuitants, substandard annuity mortality tables
should not be recognized as such is contrary to the establishment of minimum reserves for such
annuitants. However, the vast bulk of reserves for structured settlements is based on certain ments,
such that the valuation interest rate is by far the more important factor. This guideline cover, tion
procedures and valuation interest rates leaving application of substandard annuity mortaifgy table”to
Guideline IX-A.

Structured settlements take their name from the fact that the settlements are frequeﬁl t to fit the
circumstances of the injured party and/or the injured party’s dependents. in party and/or
dependents are apt to be much younger than normal retirement age such th yrents may well
stretch out for 30, 40, and 50 years or more. Lump sum payments may be sc lIeG®1o coincide with

particular events such as college for dependent children.

ch year of issue so as to

(] a

e % monies are received and

& the valuation interest rates
rally'Wave had a guaranteed interest
riod. Any renewal of an interest

tion purposes, whether the year of

ad level or slightly increasing payments
afor¥nnuities in course of payments, there should

There is a large reinvestment risk in caseOf structt¥ed settlements. There is also a risk that the original
assets may be called or exchanged for log®r yielding assets.

The 1980 changes in the SVL initiated a set of valuation interes* a
roughly have the factor correspond to the investment rates at the i
invested. In 1980 the emphasis in the dynamic valuation interest
for group guaranteed interest contracts (GIC). Group GIG
period of 5-10 years with a lump sum available at the en
guarantee and period is generally considered as a new issyayfo
issue or the change in fund method is used. P

Most retirement annuities under individual or g
with payments beginning at age 60, 65 or 7045
be little reinvestment risk and reserves should

Guideline IX-B would split up,the 8 treat that portion of the payments meeting the test as an
annuity and any excess paymeits,sena for purposes of determining the appropriate valuation interest

peficnt of such excess. The guideline also offers a new dual interest
the payments.

procedure as an alternative to split

The guideline recognize the use of the statutory formulae with the rates determined based on the
date of purchase maygfc goprpriate where the assets have been exchanged or acquired in later years. It

ese procedures for determining statutory formulae reserves are only temporary
while the Spe Committee on Valuation is developing a new statutory formula to go along with a
valuation of liabiiities based on the supporting assets and the actuary’s best judgment to account for
reasonable deviations.
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Actuarial Guideline IX-C

USE OF SUBSTANDARD ANNUITY MORTALITY TABLES IN VALUING
IMPAIRED LIVES UNDER INDIVIDUAL SINGLE PREMIUM
IMMEDIATE ANNUITIES

The NAIC model Standard Valuation Law, Section 4a, A(2), permits modifications of annuity mortality
tables approved by the commissioner. In states which have adopted this or similar Standard Valuation
Law language, this guideline provides for modifications of annuity mortality tables solely for the purpose
of valuing:

Individual single premium immediate annuities not covered by Guidelig
medical records indicate the expectation of life has been reducpg ang @

ut for which
ich the premium

charged reflects such reduction, \'
a substandard annuity mortality table may be used where the annuital eaSdring life) has relevant
awvalti&tions from those medical
etained in the underwriting

doctors that have been used during the underwriting process and hé
file of the company as proof of the individual's impaired healthsg
assessment must support at least a 25% reduction in the e f life (based on either the current
valuation table or the company’s pricing table, consiste a0 compared to a normally healthy
individual at the same age and gender. \

In such case the insurer may modify the statutory argiiity tality table or tables cited in Section 3a of
the Standard Valuation Law or in any regulation p. pursuant to such section so as to reflect the
longevity based on a medical doctor's written evgiuatigmgor records as indicated above. The table may be
modified by a percentage of standard mortglityor

combination thereof, provided that the &p
great as the minimum reserves indicatfd vl h
extra deaths may vary by duration. ANg
equivalent to the actual age on the sug

modified to produce reserves thatgt each db
below.

ation are at least as great as the minimum reserves indicated

nimum reserves as herein described shall in no way relieve the

The fact that a company
) ch reserves are adequate.

actuary from conside
Minimum Reserves

The minimum rese r applicable annuity contracts are the reserves obtained by making a constant
£ mMWgtality rate of the otherwise applicable valuation mortality table. The amount of the
consta etermined as follows:

le valuation mortality table, and the appropriate level Plan Type A interest rate for
tracts without cash settlement options. The rated up age must produce an expectation of life
under this valuation mortality table whose percent reduction from the actual age expectation of
life under this table is not greater than the percent reduction in the expectation of life, supported
by the medical assessment above, which qualified the contract to utilize the mortality adjustments
provided by this actuarial guideline.

2) Solve for the constant addition to the true age mortality rates such that the present value of future
benefits at issue is equal to or greater than the present value obtained in 1). The base mortality
table and the valuation interest rate shall be the same as used in 1).
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The constant addition to the mortality table herein described shall be made as of the issue date and, once
determined, held constant for the period of time that the contract remains in force. The addition of a
constant to the valuation mortality rate produces a gradually declining percentage extra mortality such
that reserves will grade into standard reserves at the end of the standard valuation mortality table thereby
making the reserve more conservative (closer to standard) each year that the annuitant or measuring life
lives.

Where an insurer uses a modified table with higher mortality rates or a rated age with an unmodified table
for impaired lives under individual single premium immediate annuities, such insurer shall_maintain

appointed actuary must comment on the appropriateness of the substandard mortality an y
material deviations. Such comments and report should be provided in the actuarial me hich
supports the annual actuarial opinion. P

Background x

Guideline IX-A provides a methodology to allow less than a standard reserv be*feld at issue for
certain kinds of pay-out annuities and for grading the reserve toward standa servi®over the remaining
lifetime of the annuitant using the “constant extra death” method (CED, r the annuitant lives,
the closer reserves get to standard reserves. .

Guideline 1X-A says, “Because experience and methodology are N g for substandard annuities,
it is expected that this whole subject will be reviewed again ot toGWistant future, both as it applies
to whether the criteria herein established for settlement annu ar conservative and also whether or
n

how it might be acceptable to apply similar standards to su n-settlement annuities”.

It has now been almost 11 years since Guideline 1X-
responsible job of underwriting and valuing sub

op'ed and it appears the industry has done a
ntites covered by Guideline IX-A. Structured
bear this out. (See the 1995-1996 Reports of
the Society of Actuaries, starting on page 39-

Guideline IX-A has been successful in
benefited injured parties and society i
insurance companies from under reserving

allowing@@tructured settlements to be priced fairly and has
neral. There is no evidence that there has been any strain to
e to Guideline IX-A.

@ ave had a significant and increasing opportunity to provide
immediate annuities at less th d price to a growing number of potential clients not covered by
Guideline 1X-A. However, the potdgtial price reductions that the industry can give consumers, perhaps
15% to 25% of the sin remium on some cases, depending on the benefit stream desired, are greatly
reduced because of the cur requirement to hold standard reserves. The initial statutory strain (loss) on
an“casily exceed 50% or 100% of the single premium, which requires a
¢Jto the customer over what could be charged if less than standard reserves
cline IX-A type reserves, the strain might be reduced to something closer to

For some time, a number o

significantly i
were permitted.
10%.

substantially incréasing. Forcing companies to hold standard reserves results in many people being
overcharged (for the extra cost of capital associated with the higher reserve) at a time in their life when
they may have the greatest need.

Since this is an area with little experience, it is required that an insurer monitor the experience in order to
be able to justify its choice of an adjusted mortality assumption. It is recognized that the initial liability
pertains to a large extent to payments that are certain and not contingent upon survival. This is because
the majority of non-settlement substandard contracts contain a certain period and most of the benefits fall
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within that certain period. It is also noted that the interest discount factor in the early durations is far more
important than the mortality element. The selection of the interest discount factor is the subject of
Guideline I1X-B.

Because the standard annuity valuation table is an aggregate table, there is some concern that carving out
the substandard lives may cause the table to be inadequate for the remaining lives. As a result, it is
recommended that an individual life have a significant impairment before use of a substandard valuation
table is allowed. For this purpose, significant has been defined as a medical condition that reduces the
expectation of life of the individual by at least 25% compared to a normal, healthy life, The reasoning is
that not very many lives that are significantly substandard (i.e. greater than a 25
expectation of life) are contained in the underlying mortality of individual no
mortality tables. Thus, treating them separately will not diminish the adequacy @ ard table. For
convenience, either the applicable individual annuity valuation table or tlg co @ pricing table can
be used to measure the change in the expectation of life. \

A public policy issue was discussed wherein this actuarial guidelin
unhealthy behavior. However, this actuarial guideline would benefit oth
to be in an impaired condition. It was noted that it would be difficultQg.i
intentionally unhealthy behavior. Ultimately it was believed
reasonable public policy to facilitate lower single premiurzs 8 @

Effective Date \
This Guideline will be effective for contracts issued% January 1, 2001.

L 4

NS

viewed as rewarding
W ere simply unfortunate
ible to carve out those with
arial guideline provides for
dard annuitants.
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Actuarial Guideline X

GUIDELINE FOR INTERPRETATION OF NAIC STANDARD
NONFORFEITURE LAW FOR INDIVIDUAL DEFERRED ANNUITIES

Text

For contracts which provide cash surrender benefits, the NAIC Model Law prescribes a basis for
determination of minimum cash surrender benefits. That law does not require that 3_company grant
additional amounts in excess of the amounts guaranteed in the contract, either in of excess
interest credits or otherwise. When such additional amounts have been credited & the tract, the
question of how the Model Law applies to such amounts must be considered.

Under one interpretation the portion of the maturity values which would aﬂ r amounts may be
discounted to the date of surrender at an interest rate 1% higher than th ifled in the contract for
accumulating such amounts. This interpretation would permit a surrendgr cligge against such amounts on
the same basis as the surrender charge which may be applied to the corggctucily guaranteed portion of
the interest credited to the contract.

Under another interpretation such amounts could not be trégg
value and, therefore, would be included in the phrase “an I ounts credited by the company to
the contract.” This interpretation would require that the ¢ erider value be increased by 100% of the

accrued value of such amounts.
By providing for a surrender charge to be made i NI g the minimum cash surrender value, the
Vi a
S

oviding a portion of the maturity

Model Law enables a company to provide for re or part of any (1) excess first year expenses
not yet recovered, and (2) potential invest e surrender. The reason for permitting surrender
charges to be made against accumulates - ontractually guaranteed interest are equally valid
reasons for permitting surrender chagf

charges were not permitted, compa

much additional interest as they might

surrender value in the same manpggr as do e interest amounts derived from the rates guaranteed in the
contract. g

In view of the above cgnsid d following guidelines are recommended:

. Treatment o& Ot Excess Interest Credited to Deferred Annuity Contracts

The NAIC Sta Nonforfeiture Law for Individual Deferred Annuities shall be interpreted to permit

the portion of the rity value which would arise from the amounts of interest credited in excess of the
ini . d in the contract to be discounted to the date of surrender at an interest rate 1%

becified in the contract for accumulating such amounts, provided such excess interest

! he period for which it is to be effective, and provided such excess interest accrues
ive period. Amounts of excess interest treated in accordance with the above interpretation

1. Treatment of Dividends Credited to Deferred Annuity Contracts

No single rule can be given for the treatment of dividends credited to deferred annuity contracts. The
contractual wording of the applicable dividend option must be taken into account together with the
appropriate provisions of the NAIC Standard Nonforfeiture Law for Individual Deferred Annuities.
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If the dividend option in effect provides that dividends be left on deposit at interest, without any further
qualification, then the cash surrender value should be increased by the full accumulated amount. In this
case, the phrase “increased by any additional amounts credited by the company to the contract” applies
and no surrender charge may be made.

In other cases, the dividends may be added, directly or indirectly, to the contractual value and made

subject to the surrender charge provision. This would be the case when dividends are applied to purchase
additional paid-up benefits or applied as premiums.

Contracts may contain other provisions or variations of these provisions. In such cases, the t the
contract and the provision of the NAIC Standard Nonforfeiture Law for Individual Deferr nnuwies

should be taken into account.
L 4 \< »
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Actuarial Guideline XI

EFFECT OF AN EARLY ELECTION BY AN INSURANCE COMPANY
OF AN OPERATIVE DATE UNDER SECTION 5-C OF THE STANDARD

NONFORFEITURE LAW FOR LIFE INSURANCE

Section 5-C of the Standard Nonforfeiture Law for Life Insurance May be Made Operational for One or
More Plans at a Time Provided That:

A.

Sales are discontinued in this state on all like plans using rates and enerated by
past requirements;

Sales are discontinued in all other states which have enacted ft @ legislation on all
like plans using rates and values generated by past stand Cvidgd the state of sale

has allowed changes to 1980 requirements on a plan-by- b

Once the new law has been made operational for p the new law shall be
operational for all subsequent new plans of the sa enertiyform to be marketed in this
state unless the insurer can demonstrate to the igher’s satisfaction the need to

continue the prior set of requirements; .
“Like plans,” as mentioned in Sections , rs to plans with the same benefits,
including cash values, and with the e ium paying period and pattern of

premiums; x
“Generic form,” as mentioned ing5ecti , refers to generic groups, such as ordinary vs.

group, term vs. permanent,’lﬂ\ asfvalue vs. fixed cash value, separate account vs.

fixed account.

N

O
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Actuarial Guideline XI1

INTERPRETATION REGARDING VALUATION AND NONFORFEITURE INTEREST RATES

Actuarial Guideline XI1 was withdrawn on March 7, 1993. Q
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Actuarial Guideline XI11

GUIDELINE CONCERNING THE COMMISSIONERS’
ANNUITY RESERVE VALUATION METHOD

Preamble

At its December 1976 meeting, the NAIC adopted the Commissioners’ Annuity Reserve Valuation
Method (CARVM) and incorporated it in its Model Standard Valuation Law. CARVM is now included in
the laws of nearly all of the states. Differences in interpretation of CARVM have de in practice,
particularly on whether and under what conditions surrender charges may be ta into%account in

determining CARVM reserves. This guideline is intended to clarify which surr e factors may
be taken into account and which are to be disregarded under CARVM.

L 4

Reserves according to CARVM depend in part upon the present valu ‘ re guaranteed benefits,
including guaranteed nonforfeiture benefits.” It has always been recogni t th¥S phrase, as used in the
NAIC Model Standard Valuation Law, includes cash surrender values ¥gse contractual guarantees
after reduction for any contractual surrender charges available to insUN@r. This is illustrated in the
Proceedings. See Proceedings of the National Association of | mmissioners, Vol. 1 (1977),
L 4
Guideline

The phrase, “future guaranteed benefits, including g%&onforfeiture benefits,” as used in CARVM

include the cash surrender values based on co% rantees after reduction for any surrender
e

charges available under the contract. ¢

In recent years, annuity contracts wit ' Ne nder charges have become more prevalent. For

sui?ender without surrender charge if the rate at which
de, referred to in this guideline as the “bail-out” rate.
aibable upon cash surrender at future contract anniversaries,
and it is not consistent with the cgnservativé’nature of CARVM to reduce the value of future guaranteed

benefits on account of such contgient surrender charges.

The value of future
charges which may n

nevits under CARVM may not be reduced by contingent surrender
upon cash surrender.

There may be some contrag with contingent surrender charges with bail-out rates which are so low that
it would not b ntrary to the conservative intent of CARVM to treat such surrender charges as
available. The ca r yvear statutory valuation interest rate for life insurance policies with guarantee
duration in ¢ ; nty years, which is used in the Standard Valuation Law in connection with the

definit eed duration for most annuities and guaranteed interest contracts, provides an
appropri for this purpose. Whether or not such surrender charges should be treated as
avgiiai d be determined as of December 31, 1984 for contracts in force at the date and as of the

For contrdcts issued on and after January 1, 1985, contingent surrender charges with bail-out rates less
than or equal to the calendar year statutory valuation interest rate for life insurance policies with
guarantee duration in excess of twenty years issued in the same year may be treated as available. For
contracts issued prior to January 1, 1985, contingent surrender charges with bail-out rates less than or
equal to 6.00% (the calendar year statutory valuation interest rate for life insurance policies with
guarantee duration in excess of twenty years issued in 1984) may be treated as available.
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There are some contracts with contingent surrender charges with bail-out rates which are a function of an
external index whose future values are not known. Judgment is required to determine whether or not such
surrender charges may be treated as available. Comparison to the calendar year statutory valuation
interest rate for life insurance policies with guarantee duration in excess of twenty years may be useful.

For contracts with contingent surrender charges with bail-out rates which are a function of an external
index, a judgment as to the availability of the surrender charges may be made by comparing historical
values of the function with corresponding values of the calendar year statutory valuation interest rate for
life insurance with guarantee duration in excess of twenty years. If the values of the function have
generally been less than or equal to the valuation rates, then the surrender charges may befftr as
available.

For the purpose of this guideline, in the case of a variable annuity that offers the pglicy % hoice of
multiple investment options, a surrender charge that may be waived for all the acco 0 gontract by
reference to one or more of the accounts will be treated as a contingent surrend &a may not be
available upon cash surrender with respect to the entire contract. If no surren rge’is imposed on
transfers among the accounts, and the surrender charge may be waived for oridgacctunt, provided the
formula for the availability of the waiver is set at the date of issuance, therf@ge surg®nder charge will be
treated as a contingent surrender charge that may not be available upon er with respect to the
entire contract. .

Since this guideline is intended to apply to all contracts in f & re subject to CARVM, its
hav

application may work an undue hardship on some insurgts on the basis of a good faith
interpretation of CARVM, held reserves less than required % eline. In cases of severe hardship,
0

state insurance commissioners may wish to permit insurer on a gradual basis.

L 4
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Actuarial Guideline XIV

SURVEILLANCE PROCEDURE FOR REVIEW OF THE
ACTUARIAL OPINION FOR LIFE AND HEALTH INSURERS

To assist regulators in their responsibility for surveillance of life and health insurers, the NAIC adopts the
following interim procedure for use of the Actuarial Opinion to be used until such time as model
legislation and/or regulations are adopted and become effective.

1.

The regulator should accept Actuarial Opinions only from qualified actuarigf. educational
and experience standards established by the American Academy of Actuaf¥s for tis purpose
offers evidence that an individual is so qualified.

The regulator should determine if an opinion is qualified in any r& C % ts items from the
outline provided in the Instructions to the Blank. If so, a follow dCtuary rendering the
opinion as to the nature of the qualification or omission is a igte W the opinion does not
provide a satisfactory explanation.

endering the opinion differs
2. In some cases the regulator may

The regulator should examine the circumstances where the
from the prior actuary, and ascertain the reasons folf\gg

wish to discuss the change with the current and pmr ac\ %
h

The regulator should, if desired, obtain for r
Opinion. Except in matters of professiona c
should be considered within the departmenfs g lj

, apcumentation supporting the Actuarial
e, the regulator’s use of these documents
s for confidential information.

h an Actuarial Report supporting the Actuarial
Opinion. The report should confges ards of the American Academy of Actuaries with
i the Guides to Professional Conduct). It should
ich to assumptions used in making the opinions and,
additionally, provide specific 0eig
are required by the regulator.

(IRIS) ratios, point out ratio values outside the prior year’s range
explanations for those which are significant.

In the Actuarial rt, the actuary providing the opinion should make specific reference to the
extent t ich the good and sufficient analysis considered all the unmatured obligations of the
company/; regate, guaranteed under the terms of its policies. (Note: To the extent that the
insurg@alglare®guarantees more favorable than those in the policy, such declared guarantees
@ in the calculation of all the unmatured obligations.)
ctuarial Report, the actuary providing the opinion should make specific reference as to
the good and sufficient analysis, with respect to annuities and other products with
nefits (guaranteed or non-guaranteed) sensitive to interest rates, considered future insurance

investment cash flows as they would emerge under a reasonable range of future interest rate
scenarios, and, if so, what those considerations were.

In the Actuarial Report, the actuary providing the opinion should make specific reference as to
whether the good and sufficient analysis considered the inter-relationships of assumptions with
respect to guaranteed benefit payments, future expenses, policyowner dividends, and post-issue
premium or benefit adjustments, especially among persistency, mortality, morbidity, inflation,
and interest rates, and, if so, what those consideration were.
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10. In the Actuarial Report, the actuary providing the opinion should document the extent to which
the opinion is influenced by a continuing business assumption, and, if the impact is material,
comment on the company’s plan of operations with regard to this assumption as it affects
assumed expenses and interest rates, and future reserve requirements.

11. A review of the documentation obtained in (4) above, undertaken or sponsored by the regulator,
should:
a. Be done by a qualified reviewer;
b. Emphasize an examination of the appropriateness of the actuary’s w procyss,

methodology, and approach to assumptions.

12. If at any time during the review, the regulator requires more information d®me
the development of the opinion, the company would be expected to comKe y

information.
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Actuarial Guideline XV
ILLUSTRATIONS GUIDELINE FOR VARIABLE LIFE INSURANCE MODEL REGULATION

Any sales illustration shown or furnished in connection with the sale of variable life insurance must
conform with the following requirements except that these requirements only apply to the variable portion
of contracts with fixed and variable funding options. Item 9 specifically pertains to variable life insurance
contracts offering both fixed and variable funding options.

1. The hypothetical interest rates used to illustrate accumulated policy values e an annual
effective gross rate after brokerage expenses and prior to any deduction fo es, eApenses and
contract charges.

est rate used, one
Icy contract being
of Wortality charges and
u for such charges, an
charges.)

2. If illustrations of accumulated policy values are shown then for th
illustration must be based solely upon guarantees containedd
illustrated. (For example, if the illustration includes the
administrative charges which are below the guaranteed m

3. Except for illustrations contained in the prospectus
illustration should be the initial pattern requeste
upon changes in face amount requested by the polj

of premium payments used in an
osed policyholder at inception or

4. If the illustrated policy contract provides fo of investment options, the illustration may
either use an asset charge which is reasgna
particular option. The illustration shoul c

dentify the asset charge and either label it
“hypothetical” or identify the fund. @

5. The illustration must disclosg
because of transactions req

ac charges which will be levied against the contract
prdance with rights and privileges specified in the policy
contract. Any charge for the exX a right or privilege upon which the illustration is based
must be reflected in the illustrated W§ffUes. The nature of any other such charges must be disclosed
in a clear statement accgifipanying such illustrations. (For example, a charge to switch from one
investment option or dea nefit option to another.)

6. A clear state ¢)made following the Table of Ilustrated Accumulated Policy Values
that use of hy estment results does not in any way represent actual results or suggest
that such results be achieved and must indicate that the policy values which actually arise
will di om those shown whenever the actual investment results differ from the hypothetical
rates illu . Assumptions upon which illustrations are based must be clearly disclosed.

% lustration to a prospective policyholder must reflect the policy being presented
r isleading statements or captions or other misrepresentations are prohibited.

uested sales illustration must be printed clearly and legibly on hard paper copy. An
ilustration displayed on a computer screen may be used in addition to, but not as a substitute for,
hard paper copy.

9. In connection with variable life insurance contracts offering both fixed and variable funding
options:
a. An illustration of the variable funding option must comply with these guidelines;
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b. If an illustration of the fixed funding option is shown, accumulated policy values must be
shown on the basis of guaranteed rates. One or more additional rates may also be shown
but such rates may not exceed current rates;

C. A summary illustration may be given in which results from comparable illustrated and
hypothetical interest rates are combined. Such summary must cross-reference to the
accompanying separate illustrations of the fixed and variable funding options.

10. Nothing herein shall prohibit the distribution to the prospective policyholder of illustrations in

addition to those required by Article VII of the NAIC Model Variable Life Insurance tion
provided that, except for Item 3 which shall only apply to required illustrations undei®grticle ¥,

such additional illustrations comply with the standards set forth herein.
L 4 \< ’
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Actuarial Guideline XVI

CALCULATION OF CRVM RESERVES ON SELECT MORTALITY
AND/OR SPLIT INTEREST

Text
When CRVM reserves are being calculated, it is necessary to determine the value of 1P, ;. The Standard
Valuation Law permits the use of Select Mortality Factors with the 1980 CSO Table. While the maximum
valuation interest rate for any policy is level for all durations, the law permits the use,of other interest
rates as long as the resulting reserves are not less than those according to the minim
is possible to calculate reserves by the CRVM method using split interest rates, i.e., Ii5grest rates that are
not the same at all durations.

When either Select Mortality Factors or split interest are involved, the “ngx premium on the

nineteen-year premium whole life plan” is the renewal net level premiu a ayment life valued on
the full preliminary term basis. That is 19P[y;+1 should be used instead of, Tora!
oard of Governors of the Society

€, 19P[x+1]-
Background Information:
% 37 because it is consistent with the

The Report of the Society of Actuaries Committee on Specifi
Tables recommended this approach. This Report was acc&p »
S
N value, at the date of issue, of such
the present value, at the date of issue, of an
ent anniversary of such policy on which a

and forwarded to the NAIC early in 1984. This approa
n Law, emphasis added.)

onetary Values - 1980 CSO

D

calculation of the “net level annual premium equal to
benefits provided for after the first policy year, divg
annuity of one per annum payable on the first and ea
premium falls due.....” (See Section 4 of the Stan Va

L 4

NS

9

o
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Actuarial Guideline XV11
CALCULATION OF CRVM RESERVES WHEN DEATH BENEFITS ARE NOT LEVEL
Text
In the definition of the Commissioners’ Reserve Valuation Method, the Standard Valuation Law (Section

4) refers to the “net level annual premium on the nineteen-year premium whole life plan for insurance of
the same amount....” The law does not define “the same amount” for cases when death_benefits are not

level. For policies issued after the operative date of Section 5-c of the Standard No re Law for
Life Insurance (Section 5-c provides for the use of the 1980 CSO Table, among ot “the same
amount” is to be taken as the renewal nine-year arithmetic average, i.e., the a5 verage of the

death benefit at the beginning of each of policy years 2 through 10, inclusi@.

Background Information M\
The Report of the Society of Actuaries Committee recommended this apigoac® Walter O. Menge in his

paper Commissioners Reserve Valuation Method, RAIA XXXV (s 27 1%, especially p 283), defined
an “equivalent level renewal amount” which has been acc ) §5 the appropriate function for
policies issued before the operative date of Section 5-%
Insurance. The Society Committee indicated that the stro

the effect on reserves for such plans as jumping juv
definition of “equivalent level renewal amount” a
Section 5 of the Standard Nonforfeiture Law for Lif . In the same way, the function prescribed

above is consistent with the “average amount of igmsranC§ggin Section 5-c of the Standard Nonforfeiture
Law for Life Insurance. A principal reasogfor%ge in the Standard Nonforfeiture Law was to

simplify calculations, and this guideline will a\ t result.

9

o
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Actuarial Guideline XVI1I

CALCULATION OF CRVM RESERVES ON SEMI-CONTINUOUS, FULLY
CONTINUOUS OR DISCOUNTED CONTINUOUS BASIS

Text

The Standard Valuation Law uses the “excess of (a) over (b)” in the definition of the modified net
premiums in Section 4. If reserves are calculated on a basis other than curtate, i.e., using_semi-continuous,
fully continuous or discounted continuous functions, the excess of (a) over (b) ma@ated using

the same basis (semi-continuous, etc.).

Background Information . Q
The Report of the Society of Actuaries Committee recommended this ap N xcess of (a) over (b)

is sometimes referred to as the initial expense allowance. Basing t nse”allowance on curtate
functions is conservative as this results in the smallest amount of experndg.all&Wwance. Also, the expense
allowance is the same regardless of which type of functions are used her hand, the use of curtate
functions when the basic calculation is based on other functions Gamgge i complications in calculation.
The difference in the resulting reserves does not justify thsa i @ ymplication.

N
S
2

9

o
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Actuarial Guideline XIX
1980 CSO MORTALITY TABLE WITH TEN-YEAR SELECT MORTALITY FACTORS
Text

The Standard Valuation Law and the Standard Nonforfeiture Law for Life Insurance make reference to
the Commissioners’ 1980 Standard Ordinary Mortality Table with Ten-Year Select Mortality Factors.
The Ten-Year Select Mortality Factors referred to are those developed by the Society of Actuaries Special
Committee to Recommend New Mortality tables for Valuation (see Report on p. 617 ble of Ten-
Year Select Mortality Factors on p. 669 of TSA XXXIII).

The NAIC model regulation regarding mortality tables independent of sex refer pin specific tables
tables may be used with or without Ten-Year Select Mortality Factors: Year Select Mortality
Factors to be used with these blended tables are to be determined by us ula in the letter from
Robert J. Johansen to Ted Becker reproduced on p. 457 of NAIC Procee 4 Vol. I.

Background Information

The published report of a committee of the Society of A
mortality factors. While that committee recommended t

publication has caused some confusion. \
0\0. ,

altornative factors not be adopted, their

9

o
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Actuarial Guideline XX
JOINT LIFE FUNCTIONS FOR 1980 CSO MORTALITY TABLE
Text

The tables of uniform seniority and the “Ultimate 1xx Tables” in Appendix 5 of the Report of the Society
of Actuaries Committee on Specifications for Monetary Values - 1980 CSO Tables are acceptable for use
in calculating reserves or nonforfeiture values for joint life policies on the 1980 CSO basis. These tables
from Appendix 5 of the report are reproduced on the following pages of this Actuari ideline. These
tables are numbered A5-1, A5-6 and A5-7 to coincide with the page numbers of tho blesS® Appendix

5 of the Society Committee report. (These are the only tables considered necessa urpose of this
guideline.) .

Other methods of calculating joint life functions may also be acceptabl p , it is acceptable to

calculate “exact” joint life functions using published 1980 CSO mort es wr the actual ages and
genders of the lives to be insured.
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1980 CSO and 1980 CET TABLES

A5-1
Tables showing the deduction to be made from the age of the older of two lives in order to obtain the
equivalent equal ages. The equivalent equal ages are then used to enter tablesof functions derived from
tables based on one male and one female of the same age.

MALE/MALE FEMALE/FEMALE
Difference in Deduct from Difference in Deduct fro
Ages Older Age Ages Older Age
0-1 Years -2 0-1 Years
2-3 1 2-3 *

4-6 0 4-6 \
7-9 1 7-9 6
10-13 2 10-13 0

14-19 14-20 8

20-32 21-4 9

33-55 49-7 8

56 & Over 71 {\ 7
OLDER MALE/YOUNGER ’\%)ER FEMALE/YOUNGER

o o1l h W

FEMALE MALE
Difference in Deduct fro Difference in Deduct from
Ages Older Age Ages Older Age
0-1 Years 0 0 Years 0
2-4 1 1-2 1
5-8 3-4 2
9-14 5-6 3
15-27 7-8 4
28-54 5 9-11 5
55 & Over 6 12-14 6
15-18 7
19-25 8
26-47 9
48-70 8
71 & Over 7

It is not appropriate to apply values from the FEMALE/FEMALE column so that a negative joint equal
age results. In such situations equivalent equal age zero should be used.
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1980 CSO AND 1980 CET TABLES

ULTIMATE 1xx TABLES

A5-6

MALE/FEMALE - JOINT EQUAL AGES
Age 1980 CSO ANB 1980 CET ANB Age 1980 CSO ANB 1980 CET ANB
0 60,560,928 16,765,573,343 50 50,059,381 31,016,815
1 60,133,368 16,611,833,035 51 49,476,690 12,588,651,151
2 60,016,709 16,554,688,329 52 48,854, ,334,020,364
3 59,908,679 16,500,057,858 53 48189 12,115,954,884
4 59,802,641 16,446,102,669 54 & 11,882,965,072
5 59,699,780 16,393,146,218 55 7 2 11,634,492,272
6 59,600,678 16,341,343,876 56 45994,341 11,370,389,297
7 59,505,913 16,290,849,123 57 25,102 11,090,791,424
8 59,415,464 16,241,650,759 44,105,689 10,796,774,543
9 59,328,717 16,193,575,473 ’9\ 43,138,010 10,489,174,436
10 59,243,877 16,146,128,297 60 42,120,816 10,168,205,698
11 59,160,343 16,099,143,064 41,050,947 9,833,163,320
12 59,073,969 16,051,489,601 2 39,922,456 9,482,414,384
13 58,981,223 16,002,21%528 63 38,727,178 9,114,117,409
14 58,878,596 15,950,364,3\ 64 37,455,765 8,726,038,290
15 58,763,783 15 65 36,104,361 8,317,746,958
16 58,635,678 15,8 66 34,673,184 7,890,297,942
17 58,494,366 15,774,95847 67 33,168,368 7,446,389,780
18 58,341,111 ,709,926,059 68 31,598,177 6,989,702,695
19 58,180,090 643,001,774 69 29,974,031 6,524,328,290
20 58,0 Q574,485,426 70 28,301,780 6,052,945,571
21 57,8415804 ,505,178,968 71 26,582,447 5,577,062,990
22 57,669,0 15,435,715,764 72 24,815,246 5,097,324,032
23 97,173 15,366,563,757 73 22,997,777 4,614,505,500
24 986,406 15,297,875,217 74 21,131,047 4,130,490,018
2 6,720 15,229,646,694 75 19,226,083 3,649,618,370
26 89,251 15,162,179,359 76 17,303,859 3,178,781,104
56,822,842 15,095,162,526 77 15,392,302 2,726,027,311
56,656,351 15,028,290,956 78 13,522,753 2,299,540,338
29 56,488,648 14,961,264,778 79 11,725,985 1,906,364,931
30 56,318,617 14,893,789,474 80 10,025,717 1,551,018,508
31 56,145,156 14,825,724,856 81 8,438,546 1,235,758,486
32 55,966,614 14,756,488,721 82 6,977,243 961,383,029
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Age

33
34
35
36
37
38
39

40
41
42
43
44

45
46
47
48
49

1980 CSO ANB

55,783,044
55,592,824
55,393,802
55,185,521
54,964,779
54,728,980
54,476,679

54,204,296
53,909,967
53,590,820
53,246,767
52,876,702

52,480,127
52,055,563
51,602,680
51,120,195
50,606,437

Appendix C

ULTIMATE 1xx TABLES (CONT’D)

1980 CET ANB

14,686,100,270
14,614,138,379
14,540,044,697
14,463,709,462
14,384,303,697
14,301,162,422
14,213,496,296

14,119,829,355
14,019,719,765
13,911,767,923
13,795,743,779
13,671,168,213

13,537,874,323
13,395,455,885
13,243,953,279
13,083,039,247
12,912,305,585
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83
84
85
86
87
88
89

90
91
92
93
94

95
96
97

1980 CSO ANB

5,651,637
4,470,897
3,444,826
2,579,176
1,872,714
1,316,256

893,896

585,35
36864
222,
1290418
69,8

,202

6,225
1,699
\ 200

Q,los,oss
\ 789,100

1980 CET ANB

727,555,449
533,319,971
377,233,215
256,609,122
162,383,564

9,470,646
4,461,337
1,940,503

760,483
255,127
65,264
9,381
200



Appendix C

ULTIMATE 1xx TABLES

MALE/FEMALE - JOINT EQUAL AGES

Age 1980 CSOALB 1980 CET ALB Age
0 60,347,148 16,688,703,189 50
1 60,075,038 16,583,260,682 51
2 59,962,694 16,527,373,094 52
3 59,855,660 16,473,080,264 53
4 59,751,210 16,419,624,444 54
5 59,650,229 16,367,245,047 55
6 59,553,296 16,316,096,500 56
7 59,460,688 16,266,249,941 57
8 59,372,090 16,217,613,116 58
9 59,286,297 16,169,851,885 59

10 59,202,110 16,122,635,680 ’S
11 59,117,156 16,075,316,332
12 59,027,596 16,026,850,564 &
13 58,929,910 15,976,287,946 3
14 58,821,190 15,922,849,984
15 58,699,730 15,866,068 8@ 65
16 58,565,022 x 66
17 58,417,738 67
18 58,260,600 : 68
19 58,096,310 69
20 57,926,962 5,539,832,196 70
21 57,755,210 0,447,365 71
22 57,582:10 401,139,760 72
23 57,4 332,219,487 73
24 57,241 15,263,760,956 74
25 %,9?6 15,195,913,026 75
26 3 o6 15,128,670,942 76
27 9,596 15,061,726,741 77
28 572,500 14,994,777,867 78
6,403,632 14,927,527,126 79
3 56,231,386 14,859,757,165 80
31 56,055,885 14,791,106,788 81
32 55,874,829 14,721,294,496 82
33 55,687,934 14,650,119,324 83
34 55,493,313 14,577,091,538 84
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1980 CSO ALB

49,768,036
49,165,729
48,522,312
47,833,009

, 6

21,850
425629,413

41,585,882
40,486,702
39,324,817
38,091,472
36,780,063

35,388,772
33,920,776
32,383,272
30,786,104
29,137,906

27,442,114
25,698,846
23,906,512
22,064,412
20,178,565

18,264,971
16,348,080
14,457,528
12,624,369
10,875,851

9,232,132
7,707,894
6,314,440
5,061,267
3,957,862

47,093
4
46

AG XX

A5-7

1980 CET ALB

12,634,833,983
12,436,335,758
24,987,624
11,999,459,978
1,758,728,672

11,502,440,784
11,230,590,360
10,943,782,984
10,642,974,490
10,328,690,067

10,000,684,509
9,657,788,852
9,298,265,896
8,920,077,850
8,521,892,624

8,104,022,450
7,668,343,861
7,218,046,238
6,757,015,492
6,288,636,930

5,815,004,280
5,337,193,511
4,855,914,766
4,372,497,759
3,890,054,194

3,414,199,737
2,952,404,208
2,512,783,824
2,102,952,634
1,728,691,720

1,393,388,497
1,098,570,758
844,469,239
630,437,710
455,276,593



AG XX

Age

35
36
37
38
39

40
41
42
43
44

45
46
47
48
49

1980 CSO ALB

55,289,662
55,075,150
54,846,880
54,602,830
54,340,488

54,057,132
53,750,394
53,418,794
53,061,734
52,678,414

52,267,845
51,829,122
51,361,438
50,863,316
50,332,909

Appendix C

1980 CET ALB

14,501,877,080
14,424,006,580
14,342,733,060
14,257,329,359
14,166,662,826

14,069,774,560
13,965,743,844
13,853,755,851
13,733,455,996
13,604,521,268

13,466,665,104
13,319,704,582
13,163,496,263
12,997,672,416
12,821,661,200
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ULTIMATE 1xx TABLES (CONT’D)

1980 CSO ALB

3,012,001
2,225,945
1,594,485
1,105,076

739,623

476,996
295,586

175,324’
0

98,9
52,

1980 CET ALB

316,921,168

211,996,343

135,894,531
83,251,900
48,6

6 65,992
00920

\ 1,350,493

507,805
160,196
37,322
4,790
100



Actuarial Guideline XXI

CALCULATION OF CRVM RESERVES WHEN (B) IS GREATER THAN (A)
AND SOME RULES FOR DETERMINATION OF (A)

Text
The Standard Valuation Law used the “excess of (a) over (b)” in the definition of the modified net

premiums in Sec. 4. If the excess of (a) over (b) is negative, and the policy is issued on or after January 1,
1987, the excess is to be taken as zero.

The Standard Valuation Law defines (a) as a net level premium, subject to a maximag. The net level
premiums for the policy are a uniform percentage of the respective gross premi % at the present

value at issue of the net level premiums payable on and after the first anrf¥ersa al to the present
value at issue of the benefits provided for by the policy after the first ani N ¢ net level premium
used in determining (a) is the net level premium payable on the first anm e maximum for () is
the net level premium on the 19-year premium whole life plan for a poligw vel premiums issued at
an age one year higher than the age at issue of the policy.
The value of (a) is to be calculated as defined in the Sté V

reserves are not equal to reserves according to the full pre®ming

ation Law, even if the resulting
ethod.

Background Information \
The Report of the Society of Actuaries Committee& cations for Monetary Values—1980 CSO
)

Tables recommended that a negative excess of (a taken as zero. Walter O. Menge in his paper
Commissioners Reserve Valuation Method 4RAI (see pp. 260 and 261) pointed out the illogic of
a negative excess of (a) over (b). A negative qce used, would result in CRVM reserves that are
greater than net level premium reservg inCWle has been recognized since Menge wrote his paper,
but some actuaries are not aware of

Defining the net level premiums as beit uniform percentage of the respective gross premiums is
consistent with the definition in _Fienge’s paper. Since the denominator of (a) is the present value of an
annuity commencing on the firS@anniversary, the logical value for (a) is the net level premium (as
defined) payable on the firs rSapy.

In his paper, Menge ir#iCat CRVM reserves are equal to full preliminary term reserves unless the
value of (a) is the maxim efined in the Standard Valuation Law, or unless the excess of (a) over (b) is

negative. Meng S not appear to have considered the case where the gross premium for the first policy
year does not eq e gross premium for the second policy year. For such policies a literal application of
i0

the StandardG w does not result in full preliminary term reserves.
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Actuarial Guideline XXII

INTERPRETATION REGARDING NONFORFEITURE VALUES FOR
POLICIES WITH INDETERMINATE PREMIUMS

Text

Indeterminate premium policies provide that premiums after issue will be determined by the insurer based
on then current assumptions as to future experience. The policies also provide a schedule of maximum
premiums which the premiums actually charged will not exceed.

The minimum nonforfeiture values for an indeterminate premium policy are the g
that the gross premiums for the policy are (i) those according to the schedule of
current assumptions at issue and illustrated to prospective policyholders, o\

0se assuming
emiums based on
according to the
schedule of maximum gross premiums included in the policy:

Background Information

Indeterminate premium policies are a fairly recent developm
legitimate function by enabling a nonparticipating poli%r i
called upon unless it is needed. Indeterminate premiums

SO
requirements. In general, regulators have not objected to t \

Section 6 of the Standard Nonforfeiture Law for Lif ur refers to “any plan of life insurance which
provides for future premium determination, the amgiin ich are to be determined by the insurance
%

surance. They can serve a
a safety margin that need not be
5 used to avoid deficiency reserve

company based on then estimates of future_expegfie his is a direct reference to the types of life
insurance policies commonly known as e premium plans (see “Detailed Analysis of
Recommended Changes in the Standagg M w and the Standard Nonforfeiture Law for Life
Insurance; NAIC Proceedings - 198 831. The Standard Nonforfeiture Law for Life Insurance

provides that minimum nonforfeiture such policies are to be computed by a method consistent
with the principles of the Law as deter egulations promulgated by the commissioner.

Section 5 and Section 5-c of thg¥Standard Nonforfeiture Law for Life Insurance each provide that “the
adjusted premiums for any poli hall be calculated on an annual basis and shall be....(a) uniform
percentage of the respectiye pregiurns specified in the policy for each policy year...” Indeterminate
premium policies pro ‘ % mounts of premiums for each year: the actual premium to be charged
and the maximum am @ctual premium. This raises the question of which premium is to be used
in setting adjusted premiu a uniform percentage of the gross premiums.

The maximum p s have the advantage that they are known at the time the policy is issued.

4 m premiums to determine minimum values can lead to manipulation. A level
&) policy has a readily determined set of minimum values in accordance with the
ure Law for Life Insurance. If the policy has indeterminate premiums and the

ated to the customer (with proper disclosure of their indeterminate nature) are level for

introduction of maximum premiums that increase by duration would result in lower minimum values.

This guideline was written with policies other than universal life insurance in mind. However, it is
possible to design a fixed premium universal life insurance policy to which this guideline would be
applicable.
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Actuarial Guideline XXI1I

GUIDELINE CONCERNING VARIABLE LIFE INSURANCE
SEPARATE ACCOUNT INVESTMENTS

A variable life insurance separate account shall be deemed to have sufficient net investment income and
readily marketable assets to meet anticipated obligations under policies funded by the account, as required
by [statutory reference for state], if, and only if, it can be demonstrated to the satisfaction of the
Commissioner that the sum of the market value of readily marketable assets in the account at the date of

exceeds by at least 15% the anticipated death benefits, surrenders, withdrawals and o
payable from current account values during the same period. For the purposeg®®
readily marketable assets means cash or those investments which have reawly a @ ~
and which can be marketed before the close of the next business day; net Sl

capital gains or losses; and the value of the anticipated death benefits, s &Wlthdrawals and other
such obligations payable during the calendar year following the dase o aluation shall not be
estimated at less than 10% of the market value of the account assets at the"&gte oOr valuation.

ortfolios or other investment
Iy with this subsection.

If a variable life insurance separate account is divided into sepa
subdivisions, each series, portfolio or investment subdmsgn )

\
\
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Actuarial Guideline XXI1V
GUIDELINES FOR VARIABLE LIFE NONFORFEITURE VALUES

Minimum cash surrender values for variable life insurance policies shall be determined separately for the
basic policy and any benefits and riders for which premiums are paid separately. The methods pertain to a
basic policy and any benefits and riders for which premiums are not paid separately.

Minimum cash surrender values for variable life polices may be determined using option B (Retrospective
Method), C (Prospective Method), or D (Maximum Charge Method).

A. Definitions

(1) “Valuation Rate” as used in this guideline means the hlgbr of @ med Investment
Rate (AIR) or guaranteed interest rate included in the p ic erwise the highest
valuation interest rate allowed under the Standard Nonfor:

2 “Net Cash Surrender Value” means the maximum_amo ayable to the policyowner
upon surrender.

3 “Cash Surrender Value” means the ender Value plus any amounts
outstanding as policy loans \

(@) “Policy Value” means the amount separately identified interest credits and or
investment return and mortality, exp er charges are made under a variable life

insurance policy.

(5) “Accumulation Rate” means \@ tment return and/or any interest credits applied

towards the policy val
B. Retrospective Method

The minimum cash surrender valige (beforefadjustment for indebtedness and dividend credits) available
on a valuation date shall be eggfil to the value using the Accumulation Rate through that date of the
premiums paid minus the a ion through that date of (i) the benefit charges, (ii) the averaged
ini e first policy year and any insurance-increase years, (iii) actual
other years, (iv) initial and additional acquisition expense charges not
ar expense allowances, respectively, (v) any service charges actually made
surrender or election of a paid-up nonforfeiture benefit) and (vi) any
partial withdrawals; all accumulations being at the Accumulation Rate at which
ave been made unconditionally to the policy (or has been made conditionally,

administrative expen
exceeding the initial o
(excluding charges

The benefit charges shall include the charges made for mortality and any charges made for riders or
supplementary benefits for which premiums are not paid separately. If benefit charges are substantially
level by duration and develop low or no cash values, then the Commissioner shall have the right to
require higher cash values unless the insurer provides adequate justification that the cash values are
appropriate in relation to the policy’s other characteristics.
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The administrative expense charges shall include charges per premium payment, charges per dollar of
premium paid, periodic charges per thousand dollars of insurance, periodic per policy charges, and any
other charges permitted by the policy to be imposed without regard to the policyowner’s request for
services. The averaged administrative expense charges for any year shall be those which would have been
imposed in the year if the charge rate or rates for each transaction or period within the year had been
equal to the arithmetic average of the corresponding charge rates which the policy states will be imposed
in policy years through twenty in determining the policy value.

The initial acquisition expense charges shall be the excess of the expense charges, other thap_service
charges, actually made in the first policy year over the averaged administrative expense char

year. Additional acquisition expense charges shall be the excess of the expense charges, othe ce
charges, actually made in an insurance-increase year over the averaged administrative expyme es for
that year. An insurance-increase year shall be the year beginning on the date of ingeas ount of
insurance by policyowner request (or by the terms of the policy).

Service charges shall include charges permitted by the policy to be imposed as }policyowner’s
request for a service by the insurer (such as the furnishing of future benefit i ations) or of special

transactions.

The initial expense allowance shall be the allowance provided by [{E8gs
Items (ii) and (iii) of Section 5c(1), as applicable, of the Standar? n
as amended in 1980, for a fixed premium, fixed benefit endowme .
initial face amount of the variable life insurance policy, wi el prémiums paid annually until the
highest attained age at which a premium may be paid u h riable life insurance policy, and

t
t
maturing on the latest date permitted under the policy, if agupot jse at the highest age in the valuation
I
@

i), (iv) of Section 5, or by
e Law for Life Insurance,
a face amount equal to the

mortality table. The unused initial expense allowa@e S e excess, if any, of the initial expense
allowance over the initial acquisition expense charges bove.

If the amount of insurance is subsequently i Oon IEquest of the policyowner (or by the terms of
the policy), an additional expense allowaridgand arjunused additional expense allowance shall be
determined on a basis consistent with the aboveggndgwith Section 5¢(5) of the Standard Nonforfeiture
Law for Life Insurance, as amended in 1980, using tie face amount and the latest maturity date permitted

at that time under the policy.

The unamortized unused initial e
anniversary at age x + t (w e issue age) shall be the unused initial expense allowance
multiplied by &y4/d, where a are present value of an annuity of one per year payable on policy
anniversaries beginning at ages x nd X, respectively, and continuing until the highest attained age at
which a premium may aid under the policy, both on the morality guaranteed in the policy and the
unamortized unused additional expense allowance shall be the unused
ultiplied by a similar ratio of annuities, with &y replaced by an annuity
ich the additional expense allowance was determined.

% altdwance during the policy year beginning on the policy

premium level Vagich will provide lifetime insurance protection. Every variable life insurance policy of
which the drafters are aware has a “net level premium” that could be computed which would guarantee
permanent protection using some suitable interest assumption. As a result, it is expected that most
variable life insurance policies will be sold as permanent plans.

Traditional whole life insurance, which is accorded a permanent plan expense allowance by the Standard
Nonforfeiture Law (SNFL), is much more flexible than is often realized. Premiums may be stopped with
term coverage resulting, policy loans can result in “stop and go” premiums, or a vanishing premium
arrangement can be effected, all without the permanent plan expense allowance being affected. The SNFL
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does not require cash values for many forms of term insurance. All other permanent plans develop an
expense allowance greater than that for whole life insurance under the SNFL.

The alternative of basing the initial expense allowance on a policyowner’s “planned premium” was
considered but rejected as artificial and subject to substantial manipulation by agents and/or insurers.)

C. Prospective Method

The minimum cash surrender value (before adjustment for indebtedness and dividend credits) available
on a date as of which interest is credited to the policy shall be equal to [(1) - (2) - (3) - ere:

1) is the present value of all future benefits;

2 is the present value of future adjusted premiums. The adjude p@ are calculated as
described in Sections 5 and 5a or in Section 5c¢(1), I , of the Standard
Nonforfeiture Law for Life Insurance, as amended in 19%' n 5¢(1) is applicable,
the nonforfeiture net level premium is equal to the qua lay, where PVFB is the
present value of all benefits at issue assuminggfutur emiums are paid by the

policyowner and all guarantees contained in the_bo eclared by the insurer, and
using the Valuation Rate.

L 4
dy is the present value of an it one per year payable on policy
anniversaries beginning at age x and cogiinuinGWntil the highest attained age at which a
premium may be paid under the pol
3 is the present value of any qua S ous to the nonforfeiture net level premium
which arise because of gufrant ecared by the insurer after the issue date of the
policy. dy shall be re nuity beginning on the date as of which the
declaration became n yable until the end of the period covered by the
declaration.
(@) is the sum of any quantit alogous to (2) which arise because of structural changes in
the policy.
(Note: Structural changes hanges which are separate from the automatic workings of the
policy. Such changegPus uld be initiated by the policyowner and include changes in the
guaranteed benefits, ¢ e st maturity date, or changes in allowable premium payment period.)
Future benefits gre determine¥ by (1) projecting the policy value, taking into account future premiums, if
any, and using t aranteed interest rate, if any; otherwise, the lesser of the AIR, if any, or the highest
state approvedgngg Jure interest rate, and using the mortality, expense deductions, etc. contained in

the policy o % d by the insurer; and (2) taking into account any benefits guaranteed in the policy or
101N do not depend on the policy value.

es shall be determined using (i) an interest rate (or rates) specified by the Standard
Non iture Law for Life Insurance, as amended in 1980, for policies issued in the same year and (ii)
y rates specified by the Standard Nonforfeiture Law for Life Insurance, as amended in 1980,
for policies issued in the same year or contained in such other table as may be approved by the
Commissioner for this purpose.

(Note: The types of quantities included in (3) are increased current interest rate credits guaranteed for a
future period, decreased current mortality rate charges guaranteed for a future period, or decreased current
expense charges guaranteed for a future period.)
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Appendix C

D. Maximum Charge Method

(1) Definitions: Wherever used in this Section, the terms have the respective meanings set
forth or indicated in this paragraph.

(@)

(b)

(©)

(d)

(€)

(9)

Policy Value is equal to gross premiums paid (excluding separate identified
premiums for riders or supplementary benefits which are not credited to policy
value) plus net investment income (which may be positive or negative and may
vary based on policy loans) less the following as specified in the policy: (i)

administrative charges (which may be taken in part from premiums art
from policy value), (ii) acquisition and other charges, (iii) deferre quisidon
and other charges, (iv) benefit charges, (v) service char Y artial
withdrawals, and (vii) partial surrender charges. .

ade for life
or riders and

Benefit Charges made to the Policy Value are mortali
insurance on the insured person or persons and any c
supplementary benefits.

Service Charges made to the Policy Value ar r r transactional costs
such as partial withdrawals, reallocatio icy values and benefit
t
t d

illustrations. Transactional charges sha essed unless specifically

permitted by law or regulation for tran & e under mandatory policy
provisions.

Administrative Charges is a per pghigy C made regularly to the Policy Value
(or deducted from premiugs off s led premium policies) for the cost of
administration. This charge qay” noigexceed $5.00 per month in 1986. In

a or in force policy shall be the product of
$5.00 and the ratio (4ot d 2700) of (1) the Consumer Price Index (for all
urban households) September preceding the year for which the
determination is being "gdafto (2) the Consumer Price Index for September
1986. The Corggnissi
demonstrating

subsequent years the lig

Acquigitio he Charges are deducted from gross premiums before they

i 0 Pglicy Value and/or made to the Policy Value. They may be

a percentage of premium or a dollar amount per $1,000 of insurance

ount per premium payment or a per policy charge (other than the

inistrative Charge). They do not include charges made as a reduction in

Ryve t return. These charges may vary by premium size, policy size and by
year.

ess First Year Acquisition and Other Charges shall be the maximum excess

f (A) over (B) based on the assumption that any premium (other than a single

premium) payable in the first policy year is also payable during the entire

premium paying period. (A) is the Acquisition and Other Charge made in the first

policy year and (B) is the arithmetic average of the corresponding charges which
the policy states would be made in policy years two through twenty.

Excess Acquisition and Other Charges for a Face Amount Increase shall be the
maximum excess of (A) over (B) based on the assumption that the net level
whole life annual premium for the increase (as defined in (j) below) applies
throughout the remaining premium paying period. (A) is the Acquisition and
Other Charge for the increase, and (B) is the arithmetic average of the
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corresponding charges which the policy states would be made in the nineteen
policy years following the increase.

(h) Net Investment Return is the actual amount credited to Policy Value net of
investment expenses and/or other charges made as a reduction in investment
return.

Q) The net level whole life annual premium at issue is based on the assumption of
level insurance and level annual premium for life, the mortality table rate used to

of 4% or that specified in the policy.

() The net level whole life annual premium for an mcre
insurance shall be determined as of the date of tlg.i 2
increase were a separate policy under (i) ab chreases in the face
amount requested by the policyowner and incrgases® face amount pursuant
to the terms of the policy (e.g. an option to purc ol a cost of living increase)

shall give rise to such a premium and th d Excess Acquisition and
Other Charges for a Face Amount 3 es for this purpose shall not

include increases in face amoun, re % pm a change in the death benefit
option or changes in death benefi WL 1s

S policy terms that do not affect the
face amount. Increases for this oSshail be reduced by the amounts of any
ial withdrawal, but not a decrease resulting

earlier decrease by reason
from a change in the death b it opden.

(K) Surrender Charge iga d arge made to the Policy Value in the event of a
full or partial surren

N licy, reduction in the face amount of insurance

efls the Policy Value less any Surrender Charge, before
g loans or other amounts due under the policy.

() Cash Surrend
reduction for ou

(m) Deferre@QAcquisition and Other Charges are Acquisition and Other Charges
ded the Policy Value after the first policy year.

2 Cash lues determined in accordance with this subparagraph shall meet
minim guirements.

\If Acquisition and Other Charges do not exceed the sum of:

@ 90% of premiums received up to the net level whole life annual premium
at issue (regardless of when received).

2 10% of all other premiums received.

3 90% of the net level whole life annual premium for increases in the face
amount of insurance as defined in 1(j).

4) $10 per $1,000 of initial face amount in the first policy year.
(5) $1 per $1,000 of face amount in subsequent policy years.

(6) $10 per $1,000 of any increase in the face amount of insurance other than
an increase resulting from a change in the death benefit option. Increases
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up to the amount of earlier decreases are included here but not in (3)
above.

(7 $200 per policy in the first year.

(b) A surrender charge may be established provided that the initial surrender charge
together with the actual Acquisition and Other Charges made in the first policy
year (and on premiums up to the net level whole life annual premium if received
after the first year) do not exceed the sum of (1), (2) in the first year, (4) and (7)

in (a) above. Additional surrender charges may be established aft e in
connection with an increase in face amount provided that any su al
surrender charge and any Acquisition and Other Charges madgsigy, cONgection

with such increase do not exceed the sum of (3) and (6) in @) ah @

(© A Deferred Acquisition and Other Charge may be ¢ N the Policy
Value in any policy year after the first, such that thet f ai such charges
imposed to date plus the surrender charge for that y€&g do€S not exceed the
maximum initial surrender charge. The Deferred ASgui and Other Charges

in any one year may not exceed the maximu ‘ ender charge for that
year. Similar Deferred Acquisition and ,OTNg % es may be imposed with

respect to an increase in face amount. ¢
(d) The maximum allowable surrenden m year shall be the maximum
initial surrender charge multiplied b t here “x” is the issue age and “t”
is the number of years since issugm®im aximums shall be determined with
respect to any additional siyrrengler es, with x and t based on the date of
increase. \
(Note: The minimum cash value methods B e not intended to prohibit the current practice of

allowing the imposition of additional surrentg chargel defined as follows. In the case of combination
general account and separate account variable W& gfoducts, additions or amounts derived from more
favorable interest, mortality, and expense ghan those*guaranteed in the policy on the general account fund
and credited within 12 months prior to sé&iender may be subject to forfeiture upon surrender.)

E. Minimum Paid-Up fo BeEnefits

If a variable life insurance pol WSS for the optional election of a paid-up nonforfeiture benefit, it
shall be such that its present valueSghall be at least equal to the cash surrender value provided by the
policy on the effective of the election. The present value shall be based on mortality and interest

he policyowner as (1) the mortality and interest basis, if any, specified
e policy value, or (2) the mortality and interest standards permitted for
5 by the Standard Nonforfeiture Law for Life Insurance, as amended in 1980.

(Note: It is possible that policies will have secondary guarantees. Such guarantees should be taken into
consideration when computing minimum paid-up nonforfeiture benefits.)

Ever since the adoption of the original Standard Nonforfeiture Law (SNFL) in 1942, provision has been

made for nonforfeiture calculations on the basis of substandard mortality. (See Sections 5.5a. and 5c,
Paragraph 8(e) of SNFL.)
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While this provision has been used infrequently in the past, it is anticipated the substandard mortality will
be more frequently utilized in variable life insurance, given its flexible nature, to reflect the mortality
classification assigned to the policy by the insurer.

A charge may be made at the surrender of the policy provided that the result after the deduction of the
charge is not less than the minimum cash surrender value required by this guideline.)
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Actuarial Guideline XXV

CALCULATION OF MINIMUM RESERVES AND MINIMUM NONFORFEITURE VALUES
FOR POLICIES WITH GUARANTEED INCREASING
DEATH BENEFITS BASED ON AN INDEX

A. Valuation - Text

For a policy where premiums are fixed in amount at issue which provides for whole life insurance with
the amount of death benefit adjusted periodically with the Consumer Price Index or a ost of living
index, the value of the minimum reserve at any time shall be based on the maxim
rate for the year of issue and an acceptable mortality table for life insurance sta ves and based
on the death benefit and premium pattern adjusted as provided in th%poli m pasonable annual
increases based on the index. The present value of future benefits compongat Sgall e further adjusted
each year by the ratio of the then current amount of death benefit to ™®i projected amount of
death benefit. If the policy provides for future premiums and such premi

component shall likewise be further adjusted each year by the ratié
benefit to the initially projected amount of death benefit. . Th
annual increase in death benefits based on the index mustgo .
rate for the year of issue less:

the i¥%en current amount of death
N as to what is a reasonable
an the maximum valuation interest

1. 2.0% If the annual increase is limi o annudl and non-cumulative maximum of 0%
through 5.0%

2. 1.5% If the annual increage is@to an annual and cumulative maximum of 0%

through 5.0%. \
3. 1.5% If the annua limited to an annual and non-cumulative maximum of

5.01% through 10.0%?

4, 1.25% If the annffal increas
through 10.0%.
5. 1.0% #For Ians.

The term “annual and 'n umulative maximum” refers to a maximum where each annual increase is
limited to the | of the midximum or the increase in the index without carry forward of excess index

is limited to an annual and cumulative maximum of 5.01%

increases.
The term “a @ 1 cumulative maximum?” refers to a maximum where each annual increase is limited
to the | owghegiaximum or the increase in the index with carry forward of excess index increases.

the assumption as to an annual increase based on the index be less than 1.0%.

This guidetine for valuation shall be effective immediately for policies issued on or after January 1, 1991.
B. Nonforfeiture — Text

The threshold amount shall be $10,000 until December 31, 2009. For years beginning after December 31,
2009, the threshold amount for a calendar year shall be the product of $10,000 and the ratio of 1) the

index for June of the prior year to 2) 136.0 (the index as of June 30, 1991), rounded to the nearest $25. If
this calculation would result in an increase in the threshold amount of less than $500, the unadjusted
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threshold amount from the prior year shall continue in effect for the next calendar year. In no calendar
year shall the increase in threshold amount exceed 5% of the prior calendar year threshold amount.

The index used to determine the threshold amount for years beginning after December 31, 2009, shall be
the Consumer Price Index for All Urban Consumers (CPI-U) as of June 30 of that year. If this index is no
longer available, another index which, in the actuary’s opinion, reflects the change in general consumer
prices for the year should be substituted.

Il FOR POLICIES WHERE ANY DEATH BENEFIT FOR ANY POLICY YEAR M/OULD
EXCEED THE THRESHOLD AMOUNT EVEN IN ABSENCE OF ANY L
INCREASES BASED ON THE INDEX

For a policy where premiums are fixed in amount at issue which provides for whgle Iince with
the amount of death benefit adjusted periodically with the Consumer Price Index or afatf gft of living
index, the value of the minimum nonforfeiture benefit at any time shall be the maximum
nonforfeiture interest rate for the year of issue and an acceptable mortalit life insurance
nonforfeiture and based on the death benefit and premium pattern adjusted as p in the policy by
reasonable annual increases based on the index. The present value of future omponent shall be
further adjusted each year by the ratio of the then current amount of the initially projected
amount of death benefit. If the policy provides for future premiurgs a emiums are also adjusted
periodically with the Consumer Price Index or another cost of livifg, i e present value of future
premiums component shall likewise be further adjusted each ye& atio of the then current amount
e :

of death benefit to the initially projected amount of dea The assumption as to what is a
reasonable annual increase in death benefits based on the t not be less than the maximum
valuation interest rate for the year of issue less:

L 4
1. 2.0% If the annual increase is limi eN al and non-cumulative maximum of 0%

through 5.0%.

2. 1.5% If the annual increase g/ to an annual and cumulative maximum of 0%
through 5.0%.

3. 1.5% If the annual in(&eis limited to an annual and non-cumulative maximum of
5.01% through 10.

4, 1.25% |If the a se is limited to an annual and cumulative maximum of 5.01%
through 10.0%.

5. 1.0% Fo ther plans.

The term “an

| a @ mulative maximum” refers to a maximum where each annual increase is
orafnaximum or the increase in the index without carry forward of excess index
increases.

The term “ann nd cumulative maximum” refers to a maximum where each annual increase is limited
to the lower of the’maximum or the increase in the index with carry forward of excess index increases.

In no event shall the assumption as to an annual increase based on the index be less than 1.0%.
. FOR POLICIES WHERE ANY DEATH BENEFIT FOR ANY POLICY YEAR WOULD NOT

EXCEED THE THRESHOLD AMOUNT IN ABSENCE OF ANY ANNUAL INCREASES
BASED ON THE INDEX
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For a policy where premiums are fixed in amount at issue which provides for whole life insurance with
the amount of death benefit adjusted periodically with the Consumer Price Index or another cost of living
index, the unadjusted value of the minimum nonforfeiture benefit at any time shall be based on a level
death benefit, an acceptable mortality table for life insurance nonforfeiture and a nonforfeiture interest
rate equal to:

1. 4.5% If the annual increase based on the index is limited to a maximum of 0% through
5.0%.
2. 4.25% If the annual increase based on the index is limited to a ] of 5.01%

through 10.0%.

3. 4.0% For all other plans. V'S

The present value of future benefits component shall be further adjusted Ny the ratio of the then
current amount of death benefit to the initially projected amount of d it If the policy provides
for future premiums and such premiums are also adjusted periodically witythe Consumer Price Index or
another cost of living index, the present value of future premiums pofent shall likewise be further

adjusted each year by the ratio of the then current amo efit to the initially projected
amount of death benefit. 7S

For purposes of this guideline multiple policies on a sin NI e aggregated and only those policies
ount™ after December 31, 2009), shall be

aggregating not more than $10,000 (or the thre
considered under B.1I.

This guideline for nonforfeiture shall be efectiViyd iately for policies issued on or after January 1,

1991. \

BACKGROUND

A number of companies are marketing in al life insurance policies with guaranteed increasing death
benefits tied in to a consumer prid¥ index or another cost of living index and are for low initial amounts of
insurance sold through funeral tors to provide for burial expenses. Some of the policies provide for
graded death benefits such e of premium with or without interest for the early policy years or

th benefits prior to the operation of the index. In some cases there is a
ear. The vast majority of such policies are single premium policies but
icies (generally limited payment). The annual premium may or may not be

nonforfeitlre. This guideline so provides for policies where the amount of death benefit in any given
policy year would exceed $10,000 (or the threshold amount® after December 31, 2009), even if there were
no increases based on the index. For practical purposes this may mean that such policies are not
marketable for higher amounts as it is most likely that such policies will not qualify under the IRS Section

1 In 2010, the actuarial guideline was modified to substitute a threshold amount for 10,000, such threshold being increased by the
change in the CPI-U, the CPI for All Urban Consumers.
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7702. The cash value accumulation test to qualify thereunder requires a minimum interest rate of 4% and
an assumed level amount of death benefits.

In the case of policies for an initial amount of insurance of $5,000 or less, the IRS rules provide an
exception to the prohibition of assuming increasing death benefits. However, since many of the policies
for very low amounts of initial face amount of insurance would require relatively high expenses if
underwritten, many of the policies are issued with simplified underwriting or on a guaranteed issue basis
with lower amounts of death benefits in the early policy years, some of the resulting annual increases are
such as would disqualify many of the policies for the exception. Therefore it is recommended thatpolicies

different patterns of benefits for low amounts.

For single premium policies, the value of nonforfeiture benefits based on a le
assumed nonforfeiture interest rate equal to the maximum nonforfeiture intere
increase based on the index and such factors then adjusted by the projecteG§
i e. However, the net
el death benefit and a net

values than the procedure for large amounts of insurance. Such €S can be justified based upon
the fact that the highly specialized market is prearranged raexpenses for very small amounts of
insurance per policy.

To emphasize the qualification with the IRS réles very low amounts of insurance, the
nonforfeiture guideline for small amount policies_is stlgd i ms of the net rate, a level death benefit
and continual adjustment.

For solvency purposes, reserves should be co
the size of the policy. That is, lower reserves arcg
insurance per policy.

. The same rules apply for reserve regardless of
permitted for policies with very low amounts of

Paragraph 5c¢(3) of the Model Stand ) eiture Law states that unscheduled changes do not need to
i @change. The changes guaranteed according to an index are a
Mgtit the amount of the change is not known until the index is
be recognized at issue. This guideline is a hybrid with increases
plicitly but with further adjustments made at the time the increase

determined. Thus the changes m
assumed at issue either icitly or 1
based on the index is det d.
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ELECTION OF OPERATIVE DATES UNDER STANDARD VALUATION
LAW AND STANDARD NONFORFEITURE LAW

June 3, 1989

Preamble

The model Standard Nonforfeiture Law for Life Insurance contains Section 5-C, efines new
mortality and interest rate components to be used as the minimum standard for no
life insurance policies. The Commissioners 1980 Standard Ordinary Table, or tlsgg ith Ten-Year
Select Factors, is identified in Section 5-C as the applicable mortality takge co for ordinary life
insurance policies (although there is a provision for other alternate mortali be permitted by
regulation). Section 5-C also incorporates “dynamic” interest rates, plicable interest rate
component. In addition, Section 5-C contains a new and different for sed in computing the

adjusted premiums that define minimum nonforfeiture values.

Section 5-C contains a mandatory operative date, but there is al ermitting companies to elect
an early operative date under certain conditions. .

The model Standard Valuation law contains a cross ref M erative date for Section 5-C of the
Standard Nonforfeiture Law for Life Insurance. Aftgr s perawve date, there are mortality and interest
rate components defined for use as the minimum stgigar computing reserves. The Commissioners
1980 Standard Ordinary Table, or that table with - elect Factors, is identified as the applicable
mortality table component for ordinary lifg insifra olicies (although there is a provision for other
alternate mortality tables to be permitte ulgtion). “Dynamic” interest rates determine the
applicable interest rate component, b & um interest rate is defined for reserves than for
nonforfeiture values.

Generally, the applicable mortality ra ower and the applicable interest rates higher after the
operative date. Thus, the reserves gdefined er the minimum standard would be lower for policies issued
on or after the operative date.

Text

Under no circumstanc n urance company elect an operative date for the purpose of Section 5-C
of the Standard Nonforfeittig,Law for Life Insurance, if such operative date would be in a calendar year
prior to the cale year in which that company furnished written notice of election of an operative date
under that law.

Historically, insurance companies have been allowed to elect early operative dates so as to pass along the
benefits of improved mortality rates and current interest rates to policyholders who purchase new life
insurance policies. These new policies would typically have lower nonforfeiture values and would require
lower reserves, and net premiums would be lower also. The expectation is that the lower net premiums
might allow the company to reconsider its gross premium rates for these new policies issued after the
operative date, and in many cases to lower the new gross premium rates.
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A second reason for allowing the election of an early operative date would be to allow insurance
companies and state insurance departments more time to prepare and review new life insurance policies,
which are to be introduced into them marketplace. If every life insurance policy had to be changed over

on the same mandatory operative date, it would be a great burden on the resources of all the parties
involved.
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Actuarial Guideline XXVII
ACCELERATED BENEFITS
PURPOSE

This guideline is designed to cover the actuarial aspects of accelerated benefits. Three general categories
of accelerated benefits are covered:

)] non-discounted acceleration of benefits
i) actuarially discounted acceleration of benefits Q
1) interest accrual approach to financing acceleration of bene#ts O
In addition, there is a separate section to cover the special considera‘%policy lien approach,

which is Section 1V.
General considerations which apply to any method of determini@ated benefits are given in

Section V.
I NON-DISCOUNTED ACCELERATION OF B K
A. Description .‘ :&

The type of plans considered in S lon are those which provide for a defined
event triggering one time gzcel ati f some or all of the death benefit of the base

contract or rider, in such a ry dollar of acceleration has a non-discounted
matching reduction in 0
four forms, via

ble on death. These plans have been available in

1. A contract in the acceleration feature with other, more traditional,
features;
2. Arid ed to a regular contract at time of issue, to provide acceleration;

in (2), but which may be attached to inforce contracts of the same

plicable to inforce contract of other companies.

e

1. Reserving Approach

wpo icy acting similar to the rider in (3) above, but for which the acceleration is

Payment of benefits earlier than death itself is an early payment rather than a
different payment. The basic reserve structure and requirements for regular life
insurance need not be disturbed. Therefore, the CRVM methodology is
acceptable, as is any other reserving methodology allowable for life insurance
when determining the reserves needed for policies with an accelerated benefit or
when determining the reserves for the accelerated benefit by itself.
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General Consideration
A reserve formula should consider all relevant factors.

Approximations to develop a single decrement table which utilize all relevant
factors except for voluntary termination rates are acceptable for policies and
riders subject to this subsection provided it can be demonstrated that the
approximations used produce essentially similar reserves, conservative reserves,
or immaterial reserves. The calculations should take into account the reduction in
life insurance benefits due to prior acceleration. However, in no eve the
reserves for the accelerated benefit and the life insurance benefit

together be less than the reserves for the life insurance benef; ing no
acceleration feature prior to payment of any accelerated begefit
]

In the development and calculation of reserves for poli a S subject to

this subsection, due regard shall be given to the appli y provisions,

marketing methods, administrative procedures and all ol cor¥Siderations which
, b

have an impact on projected claims costs, inclu not limited to the

following:

a. Definition of acceleration events,’Q

b. Premium waiver provision, &\

C. Marketing method, \

d. Underwriting proce@u e@
| TN

g. Optional ghature of benefit, and/or

h. Gu urability options.

1. ACTUARIALLY DI ACCELERATION OF BENEFIT

A.

Description

The produ hat are allowable under this type of approach generally provide for an

or the death benefit payable under a life insurance policy, with an
ctuarial adjustment in the amount of money paid to the policyholder that
e amount of money foregone by the Company by paying out the death
arly. These products have no additional premium payable. This product can be

made available at issue of the contract or after issue of the contract. It can either be a
arate rider or part of the integrated policy. The interest rate or interest rate
methodology used for discounting must be specified in the contract or rider or in the
actuarial memorandum.

Reserves

The application of standard valuation law and CRVM reserves is appropriate for these
policies. No additional reserves need be held as long as the actuary is convinced that the
method used to discount the death benefit reflects sound actuarial principles.
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If the actuary is convinced that the discounting procedure does not appropriately reflect
these conditions, he or she should determine a reserve such that reserves are adequate for
the life insurance benefits based on aggregates. There is nothing in this benefit design
that changes that equation.

1. INTEREST ACCRUAL APPROACH TO FINANCING ACCELERATION OF BENEFITS
A. Description

Under this approach, the insurer accrues an interest charge on the ac ed benefit to
account for lost investment income from the date of acceleration to tigfdate eath. The
interest may be accrued until death or may be required to be paidggacaSiyperiodically, or
may be offset against the policy’s remaining death benefit.

1. Alternative methods of including an interest acc%
ithe

a. A benefit of this type may be provide n integral part of a life
insurance policy or as a rider to a lifg, e policy.

b. If offered as a rider to a life§

2. Alternative Benefit Designs usi
specify whether interest ac g

thiSSgption: The rider or policy form should
rior accelerated benefit payment needs to

be paid in cash or whether atldWggnal*accelerated benefit payments will be made
to cover such interest a ey become due. Either approach is equally
acceptable. L 4

B. Interest Accrual Rate

1. The rider or p&
used to determiné

or the actuarial memorandum should specify the method
ate(s) of interest to be charged.

2. The speCigication of the method should be clear and unambiguous.

d used for determining the interest rate should be included in the
cttfgialg/nemorandum.

rves
rior to the occurrence of an event qualifying the policy for accelerated benefits,
minimum statutory reserves for policies containing interest accrual provisions are

the same as for policies with identical death benefits that do not contain interest
accrued lien provisions, provided that the method of determining the interest rate
to be charged, as specified in the rider or policy provisions or actuarial
memorandum, results in an interest rate at least equal to the valuation interest rate
applicable to the policy. If such is not the case, an extra reserve may be necessary
on such policies, if it is determined that the aggregate reserves are not good and
sufficient.

2. Following the occurrence of a qualifying event, accrued interest is an asset of the
company for statutory reporting purposes. However, the valuation actuary should
make certain that reserves in the aggregate are adequate to assure that such
aggregate accrued interest is provided for. This will assure that such accrued
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interest assets can be held as admitted assets. The insurer’s valuation actuary may
voluntarily increase the statutory reserve liability on each such policy in order to
eliminate the need to non-admit a portion of the accrued interest policy lien or
policy loan.

V. BENEFIT PAYMENT LIENS

This section deals specifically with benefit payment liens and their effect on future policy
premiums and benefits.

A

The presence of a lien against the policy does not require a pro-rata redd&jion irfhe
policy premiums or other values.

Amount of lien computed as of the date of death may be deducted ﬂ benefit.
I

Access to non-forfeiture benefits upon surrender or through fum loans may be
restricted to any excess of the cash surrender value over the su a tstanding loans
and the lien.

If the lien approach is used and RPU is available adyg gon-1@gfeitlre benefit, the amount
of RPU may be calculated as if no lien existedand & may continue to apply,
provided that the lien continues to satisfy any and dollar maximums and
minimums specified in the contract. Alternativ ay be made unavailable while
the lien exists, provided an ETI benefit is Iternatively, the excess, if any, of

the cash surrender value over the sum of o ans and the lien may be applied in
calculating the amount of the RPU, provjfie benefit is available. If the choice of

methods is not left as an option to%®e, t igvholder, the rider or policy form should
specify which method will appl \

available as a non-forfeiture benefit, the period of
sted and the lien may continue to apply, provided
) percentage and dollar maximums and minimums

20, WAy accelerated death benefit payment may first be applied
of any outstanding policy loans which causes the sum of the
and policy loans to exceed the cash value. Alternatively,

outstanding policy®¥gans may be retained and the lien that would otherwise be allowed

of methodS®g, not left as an option to the policyholder, the rider or policy form should

may be Wy any outstanding policy loans at the time of acceleration. If the choice
speci ich

thod will apply.

olicy form accelerated benefit lien provisions may specify that the existence
efit lien will not prevent termination of the policy in accordance with the regular
ermination provisions.

policy terminates while subject to a lien, the insurer shall extinguish the lien without
further recourse to the policyholder unless the policy or rider clearly indicates otherwise.
In the event that the policy is reinstated, the lien may also be reinstated with interest
accrued as if the policy had never terminated.

The policyholder should have the option of paying all or part of any premium or accrued
interest that would be capitalized under the terms of the rider or policy provisions in cash,
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as well as the option of repaying all or part of any lien in cash, in order to prevent the lien
from causing the policy to terminate.

V. GENERAL CONSIDERATIONS

The items below should be considered, where applicable, for all types of accelerated benefits:

A.

The rider or policy form should specify whether any premium becoming due after the
initial accelerated benefit payment is established needs to be paid in cash or whether
additional accelerated benefit payment will be made to cover such iums as they
become due. Either approach is equally acceptable.

payments that may be accelerated. Any dollar or percent@e m or maximums is

!
\ &"to be 100% of the

charge for administrative
able amount of the initial
e rider or policy form should

The rider or policy form may specify any percentage and dollan % m*and maximum

equally acceptable. If no maximum is specified, it wil
death benefit.

/6

The accelerated benefit may include a reasonabl
expenses and risks assumed by the company.
accelerated benefit is less than the maxim@y
specify how such initial amount will be dée

The rider or policy form should speci
termination if premium or interes
accelerated benefit payment exce

he aS§pns required, if any, to prevent policy
to be capitalized would result in a total
percentage or dollar maximum amount
specified in the rider or policy fofm. h excess may be required to be paid in cash
within an appropriate grac®per der to prevent policy termination. The rider or
policy form may also spagify N premiums or interest becoming due must be paid
in cash. If not specififa Wlresdpd, the rider or policy should remain inforce and be
administered with rom the premium or interest requirement that existed
immediately prior to
benefit would not, be inciésed beyond the maximum specified in the rider or policy
form.

The rider g rm may specify whether the accelerated benefit provision would
al base insurance policy death benefit or the current insurance policy
not specifically addressed, the rider or policy form should be
as if maximums are automatically increased, but not automatically

administe
eased.

or policy form may specify that an accelerated benefit is not available unless
ailished prior to the policyholder’s election of or lapse to ETI or RPU. If not
glifically addressed, the rider or policy forms should be administered to provide an
accelerated benefit after election of or lapse to ETI or RPU.

The rider or policy form may specify that an accelerated benefit is not available if the
policy has an irrevocable beneficiary or is assigned when accelerated benefits are initially
claimed. Alternatively, the irrevocable beneficiary or assignee must provide a signed
acknowledgement of concurrence for payout. The rider or policy form may specify that
the policy may not be assigned (except to the insurer) after an accelerated benefit has
been paid.
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STATUTORY CLAIM RESERVES FOR GROUP LONG-TERM DISABILITY CONTRACTS
WITH A SURVIVOR INCOME BENEFIT PROVISION

Background

Many of the major writers of group long-term disability income insurance have included survivor benefits
in such contracts. Provisions related to the survivor benefit include minimum disability_periods, benefit
amounts defined in terms of a number of months of disability benefits and a specifie tage of the
monthly disability benefit.

in amount.

This benefit is sometimes overlooked in the valuation process or ignored a%bein @
Drafting Note: Please see the 1990 “Proceedings,” Vol. 2, Pages 995- N
Vol. 1B, Pages 1321-1328.

Text 0

Claim reserves for survivor income benefits contained in € term disability contracts must be
established based on the design of the survivor income beffefit 7y the minimum period of disability
before the spouse of a disabled person becomes eligible f:
the benefit. A suitable approximation to the sum of th
reserve for the survivor income benefit can be calcu
at an interest rate less than the maximum valuation_igter

991 “Proceedings,”

servedpfor the basic disability benefit and the
mputing the reserve for the basic disability

reserves for both the basic disability clajg.a rvivor income benefit must be performed. Tests
indicated that basic disability reser ] r income benefit based on a 12-month disability
requirement and a maximum survit benefit duration of 24 months with a survivor income
benefit of .667 of the disability income™ eserves based on a valuation interest rate of 5.5% can be
adequately approximated by basig disabili§¥reserves alone but calculated at a 3.5% valuation interest

rate.

o

Before any approximation can be accept& ri usAiesting of the approximation to the combined
e
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Actuarial Guideline XXIX
GUIDELINE CONCERNING RESERVES OF COMPANIES IN REHABILITATION
Preamble

The life insurance and annuity contracts of life insurance companies can be restructured by court order in
rehabilitation proceedings. The contract restructuring may take the form of reduction in account values
and/or guaranteed interest crediting premiums. Typically, the court order imposes_restrictions on
surrender of the contract while the company is in rehabilitation. These restrictions ¢ de bans on
surrenders while a rehabilitation plan is being developed and temporary limitations
be obtained upon surrender. These restrictions are intended to prevent en ma ers while the
company faces liquidity problems. S

In these circumstances.
hod (CRVM) and the
tion of the guaranteed
n of the issue date of the

Several issues have arisen as to the interpretation of the Standard Valu
The issues relate to the interpretation of the Commissioners’ Reserve V
Commissioners’ Annuity Reserve Valuation Method (CRVM), the
nonforfeiture benefits provided in the restructured contract and i i
contract after restructuring.

The Standard Valuation Law does not specifically addres®mini erve requirements after a contract
has been restructured by court order. The minimum res guwements should be interpreted in the
context of court-ordered contract restructuring topre in th® most appropriate reserves under the
particular circumstances. In general, this should be le th ulators to determine.

Guideline
uideli .

N teed nonforfeiture benefits,” as used in CARVM,
ontvactual guarantees after reduction for any surrender

the value of future guaranteed benefits under CARVM
hfirges which may not be available upon cash surrender. See
ity Reserve Valuation Method (CARVM) (1985).

The phrase “future guaranteed benefits, i
includes the cash surrender values 4
charges available under the contract:
may not be reduced by contingent surre
Guideline Covering the Commissigners’ A

orary restriction on the availability of cash on surrender is taken into
pGh whether the rehabilitation plan specifies that the restriction is a
eiture benefits in the restructured contracts. If the rehabilitation plan
gharge to ensure liquidity as opposed to changing common surrender
sed to determining nonforfeiture benefits, the temporary charges will not

Whether or not a court-imposed t

reduction in the guar
imposes a distinct te

r purposes of reporting those reserves on life insurance contracts entitled “For
agxcess of reserves otherwise required.”

en restructured. In the case of policies providing for a varying amount of insurance or
he payment of varying premiums, reserves are calculated by a method consistent with CRVM
applicable™o policies providing for a uniform amount of insurance and requiring the payment of uniform
premiums.

A method consistent with CRVM adopted for purposes of a rehabilitation program should consider the
valuation bases and expense allowance prior to restructuring as well as after restructuring. Depending
upon the types of changes to the restructured contract, it may or may not be appropriate to take into
account the guaranteed benefits and premium structure prior to restructuring.
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The issue date for purposes of determining the applicable mortality tables and interest rates also depends
on the circumstances. For example, it may be appropriate to treat annuity contracts as newly issued so that
reserves are required to be recomputed using more current discount rates. However, in the same
rehabilitation plan it may be inappropriate to treat a restructured level premium whole life contract as
newly issued. Accordingly, whether a contract is treated as having a new issue date after contract
restructuring depends upon the terms of the rehabilitation plan and the restructured contracts. In general,
contracts are not treated as newly issued unless the rehabilitation plan or state filing for the restructured
contracts so provides.

Similarly, the appropriate CRVM expense allowance will depend upon the terms and the i
restructuring and rehabilitation plan. Depending upon the types of changes to the restructure
may be appropriate to carry forward an unamortized expense allowance based on origing i te. In
other cases, a new unamortized expense allowance would be calculated as of the re
general, a new unamortized expense allowance is not calculated unless the rehabili 2
filing for the restructured contract so provides. a\
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GUIDELINE FOR THE APPLICATION OF PLAN TYPE TO GUARANTEED
INTEREST CONTRACTS (GICS) WITH BENEFIT RESPONSIVE PAYMENT
PROVISIONS USED TO FUND EMPLOYEE BENEFIT PLANS

Background Material
Guaranteed Interest Contracts (GICs) that are used to fund employee benefit plans oftep times contain a

provision that allows individual participants to voluntarily move funds on a book sis to other
investment opportunities. These contracts also allow for the withdrawal of funds on

provide employee benefits such as a death benefit to a surviving beneficiary, ab benefits and
benefits paid upon bona fide termination of employment. In the situations gescr @ e, the individual

participant is to be distinguished from the policyholder. Typical contractyal IX gas follows:

1. Withdrawal for Redirection of Investments -
Subsection___above, the contract owner shall direct t
contract owner of the pro rata amounts from the acc
redirecting an employee investment to an equi
the Plan. ¢

2. Withdrawal for Plan Benefit Pay Subject to the provisions of
Subsection____above, the contract gw, hall Grect the withdrawal and transfer to the
contract owner of the pro rata amou 0 accumulation account due to distribution
made to participants (or to their begaficia®iagy in case of the participant’s death) under the
Plan. S

\ to the “provisions of the Plan.” Plan provisions
e rsurance company standpoint, associated with GICs.

gyportunity for the 401 (k) plan participant to move funds
of principal” option within the plan.

the provisions of
itfidrawal and transfer to the
accounts for the purpose of
rdance with the provision of

Both examples of contractual Ianguag
reduce the disintermediation (C-3) rj
For example, plan provisions may re
from the GIC option to a competing “gua

The Standard Valuation Law zes a concept known as Plan Type to distinguish between different
levels of voluntary withdrawa ts by policyholders. Voluntary withdrawal rights are contractual
pollcyholder rights which SR exercised at the option of the policyholder and do not include such

% outs or payouts upon termination. The greater the level of voluntary
0 policyholder, the more conservative is the resulting valuation interest
in the Standard Valuation Law as with Plan Type A, Plan Type B or Plan

1. ST e A is a plan under which the policyholder may not withdraw funds, or may

W' draw funds at any time but only (a) with an adjustment to reflect changes in interest

S or asset values since receipt of the funds by the insurance company, (b) without

such an adjustment but in installments over five years or more, or (¢) as an immediate life
annuity.

2. Plan Type B is a plan under which the policyholder may not withdraw funds before
expiration of the interest rate guarantee, or may withdraw funds before such expiration
but only (a) with an adjustment to reflect changes in interest rate or assets values since
receipt of the funds by the insurance company, or (b) without such an adjustment but in
installments over five years or more. At the end of the interest rate guarantee, funds may
be withdrawn without such adjustment in a single sum or installments over less than five
years.
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3. Plan Type C is a plan under which the policyholder may withdraw funds before
expiration of the interest rate guarantee in a single sum or installments over less than five
years either (a) without adjustment to reflect changes in interest rates or asset values since
receipt of the funds by the insurance company, or (b) subject only to a fixed surrender
charge stipulated in the contract as a percentage of the funds.

Text

For purposes of the application of the Standard Valuation Law to Guaranteed Interest Contracts (GICs)
with benefit responsive provisions, the withdrawal of funds at book value for the purpose of re g or
withdrawing an employee investment shall be considered a withdrawal by the policyhold
underlying plan or GIC contain written provisions which are designed to reduce th@ o0 the

insurance company. As an example, a provision which meets this criteria wguld

insurance company or not. This provision prohibits direct trans s from the GIC
principal or to an
ney market fund or

option to a competing plan option that offers either a gu
option in which the risk of loss of principal is small

short-term bond fund. Any transfer to such an 0 first go through an non-
competing plan option and reside there for at Ieasﬂ)%i\ ree months.

following: \
1. No direct transfer to competing funds, whether such funds M funds of the
f

and

2. For GICs that fund plan investment option
based on how much of their acco&ﬂ bfia
participants are not allowed to redi
particular cell to a competing fus

est is allocated to plan participants
In each particular interest rate “cell,”
balance they have in a GIC funding a
’s maturity date.

In addition, the valuation actuary must be

: the GIC provisions designed to reduce the C-3
risk are administered by the insurer in the desig

er.

This requirement may be fulfilled by §btaining from the appropriate insurance company officer a
certificate of intent regarding the insuran mpany administration of the provisions.

In addition, the valuation actfar
verify the appropriateness of t a

N

gviodically review the actual experience under the contract to
assumption with reference to this Guideline.
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Actuarial Guideline XXXI
VALUATION ISSUES VS. POLICY FORM APPROVAL
Background

Occasionally, the NAIC Life and Health Actuarial Task Force addresses valuation (reserve) issues related
to a policy form or benefit design that has not been accepted or approved by a particular state. The
development of reserving methods or providing guidance concerning reserve questions for such policy
forms is necessary because the annual statement filed in each state, including states fo wh a particular
policy form has not been approved for use, must reflect appropriate reserve for olicCf§forms and

associated benefits.
Text L 2 O

The adoption of an Actuarial Guideline by the NAIC Life and Health A% Force dealing with a
reserve issue associated with a particular policy form or benefit does no r an endorsement for the

approval of the particular policy form or benefit.
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Actuarial Guideline XXXII
RESERVE FOR IMMEDIATE PAYMENT OF CLAIMS
Background Material
Section 5 Reserve Valuation Method—L.ife Insurance and Endowment Benefits of the NAIC Standard
Valuation Law refers to an annual premium in defining the commissioners reserve valuation method.

However, it has been general practice to hold an additional reserve where fractional premiums are paid
and any fractional premium not yet due in the policy year of death is waived an old a further

additional reserve for the refund of any premium paid beyond the end of the month cy year of
death. These additional reserves are called for in the Miscellaneous Section of Eadi of the annual
statement. These additional reserves are generally included in the basic reserves ninsurer uses an
assumption of continuous payment of premiums. *

Although Section 7 of the NAIC Standard Nonforfeiture Law for Lif% explicitly permits in
calculating nonforfeiture “the assumption that any death benefit is paya t nd of the policy year of

death,” there is no similar explicit permission to use such assumptgan in NAIC Standard Valuation
policies provided that claims would be paid at the end of
years many policies have provided that claims will be paﬁ'
In fact, some states require that interest shall accrue from

ear of death. However, for many
J upon satisfactory proof of death.

Many insurers have held a reserve for immediate
reserves or by including provision therefore in the
claims basis.

claims either by an adjustment to curtate
es calculated on a continuous payment of

L 4

Text

RESERVES FOR IMMEDIATE F OF CLAIMS

l. Reserves based on either fully cd ous functions or on semi-continuous functions where the
death portion reflects roximately one half of one year’s valuation rate of interest are
considered as making ap riate provision for immediate payment of claims.

. Where the baglt re¢:
of claims:

based on curtate functions with no provision for immediate payment

1. any po where the contract calls for payment of death claims at the end of the
year in which death occurs, no adjustment to curtate reserves need be made.

@ any policy where the contract calls for payment of death claims immediately upon

¢ipt of due proof of death of the insured, the death portion of curtate reserves shall be

reased by one third of one year’s valuation rate of interest. (Approximations may be

sed to split the total curtate reserves into death portion and the pure endowment
portion.)

3. For any policy where the contract provides for payment of interest on the death proceeds
from date of death to date of payment, the death portion of curtate reserves shall be
increased by one half of one year’s valuation rate of interest. (Approximations may be
used to split the total curtate into the death portion.)

© 1999-2018 National Association of Insurance Commissioners AG32-1



AG XXXII Appendix C

. Where an insurer pays interest on death proceeds at an earlier point than as required by contract,
it is appropriate that the statutory formula reflect such practice.

V. Where the actual formula reserves are more conservative than minimum statutory formula
reserves, an insurer using curtate functions without provision for immediate payment of claims
must demonstrate compliance with minimum statutory formula reserves adjusted in accordance
with 11 above.

V. This guideline shall apply to all new life insurance policies issued beginning January 1 following
the date the guideline is adopted.

VI. The guideline shall be applicable to policies issued prior to the date the guidelined
any additional reserve graded in as follows for the years following the date
adopted:

1. First year 20%
2. Second year 40%

3. Third year 60%

4. Fourth year 80%

5. Fifth and later years 100% \&
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Actuarial Guideline XXXI11

DETERMINING CARVM RESERVES
FOR ANNUITY CONTRACTS WITH ELECTIVE BENEFITS

Background Information
1. Introduction

The Standard Valuation Law (SVL) defines the methods and assumptions whic be used in
determining minimum statutory formula reserves. This law establishes the st@dardsor annuity
contracts (which therefore includes any annuity riders or endorsements, and ap9mg omponents of
which, such as premiums, benefits, contract charges, primary or secwdar ulation values or
other components, either relating to annuity benefits provided by the ¢ Jroviding separate
annuity benefits) and includes the criteria for the interest and mo y mptions to be used in

determining minimum formula contract reserves. The 1980 revisi the” SVL provide for the
maximum statutory formula reserve interest rate to be determined th h adynamic formula in order
he

=
Q

to incorporate changes in economic conditions, liquidity needs s inherent in certain types
of contracts.

The SVL defined methodology for annuity contractg sioners annuity reserve valuation
method (CARVM), requires that reserves be the grefites respective excesses of the present
values, at the date of valuation, of the future g benerits, including guaranteed nonforfeiture
benefits, provided for by such contracts at the e eadp respective contract year, over the present

considerations, required by the terms ofysuc ts, that become payable prior to the end of such
respective contract year. Such reserves ed to adequately fund all guaranteed contract
obligations, including those oblig iCigare optional to the contract owner and which may not
have yet been elected.

value, at the date of valuation, of any fut alucligh considerations derived from future gross
est

Industry practices and methods of ing under CARVM for annuity contracts with multiple
benefit streams have not beeglfound to"be consistent. These range from a low reserve equal to the
cash surrender value to a reSege representing the greatest actuarial present value of the future benefit
streams under all potenti or other nonforfeiture benefit election options using a conservative
rate of interest.

The major purpose oTWgis Actuarial Guideline is to provide clarification and consistency in applying

CARVM tolggguities with multiple benefit streams. Some of the areas requiring clarification include:
the valuatio nnuitization benefits; the application of incidence rates in CARVM; the application
of the intggMigd fit stream approach in CARVM; how to determine valuation interest rates and

or multiple benefit streams; and certain practical considerations regarding multiple

n Benefits

forms of contracts provide that the cash value available to the contract owner is less than the
amount available to purchase an annuitization option under the terms of the contract.

For purposes of this Actuarial Guideline, “accumulation fund” is defined as the policy value which is
used to purchase an annuity option under the terms of the contract.

Frequently there are significant discontinuities in the reserves, both upward and downward, at the
time a settlement option is elected, between the reserve held immediately prior to the settlement as
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compared to the reserve required for the greatest actuarial present value of the annuitization option
elected.

One of the most significant reasons for discontinuities in the reserve patterns at the time of election is
the difference in the SPIA valuation rate available at the time of election as compared to the valuation
rate used based on the date of issue of the original SPDA contract. Another significant reason is the
difference between the guaranteed purchase rate contained in the contract and used for reserve
development as compared to the rate actually used to purchase the annuity option at the time of
election.

3. Application of Incidence Rates in CARVM

Since CARVM was adopted, there has been an increase in the types of benefitg, offe @ E

annuity contracts, including enhanced death benefits, nursing home bengfits,4gnad Jus partial
withdrawal provisions, including some dependent on values other than thoseggsed etermine cash
ue is zero. For

s which produce the

values and which may allow for benefits to continue past the point where

the SVL may be used to determine such benefits, versus requiring consi
options available under the contract, and choosing the set ofyin
greatest present value. V'S

4. Integrated Benefit Stream Approach Q

CARVM requires that reserves be based on the ng nt value of all potential future
guaranteed benefits. For annuity contracts offering m type of potential benefit stream, the

SVL is not explicit regarding whether or hov#ble ore than one type of benefit must be

considered under CARVM. \

potential benefit stream must be considered,
han one type of benefit. Such potential benefit
streams include all types of benefits for the greatest present value concept is required.
Additionally, adjustments must be e to all such potential benefit streams to reflect those benefit
types for which prescribed incidence tles are required (e.g., death benefits).

For example, consider
Potential benefit streams t
and streams reflecting blends
adjusted to reflect d benefits and to discount all benefits for survivorship (based on the mortality
table prescribed in th ).

5. Valuation ere

be determined. The SVL is also not explicit as to how valuation interest rates
should be rmined for certain types of benefits offered under annuity contracts, such as death and
nursing home Denefits.
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Purpose

The purpose of this Actuarial Guideline is to codify the basic interpretation of CARVM and does not
constitute a change of method or basis from any previously used method, by clarifying the
assumptions and methodologies which will comply with the intent of the SVL. This Actuarial
Guideline shall apply to all annuity contracts subject to CARVM, where any elective benefits (as
defined below) are available to the contract owner under the terms of the contract. However, life or
health insurance riders attached to an annuity contract, where all components of the rider (e.g.,
premiums, benefits, contract charges, accumulation values and other components

Definitions
1. Elective and Non-Elective Benefits in CARVM

For purposes of determining reserves under CAR$M
contract must be placed into one of the two categories

anefit available under the annuity
lows:

Non-Elective Benefits: Benefits that are paya tract owners or beneficiaries only after the
occurrence of a contingent or scheduled event in derivof a contract owner’s election of an option
specified in the contract, including (but n i death benefits, accidental death benefits,
disability benefits, nursing home benefis, a epts payable under either a deferred or immediate

annuity contract (with or without life_con

terms of the contract.

Elective Benefits: Benefits that a€
options that may be freely elected und
not limited to) full surrenders@partial withdrawals, and full and partial annuitizations.

In some cases it may ng arvhether some benefits are elective or non-elective. The presence of
certain types of nfin-el nefits may affect other non-elective benefits and/or elective benefits.
The Valuation Ac use judgment in making these determinations by considering factors
such as the degree to W&ich contract owner actions would be influenced by the availability of each

benefit in t ntract.

d

2. Elective -ESective Incidence Rates in CARVM

benefits, incidence rates from tables prescribed by the SVL should be applied to
e payment of non-elective benefits and to discount, for survivorship, all benefit payments
an Integrated Benefit Stream, as defined below. If no incidence tables are prescribed by
L, then company or industry experience (with margins for conservatism) may be used, as
appropriate. Annuity mortality tables prescribed by the SVL should be used to determine all mortality
based benefits under the contract (including, but not limited to, annuitizations and death benefits) and
to discount other types of benefit payments for survivorship.

Actuarial judgment should be used as to the appropriateness of applying any non-elective incidence
rates other than mortality. For non-elective waiver-of-surrender-charge benefits other than mortality-
based benefits and for similar non-elective benefits, incidence rates greater than zero are not to be
applied at any time in the projection after the earlier of: (a) the end of the surrender charge period
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applicable immediately after the first premium is paid; and (b) when the projected cash value has been
depleted.

For elective benefits, incidence rates should not be based on tables reflecting past company
experience, industry experience or other expectations. Instead, every potential guaranteed elective
benefit stream required to be reserved by CARVM must be considered in the determination of
integrated benefit streams as defined below. This is accomplished by considering trial sets of
guaranteed elective benefit incidence rates, either through numerical testing or analytical means, to
determine which trial set produces the “greatest present value” as described in Text patagaraph 1
below. Theoretically, this means that all possible elective benefit incidence rates betw nd
100% should be considered. However, in practice, such a greatest present value will typr@glly ocCur
by assuming an incidence rate of either 0% or 100%.

L 4

3. Integrated Benefit Stream \
An integrated benefit stream is one potential blend of guaranteed elective N ective benefits

available under the contract, determined as the combination of A and B, where®

ts available under the
ates; and

A equals one potential stream of one or more types of guaranteeg els
terms of the contract, based upon a chosen set of elective ben@t I

B equals the stream of all guaranteed non-elective benefits nder the terms of the contract,

vigw
recognizing the guaranteed elective benefit stream un&dera ion in A above, and the non-

elective incidence rates defined in 2. above.

Both A and B above should be discounted for s@rvi , Jased on the non-elective incidence rates
defined in 2. above.

Text
1. Greatest Present Value

All guaranteed benefits potentially a ble under the terms of the contract must be considered in the
imate policy reserve held must be sufficient to fund the
egrated benefit streams, reflecting all guaranteed elective and
non-elective benefits avai gascontract owner. Each integrated benefit stream available under
the contract must be individu valued and the ultimate reserve established must be the greatest of
the present values oﬂues, based on valuation interest rate(s) as defined in Section 3 below.

greatest present value of

2. Examples of Inte it Streams That Must Be Considered

set of integrated benefit streams for a deferred annuity with cash settlement
values gaich must always be considered is any possible blend of future guaranteed partial
withdrawals and full surrenders available under the contract, as specified in the SVL,
accumulated at the guaranteed credited interest rate(s) and discounted at the valuation rate(s) of
interest defined in section 3 below, with appropriate recognition of all guaranteed non-elective
benefits available under the contract.
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B. Annuitization Streams

A second mandatory set of integrated benefit streams that must be considered is any possible
blend of future guaranteed full or partial annuitization elections, as specified in the SVL,
available to the contract owner at each election date required by CARVM, with appropriate
recognition of all guaranteed non-elective benefits available under the terms of the contract. In
determining the integrated benefit streams to value the annuitization option, the guaranteed
purchase rates contained in the contract, as well as any other contract provisions, excluding any
current purchase rates which may be applicable, are applied to the accumulation_fuind.

C. Other Elective Benefit Streams

In addition to the cash value and annuitization streams descriged ¢ % Il other possible
guaranteed elective benefits available under the contract, including (gtgtiore than one type
of guaranteed elective benefit, must be considered in a manneigons t with the mandatory

cash value and annuitization streams, with appropriate recognitf uaranteed non-elective

benefits available under the contract.

3. Determination of VValuation Interest Rates

<
Section 4b of the SVL determines valuation rates fo \ contract based on the following

Parameters:

A. The basis of valuation (issue year or changeM

B. Whether or not the annuity provides¥for ment options;

C. Whether interest is guaranteegfho
the valuation date for change

] received more than 12 months following issue (or
20is);

D. The guarantee duration; and
E. The Plan Type.
Parameters A, Bfin

regarding the chan )
should be determined benefit level, as set forth in Section 4 below.

Under a cont vel determination, parameters are set based on the characteristics of the contract as

ermination of Guarantee Duration and Plan Type

Guarantee duration and Plan Type are based upon the specific characteristics of each individual
benefit type that comprise the integrated benefit stream, as follows:

A. For portions of the integrated benefit stream attributable to full surrender and partial withdrawal
benefits, the Plan Type should be based upon the withdrawal characteristics of the benefit, as
stated in the contract. This may result in a Plan Type A, B or C under the 1980 amendments of
the SVL. The guarantee duration is the number of years for which interest rates are guaranteed in
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excess of the calendar year statutory valuation interest rate for life insurance policies with
guarantee duration in excess of twenty (20) years.

B. For portions of the integrated benefit stream attributable to full and partial annuitization benefits,
the determination of the valuation interest rate involves the use of the appropriate Plan Type and
weighting factor as determined by the SVL, with the guarantee duration as the number of years
from the original date of issue or date of purchase, to the date the annuitization is assumed to
commence. If the underlying assumption is that the contract owner may withdraw funds only as
an immediate life annuity or as installments over 5 years or more, this will generally Itina
Plan Type A, under the 1980 amendments of the SVL, with the valuation interest rate as

C. For portions of the integrated benefit stream attributable to non-elec benefits, since the
underlying assumption is that no withdrawal is permitted, Plan TypeS§shollt generally be used,
s fr purchase to the date

five years, since non-elective benefit coverage usually
benefits payable commencing in the first contract year.

For benefit types incorporating multiple payments, param ), 4(B), and 4(C) above should be
applied to each separate payment according to the wigfidr nnuitization, or non-elective benefit
characteristics of the contract and payment pre®isio time each payment is to be made. If a
portion of the integrated benefit stream is part of & te life annuity or a series of installments
over five (5) years or more, but can be cf i or indirectly by exercise of contract owner
withdrawal options, then it would be i to apply paragraph 4(B) to that portion of the
integrated benefit stream, since the contra y withdraw funds other than as a life annuity or
in installments of five (5) years or more.

For example, a Guaranteed Lifetimejgcome Benefit (GLIB) is a guarantee to the owner of a fixed
deferred annuity contract, whe 2 nal or indexed to an external referent such as an equity
index, that the owner canfiaye\s d income for life in an amount determined by formula, while
the owner retains traditi ‘ such as withdrawal) to the other values provided by the
underlying deferred annuity while such values continue to exist. Income benefits are typically
deducted from one ore of thé annuity’s defined values to the extent such values remain positive.
Once the GLIB is el the contract owner may have rights to stop and restart the income benefit
and may also reg partial surrender of any remaining annuity value, though doing so may
negatively 4 inate subsequent guaranteed income benefits. Thus, applying 4(A) and 4(B)
above, the stream is seen to be composed of two portions to determine the Plan Type

payments, or any fraction thereof, are withdrawals that reduce or deplete the annuity’s
defined values. Applying paragraph 4(A) to this portion would result in Plan Type A,
Plan Type B, or Plan Type C, by following the definitions of such contained within the
Standard Valuation Law and reflecting the specific contract provisions, especially with
regard to withdrawal. Paragraph 4(A) would also apply to any residual withdrawals that
can be made following election of the GLIB benefit.
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The second portion is a life annuity without option to take or receive additional amounts
under the contract, and consists of the payments not included in the above portion.
Applying paragraph 4(B), Plan Type A would generally apply to this segment with the
guarantee duration determined using the period from contract issue to commencement of
payments in this second portion.

5. Change in Fund Basis

As indicated by section 4b.C.(1)(c)(vi) of the SVL, a company may elect to value aanuity contracts
with cash settlement options on either an issue year basis or on a change in i i
contracts with no cash settlement options must be valued on an issue year basis. iSsue year basis
or change in fund basis should be determined for the contract as a wk 3 hus must be
consistently applied to all portions of all integrated benefit streamg, ava
contract. The election of issue year or change in fund basis must, be
contract and must not change during the term of the contract withou pr ritten approval of the
commissioner.

6. Purchase Rates

Contracts may provide, as contractual guarantees, thegjse
in the contract. As an example, a contract may provi
annuitization, the rates offered to new purchasers of,finm
higher annuity benefit than would result fro t
contract. This creates a contract guarantee wh ust®be valued under CARVM. Ignoring this
benefit in determining reserves will produce than the statutory formula reserves required
under CARVM. Valuation of this benef§, h .15 complicated by the fact that the company does
not currently know what the exact 3 b the time of the settlement election. In order to
determine conservative statutory f4 s, if use of future unknown rates are guaranteed, the

company shall establish resen than the contract’s accumulation fund value, on the
gvance” not to exceed 7% of such fund. This section does

ntial purchase rates to those listed
ompany will offer, at the time of
jte annuities if such rates will provide a
ractlally guaranteed rates provided in the

Likewise for contracts
guaranteed at thefCo
shall not be less
exceed 7% of such fu

ide for additional amounts during the payout period over those
ent of the annuity payments, the reserve during the deferred period
tract’s accumulation fund reduced by an expense allowance not to

7. Practical Co ations

i @ se of this Actuarial Guideline is to provide clarification and consistency in applying

uities with multiple benefit streams. However, in practice there may be other
methods of applying CARVM which are substantially consistent with the methods
this Actuarial Guideline. Such methods may also be used, with prior regulatory approval.

Additionally, in applying this Actuarial Guideline there may theoretically be an infinite number of
contract owner options that are possible under the contract. However, it may not be practical, possible
or even appropriate to test every conceivable combination of potential integrated benefit streams
theoretically available under the contract. This Actuarial Guideline requires that the actuary consider,
not necessarily test, all potential integrated benefit streams to determine to what extent each contract
owner option has a material impact on the reserve. In practice, the actuary may be able to eliminate
some potential integrated benefit streams by analytical methods. The actuary may also be able to
demonstrate the reserve adequacy of certain approximations. For example, in certain situations it may
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be shown that a CARVM reserve ignoring non-elective benefits, plus an “add-on” reserve for non-
elective benefits, is a reasonable approximation for the theoretically correct CARVM reserve.

Effective Date
This guideline shall be effective on December 31, 1998, affecting all contracts issued on or after
January 1, 1981. A company may request a grade-in period for contracts issued prior to December 31,

1998 from the domiciliary commissioner upon satisfactory demonstration that the method and level of
current reserves held for such contracts are adequate in the aggregate. This phase-in will require

December 31, 2000.
L 4 \
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Actuarial Guideline XXXIV

VARIABLE ANNUITY MINIMUM GUARANTEED DEATH BENEFIT RESERVES

Actuarial Guideline XXXIV was repealed December 30, 2009, and was laceG@y
Actuarial Guideline XVIII—CARVM for Variable Annuities, effective D 1, 2009.

L 4
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Actuarial Guideline XXXV

THE APPLICATION OF THE COMMISSIONERS ANNUITY RESERVE METHOD TO
EQUITY INDEXED ANNUITIES

Background

The purpose of this Actuarial Guideline is to interpret the standards for the valuation of reserves for
equity indexed annuities. This Guideline codifies the interpretation of the Commissioners Annuity
Reserve Valuation Method (CARVM) by clarifying the computational methodologies will comply
with the intent of the Standard Valuation Law (SVL).

Equity indexed deferred annuity products provide policyholders with a mini aranteed interest
accumulation rate on a portion of all premium payments and a portion of t & any, of an equity
e

based index such as the S&P 500. While there is no “typical” equity i oduct, there are design
features that are common to most products. Some of these features are icipation rate guaranteed for
one or more years, a cap on the portion of the index growth that is credi 0 puticyholders, and a policy
term which defines a time period for which current guarantees are agi

Equity indexed immediate annuity products provide

i s with a minimum guaranteed
annuitization rate and an opportunity to receive larger peﬂ :
a e

ts based on the growth, if any, in
an equity index. The product design may include features

While contract parameters such as participation rate re guaranteed for a period of time, growth

of the underlying index is not. Index growth may OSIl I negative. This combination of guaranteed
parameters and unknown equity index growth the application of CARVM to these products
problematic.

CARVM defines minimum statutory,
value, at the date of valuation, of

as “We greatest of the respective excesses of the present
juaranteed benefits, including guaranteed nonforfeiture
benefits, ... over the present value, at the valuation, of any future valuation considerations derived
from future gross considerations, required I5§7the terms of such contract, that become payable prior to the
end of such respective contractgtear. The future guaranteed benefits shall be determined by using the
mortality table, if any, and_the*Wgterest rate, or rates, specified in such contracts for determining
guaranteed benefits.”

In order that all insure uity indexed annuity products establish reserves for statutory reporting
purposes that 3 with CARVM minimum statutory formula reserves requirements, this
actuarial guidel dentifies a computational method that is deemed to be consistent with CARVM in
situations when speciic gperational criteria called “Hedged as Required” criteria are met. In addition, two
i are defined that are deemed to be consistent with CARVM in the event the

”” criteria are not met.

e “Hedged as Required” criteria are provided. The “basic” criteria are applicable when an
g dated options to hedge the equity risk embedded in an equity indexed annuity. The
secon of criteria is applicable when an insurer uses an option replication strategy.

Scope

This Actuarial Guideline applies to all equity indexed annuity contracts, regardless of the date of issue,
that are subject to CARVM.
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Computational Methods

Computational methods deemed to be consistent with CARVM can be classified into two groups, Type 1
methods and Type 2 methods. The following computational method is considered a Type 1 method: the
Enhanced Discounted Intrinsic Method (EDIM). Type 1 computational methods are deemed to be
consistent with CARVM if the applicable “Hedged as Required” are met. The following methods are
considered Type 2 methods: the Commissioners Annuity Reserve Method with Updated Market Values
(CARVM with UMV) and the Market Value Reserve Method (MVRM). Also, an adaptation of the
MVRM, known as the Black-Scholes Projection Method (BSPM), is recognized. For a _gcomplete
description of these methods, please consult Attachment 1.

General Requirements on the Use of Certain Computational Methods

The MVRM and EDIM computational methods are both based on a future value. In‘ VRM, a
projected index is determined. The projected index is then used to determine 0 m and interim
benefit amounts. CARVM is applied to these benefit amounts. In the case o : end of term
guaranteed value (a future value) is used to determine an interest rate for calculatifg, teritiinal reserves for

the guaranteed benefits after the initial terminal reserve. Determination e “Jorm” is an essential
component of both computational methods.

The EDIM, MVRM and the BSPM adaptation of the MVRM
acceptable interpretations of CARVM under the following conditi

methods are considered

1. The policy form design features a single do
to be provided under the policy form wi
benefit based on a consideration of pr

participation rates, surrender c s,

marketing/advertising material a\
2. The point in time associated

under the contract is used as

applying the computatiogal meth®
criteria, if applicable.

t ermination of the single dominant
ures such as the pattern of guaranteed
ing rates, spread deductions, and

gle dominant benefit most likely to be provided
inal point of the current term for purposes of
and complying with the “Hedged as Required”

3. The appointed_ act onstrated to the satisfaction of the regulatory officials in
each state in {hi girer is required to submit a statutory financial statement, prior

to the use of t or EDIM computational methods, that the requirements above

have been met.
Variations from the MVNDIM as described in Attachment 1, are not acceptable interpretations of
i

CARVM. The BSP ideved an acceptable adaptation of the MVRM.
Type 1 Metho

method is deemed to be consistent with CARVM if an insurer using the method
complies with tg,applicable “Hedged as Required” criteria (Attachment 2) and provides a certification as
to compliance h the criteria. The certification must be signed by the appointed actuary. The
certification shall be provided with each annual and quarterly statutory financial statement filed with the
appropriate insurance regulatory official in each state in which the insurer does business.

For purposes of determining compliance with the “equivalence of characteristics” requirement in the
“Hedged as Required” criteria, the current term of an equity indexed deferred annuity policy will be
determined based on the requirements in the section captioned “General Requirements on Use of Certain
Computational Methods.” For purposes of applying a Type 1 computational method, the time horizon for
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present value calculations should be based on the current term of the policy based on the requirements in
the section captioned “General Requirements on Use of Certain Computational Methods.”

The Enhanced Discounted Intrinsic Method (EDIM) requires an initial reserve amount that is determined
by methods that are not specifically included in the EDIM. For purposes of compliance with statutory
minimum formula reserve requirements, the initial reserve under EDIM must be set at least equal to the
initial reserve produced by either CARVM with UMV, or the MVRM with assumptions used to compute
any necessary option market values reasonable as of the date of issue of the policy. The insurer must
provide a certification (Attachment 3) as to the reasonableness of the assumptions.

Type 2 Methods

criteria. However, an insurer using a Type 2 method must provide a certiticgtic

by the appointed actuary with each annual and quarterly statutory fi % ent filed with the
appropriate insurance regulatory official in each state in which urew” does business. This
certification deals with the assumptions underlying the option market va inc¥ded in the calculation of
reserves using a Type 2 method and the consistency in assumptioné§§etwee®these option market values

and the statement value of any options owned by the insure the equity indexed annuity
business being valued. .

For purposes of applying the MVRM and the BSPM re

N ptation computational methods, the
time horizon for present value calculations should Wn requirements in the section captioned

The use of Type 2 method is not conditioned upon the requirement to n$et t % ned as Required”

“General Requirements on Use of Certain Computati ds.”
Required Change in Method

In the event an insurer that is using a T,
the applicable “Hedged as Required”
the reason for failing the “Hedged @
reporting of the initial disclosure of the
computational method for determiging min

C onal method for a block of business fails to meet
i e required actuarial certification must disclose this fact. If
ire¢y criteria is not corrected within one quarterly financial

the actuarial certification, the insurer must use a Type 2
m statutory formula reserves for this block of business.

If at a later date, the insurer c3
meeting the applicab
domiciliary commiss
notify the appropriate

onstrate to the satisfaction of its domiciliary commissioner that it is
aSPRequired” criteria, the insurer may, with the approval of the
gjusing a Type 1 computational method. In addition, the insurer must

change in computational megod.

Optional Chang thod

An in er a Type 1 or Type 2 computational method for a block of business, may with the
approval &, itSWasficiliary commissioner and after notifying the appropriate regulatory official in all the
0 hich the insurer writes this block of business, use a computational method of the other
typ ge in computational methods involves a change from a Type 2 computational method to a

Type putational method, the request to the domiciliary commissioner for approval of the change in
method must be accompanied with a demonstration of compliance with the applicable “Hedged as
Required” criteria.
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Plan Type

The use of either a Type 1 computational method or a Type 2 computational method requires a
determination of Plan Type for purposes of determining the maximum valuation interest rate. Design
features unique to equity indexed annuities, such as an equity enhanced surrender values, vesting
schedules, or participation rate, should not used to determine the Plan Type of a policy form. Only those
design features specifically identified in Section 4b. Paragraph C of the NAIC Model SVL may be used to
assign a Plan Type to a policy form.

The definition of Plan Type A and Plan Type B in the NAIC Model SVL includes the phra

adjustment to reflect changes in interest rates or asset values since receipt of the funds by insur
company...” The reference to “change in ... asset values” does not include changes in polj ue to
changes in the equity index underlying the policy form.

Other Regulatory Requirements

Ia reserves for
d 6 of the NAIC

The guidance provided in this Actuarial Guideline concerning statutory m|n|
equity indexed annuity products supersedes the valuation guidance in S
Interest-Indexed Annuity Contracts Model Regulation.

Asset Adequacy Testing of Reserves ¢
To the extent required by law, regulation, or regulatory requi %eserves established for equity

indexed annuity policies must be tested for adequacy using a% methods and assumptions.

&
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ATTACHMENT 1
Description of Computational Methods

CARVM-UMV

Step 1. For each duration and each benefit at which an index-based benefit is available, determine the
market value of the appropriate call option. The appropriate call option is one that exactly hedges the
floor of the benefit at that point in time. This means that the payoff of the call option should exactly equal
the difference between the specific benefit available at that point in time (reflecting all relevant contract
features) and the guaranteed floor of that benefit. The market value should be d ined using an
appropriate option pricing technique, such as Black-Scholes or a stochastic scenario

Step 2: The market value of all of the call options are projected forward at e ag iate valuation
interest rate to the point in time at which the call option would expire. TH® val erest rate should

be consistent with the requirements of any applicable Actuarial Guj orm€qulations, such as
Actuarial Guideline XXXIII or Actuarial Guideline IX-B.

Step 3: The future guaranteed benefits for each benefit at each timg poi e determined by adding the
guaranteed floors of the benefit to the amounts determined in Step 2.

Step 4. Now a CARVM calculation can be performed. Thg Iculation should be in accordance
with Actuarial Guideline XXXIII and any other applicable la r Actuarial Guidelines.
MVRM {

end of the “term” equal to the sum of (1) te c arantee at that time, and (2) the current market
value of the call option(s) which would the index-based benefit, accumulated at the
appropriate valuation interest rate. alcUWytion should be performed assuming equal annual
percentage increases in the index. T¢&e call optons used are those with maturity dates coterminous with
the setting of participation rates, sprea other method of determining index-based benefits. The
valuation interest rate used to accumulate all options should be consistent with the requirements of
any applicable Actuarial Guidelifes or regulations, such as Actuarial Guideline XXXIII or Actuarial
Guideline 1X-B. Note that the “ " referred to above should be consistent with the “term” described in
this Actuarial Guideline.

Step 1. Calculate the projected index value at tfl% term” which would produce a benefit at the

Step 2: From the cu I he index and the projected level of the index at the end of the term,
calculate an implied co constant growth rate of the index from the valuation date to the end of the
term. Use this ingolied growtiPrate to project the level of the index at intermediate anniversaries.

Step 3: All angui its can now be determined from the index levels.

Step 4: Q M calculation can be performed. The CARVM calculation should be in accordance
with Actu Guideline XXXII1 and any other applicable regulations or Actuarial Guidelines.

Using Black-Scholes Projection Method

This is an adaptation of the basic MVRM approach to accommodate products for which the participation
rate, spread, or any other benefit determination method is redetermined during the term (particularly
annually).

Step 1: Calculate the cost of a full hedging call option as a percentage of the account value for the period
that the benefit determination is guaranteed, accumulate the percentage to the end of that period at the
risk-free interest rate, and use the accumulated percentage cost as the projected growth rate of the account
value during the period. Perform the same type of calculation for each successive period within the term,
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giving recognition to the benefit guarantees, forward interest rates, forward index volatility, and index
dividend levels.

Step 2: Determine the index level which would provide the projected account level on each anniversary
on the basis of the participation rate, spread, or other benefit determination method used.

Step 3: All annuity benefits can now be determined from the index levels.

Step 4: Now a CARVM calculation can be performed. The CARVM calculation should be in accordance

with Actuarial Guideline XXXIII and any other applicable regulations or Actuarial Guidelines.
EDIM

Step 1: The Fixed Component at issue is the formula reserve produced by eitfte C@UMV or
MVRM. The Fixed Component at the end of the term is the floor of the benefit a N edged.

Step 2: The intermediate values of the Fixed Component are found by solvi
would accumulate the initial value to the ending value. For example,
assuming that 90% of policyholders will surrender at maturity, and that policyholders will
annuitize at maturity. The Fixed Component is the sum of (1) 90% mponent that grows to

the floor of the surrender benefit; and (2) 10% of the Fixed Cofpo grows to the floor of the
annuitization benefit.

Step 3: The Equity Component is equal to the discounted &alue of the options. The discounted

or terest rate that
purchase options

intrinsic value of the options is found by taking the intrinsic e valuation date, and discounting
at the valuation rate for the number of years from the val ate’to the end of the term. The valuation
interest rate used to discount the intrinsic value®of t ptions should be consistent with the
requirements of any applicable Actuarial Guideline N ns, such as Actuarial Guideline XXXIII
or Actuarial Guideline IX-B.

Step 4: The reserve is the sum of a Fixed Compigent 3&d an Equity Component.
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ATTACHMENT 2
Hedged as Required Criteria

In order to use a Type 1 computational method, the appointed actuary needs to certify quarterly that it
meets either the “Basic” or “Option Replication” criteria.

Basic

1. Required equivalence of characteristics between the option contracts held and the options
imbedded in the products with respect to specific contract features such as; ex, averaging
features, option type, strike price, term, etc.

2. The amount of hedge purchased, at or near the contract issuance, must

gre an or equal to
a Specified Percentage of the product’s account value, at comgract % 2. The Specified
Percentage varies by the length of the option guarantee (some angu C oducts may have a
term of several years, but the participation rates are only guara f e year, so the “term”
for this purpose is 1 year), and allows the company to assurfg.n e than 3% per year of
elective benefit decrements, unless the Commissioner agreeg,to a er limit. For example, for a
five-year point-to-point product, the Specified Percentage wotgl beZ5P% = (1 - .03) ~ 5 = 86%.

3. The Company must have a specific plan for hedg'sliated with interim death benefits,

early surrenders, etc.

4. The Company must have a system in pl is used to monitor the effectiveness of the
company’s hedging strategy.

5. The Company must have a statedym lerance for differences between the expected
performance of the hedge and the actuﬁ the hedge.

Option Replication

1. Required equivalence of chara s between the target of an option replication strategy
employed, and the optiogp imbed in the liabilities with respect to specific contract features
such as: index, averagi atures, option type, strike price, term, etc.

2. At the end of gac e notional amount of the target of the option replication strategy
Jal to the sum of the Specified Percentages of each contract's account
Peicentage varies by the length of the remaining option guarantee (some
annual gatchet proadgts may have a term of several years, but the participation rates are only
guarantegigfor one year, so the “term” for this purpose is 1 year), and allows the company to
assumeLa0 an 3% per year of elective benefit decrements, unless the Commissioner agrees

gherimit. For example, if a point-to-point contract has five years remaining, the Specified
Seiage 20r that contract would be: SP% = (1 - .03)° = 86%. Appropriate assumptions for non-

The company must have a specific plan for hedging risks associated with interim death benefits,
y surrenders, etc.

4. The Company must have system in place that is used to monitor the effectiveness of the
company’s hedging strategy.

5. The Company must have a stated maximum tolerance for differences between the expected
performance of the hedge and the actual results of the hedge. The maximum tolerance test and
compliance evaluation test must meet the following minimum requirements. The compliance
evaluation criteria will be a retrospective correlation test performed at least on a weekly basis.
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The Company will compare the change in the market value, from the beginning of the calendar
quarter, of the hedge portfolio with the change in the market value of the options embedded in the
liability portfolio. The maximum dollar amount of difference permitted between these two
changes is10% of the beginning of period market value of the options embedded in the liabilities.
If the difference exceeds this limit, the following steps must be taken:

° If for a second time during a quarter the dollar amount of difference exceeds 10% of the
beginning of period market value of the options embedded in the liabilities, but is less
than 25% of the beginning of period market value of the options embedded in the
liabilities, the Company must notify the Commissioner of Insurance in e in
which the insurer is licensed. The notification must indicate the dollar amount&f reseiVes
being hedged by the option replication strategy.

° If at any of the weekly intervals, the difference between the two c% s 25% of
the beginning of period market value of the options embed in labilities, the
Company must notify the Commissioner of Insurance in each s iCh the insurer is

e

licensed. The notification must indicate the dollar amount of r eing hedged by
the option replication strategy and the impact on surplus o ortifg the reserves based

on the CARVM-UMV.

° If at any point in time during the quarter the diffe?e@ the two changes exceeds
35% of the beginning of period market value of N edded in the liabilities, the
insurer is deemed to be out of compliance W§ edged as Required” criteria, and the
Company must notify the Commissioner of | nceyn each state in which the insurer is
licensed. The notification must indicate % ount of reserves being hedged by

the option replication strategy and ge i surplus of reporting the reserves based
on the CARVM-UMV.

Drafting Note: The requirements discussedgs y
underperforms relative to the expected hedge ¥gformane. The ability of an insurer to over-hedge may be
constrained by other components of a state’s reguito? framework including the state’s investment article
and regulations concerning the use of degivative inStruments. For purposes of this Drafting Note, over-
hedged means that at a particular poin time, the hedge portfolio exceeds the portfolio of liabilities

being hedged. If over-hedged, the smag dging instruments are excluded from the measurements
required in Item 5 of the Hed as

o

th the situation in which the actual hedge
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ATTACHMENT 3
Reasonableness of Assumptions Certification

The following certification must be filed in conjunction with each quarterly and annual statutory financial
statement filed with the appropriate regulatory official in each state in which the insurer does business.
The certification must be signed by the appointed actuary.

I, (state name and professional designation), am the appointed actuary for (company name). | have
reviewed the assumptions underlying the values assigned to all equity options used in the determination
of the initial statutory reserves under the Enhanced Discounted Intrinsic Method for quity indexed

deferred annuity products issued or reinsured by (company name) and reported in t financial
statement as of (the date of valuation). The assumptions used to determine such opti rket values are
reasonable in light of the relevant economic conditions prevalent at the tim e Uf each policy
valued using the Enhanced Discounted Intrinsic Method. L 4

actuary)

ignature of actuary)

\K (Date of certification)
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ATTACHMENT 4
Reasonableness and Consistency of Assumptions Certification

The following certification must be filed in conjunction with each quarterly and annual statutory financial
statement filed with the appropriate regulatory official in each state in which the insurer does business.
The certification must be signed by the appointed actuary.

I, (state name and professional designation), am the appointed actuary for (company name). | have
reviewed the assumptions underlying the values assigned to all equity options used in the determination
of statutory reserves for all equity indexed annuity products issued or reinsured by (comp ame)
insurance company and reported in the statutory financial statement as of (the date of valgition)§ghe
assumptions used to determine such option market values are:

1. reasonable in light of current relevant economic conditions as ofgthe aluation,
and \

2. are consistent with the comparable assumptions used to deter t ement value of
any derivative instruments used to hedge the equity indexed,base ligations embedded

in the equity indexed annuities subject to this certification.

\ e of actuary)

(Signature of actuary)

(Date of certification)
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Actuarial Guideline XXXVI

THE APPLICATION OF THE COMMISSIONERS RESERVE VALUATION METHOD
TO EQUITY INDEXED LIFE INSURANCE POLICIES

Background

The purpose of this Actuarial Guideline is to clarify statutory and regulatory requirements for the
valuation of reserves for equity indexed universal life insurance policies. This Guideline codifies the
interpretation of the Commissioners Reserve Valuation Method (CRVM) by clarifyin
methodologies that are deemed to comply with the intent of the Standard Valuation
Universal Life Insurance Model Regulation. These methodologies will be dee
CRVM. P

nsistent with

Equity indexed universal life insurance policies include interest cre hadare a combination of a
guaranteed interest rate and an interest rate based on a percentage of the,l se It an equity index, such
as the S&P 500. Currently, there are only a few products in the market al e product designs have been
straightforward. As new product designs emerge, this Actuarial Guid@§ine mEy have to be revised.

In order that all insurers issuing equity indexed universal

statutory reporting purposes that are consistent with C g %
diti

ce policies establish reserves for
statutory formula reserves, this
O consistent when specific operational

Actuarial Guideline identifies a computational method de
criteria called “Hedged as Required” criteria are mgt. » two other computational methods are
defined that are deemed to be consistent with CRV thegyent the “Hedged as Required” criteria are

not met.
Scope ¢ %
-

This Actuarial Guideline applies to 3 d universal life insurance policies, regardless of the
date of issue, that are subject to CRVA§.and wolld otherwise be subject to the reserve requirements under
the Universal Life Insurance Model Reg&gtios

Definitions

Appointed Actuary. T
company’s board of
model Actuarial Opini

acwiary, for purposes of this guideline, is the actuary appointed by the
ovide opinions in accordance with Standard Valuation Law and the

Credited. Index d benefits will be considered to be credited when they are added to the fund and
treated in the sam ner as other interest credits to the fund.

Term. in @ d benefit crediting period.

methods, Wype 2a methods and Type 2 methods. The following computational method is considered a
Type 1 method: the Implied Guarantee Rate Method (IGRM). Type 1 computational methods are deemed
to be consistent with CRVM only if the “Hedged as Required” criteria are met. The following is
considered a Type 2a method: the Commissioners Reserve Valuation Method with Updated Average
Market Value (CRVM with UAMV). The following is considered a Type 2 method: the Commissioners
Reserve Valuation Method with Updated Market Value (CRVM with UMV). For a complete description
of these methods, consult Attachment 1.
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The minimum reserve for equity indexed life insurance policies is the statutory reserve calculated under
the Universal Life Insurance Model Regulation for an identical policy with no guaranteed index-based
benefits. If the reserve produced by Type 1, Type 2a or Type 2, as appropriate, is greater than the
minimum reserve, then that Type 1, Type 2a or Type 2 reserve is the minimum reserve.

Type 1 Methods

A Type 1 computational method is deemed to be consistent with CRVM if an insurer using the method
complies with the *“Hedged as Required” Criteria (Attachment 2) and provides a certification
(Attachment 3) as to compliance with the criteria. The appointed actuary must sign the certifi The
certification shall be provided with each annual and quarterly statutory financial statement
appropriate insurance regulatory official in each state in which the insurer writes or quity
indexed universal life insurance business. S

For purposes of determining compliance with the “equivalence of characteris§ \ ment in the
“Hedged as Required” criteria, the current term of an equity indexed universal life"Ii\glrance policy is one
year or less. This should be interpreted consistently when a separate index-b beWefit guarantee is
made on each premium received.

The IGRM computational method is deemed to be consistent with’C the following conditions:

1. The implied guaranteed rate for terms after the first, d e issue using the method of
Attachment 1, paragraph 3 of the IGRM method, is4fiss thay or equal to the appropriate
maximum valuation interest rate.

2. Index-based benefit terms cannot be greater than

is should be interpreted consistently
when a separate index- based benefit guarar&

each premium received.

insurance business, prior to the use of the IGRM

that the requirements in (1) and (2).above = been met.

Type 2a Methods

A Type 2a computational me d to be consistent with CRVM if an insurer using the method
complies with Type 2a Prere ia below, and provides Reasonableness and Consistency of
Assumptions Certification (AttaClgaent 4). The appointed actuary must sign the certification. The
certification shall be pregigied with each annual and quarterly statutory financial statement filed with the
appropriate insurance re ry official in each state in which the insurer writes or reinsures equity
indexed universal lifeg usiness.

Type 2a Prere i ia are as follows:

icy satisfies (a) or (b) as follows:

implied guaranteed rate for terms after the first, determined at issue using the method
of Attachment 1, paragraph 3 of the CRVM with UAMV method, is less than or equal to
the appropriate maximum valuation interest rate; or

(b) Policies with identical renewal guarantees issued in three of the past five years would
have satisfied condition 1 for the Type 1 method.

2. Index-based benefit terms cannot be greater than one year. This should be interpreted consistently
when a separate index- based benefit guarantee is made on each premium received.
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3. The appointed actuary has demonstrated at time of filing or in conjunction with a change to a
Type 2a Method, to the satisfaction of the regulatory officials in each state in which the insurer
writes or reinsures equity indexed universal life insurance business, prior to the use of the CRVM
with UAMYV that the requirements in (1) and (2) above have been met.

Type 2 Methods

The use of a Type 2 method is not conditioned upon the requirement to meet the “Hedged as Required”
criteria or the Type 2a Prerequisite Criteria. However, an insurer using a Type 2 method must provide a

financial statement filed with the appropriate insurance regulatory official in eac
insurer writes or reinsures equity indexed universal life insurance business. Thi i
the assumptions underlying the option market values included in the calcu&tio
2 method and the consistency in assumptions between these option market vagiieSg
of any options owned by the insurer to support the equity indexed univ Murance business being
valued.

Required Change in Method

a block of business fails to meet
gidification must disclose this fact. If
ected within one quarterly financial

In the event an insurer that is using a Type 1 computatio?
the applicable “Hedged as Required” criteria, the require
the reason for failing the “Hedged as Required” criteria

he “®ctuarial certification, the insurer must

reporting period of the initial disclosure of the fai t

choose to use a Type 2a or a Type 2 computational hoGW¥gr determining minimum statutory formula
reserves for this block of business.

If, at a later date, the insurer can demonstra% %action of its domiciliary commissioner that it is

meeting the applicable “Hedged as B ria, the insurer may, with the approval of the
7 Ve omputational method. In addition, the insurer must

domiciliary commissioner, resume
notify the appropriate regulatory o state in which the insurer does business subject to the

change in computational method.

udad

Optional Change in Method

An insurer using eithega T, Lype 2a or Type 2 computational method for a block of business may,
with the approval of i commissioner and after notifying the appropriate regulatory official in
all the other states in

computational

d to a Type 1 computational method the request to the domiciliary commissioner for
approval of the i

method must be accompanied with a demonstration of compliance with the
as Required” criteria. If the change in computational methods involves a change from
onal method to a Type 2a or Type 1 computational method, the request to the
ssioner for approval of the change in method must be accompanied with a
compliance with the “Type 2a Prerequisite Criteria” or the requirements specified in the

Asset Adequacy Testing of Reserves

To the extent required by law, regulation, or regulatory requirements, reserves established for equity
indexed life policies must be tested for adequacy using appropriate methods and assumptions.
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Attachment 1
Description of Computational Methods

Implied Guaranteed Rate Method (IGRM)

To use this computational method, companies must satisfy the “Hedged as Required” criteria, which are
set out in Attachment 2. On the asset side, options will be held in accordance with the rules of the NAIC
Accounting and Procedures Manual.

The following describes how the IGRM works:

1.

Issue date calculations:

Calculate an implied guaranteed rate, determined at issue, for the period o the @ rm equal
to: (a) the guaranteed interest rate for the period of the initial term; plus umulated
option cost expressed as a percent of the policy value to which the Xe nefit is to be
applied. The accumulated option cost, determined at issue, is the optiomcos ich will provide
the index-based benefit in excess of any other interest rate guaranté@gfor the initial term,
accumulated to the end of the term at the appropriate maximum vardgtionyate. The option cost
should be as of the issue date.

after the first. The implied

Calculate an implied guaranteed rate, determined at issue, e
ofgistorical moving average option

guaranteed rates for terms after the first term will be b
costs according to (3) below.

Using the Universal Life Insurance Model Regulg®n, e guaranteed interest rates equal to
the implied guaranteed rates, calculate the gua aturity Premium, Guaranteed Maturity
Fund, and net premium for the policy based orfjguar at issue.

Valuation date calculations:

Calculate the implied guaranteed rate fo rent term based on the current term’s index-based
benefit and the option cost at the gart of thesCurrent term that will provide the indexed benefit, in
excess of any other interest rat@ftuarantee, for the current term. The method of calculating the
current term implied guarantegghratélis the same as for calculating the rate for the initial term. The
implied guaranteed r % after the current is not recalculated as long as neither the
interest rate guarante be ingex-based benefit guarantee have changed. (If guarantees have
improved, then the ne liet"guaranteed rates for future terms will be based on option costs
0 (3) below.)

ri@recalculated current term implied guaranteed rate and the implied guaranteed

% as determined according to (3) below, when computing future guaranteed

valdation date. Do not recalculate the Guaranteed Maturity Premium, Guaranteed
r net premium. This section should be interpreted consistently when a separate

Continue the
Regulation.

of the reserve according to the Universal Life Insurance Model

In determining reserves, the net premiums, as determined in Section 1 above, are payable over the
period that benefits are projected to be available, but not beyond the end of the net premium
payment period determined at issue.
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3. Index-based benefit guarantees beyond the current term should be handled as follows:

Calculate an implied guaranteed rate, determined at issue, for the terms after the current term
equal to: (a) the guaranteed interest rate for the period of the term; plus (b) the accumulated
option cost expressed as a percent of the policy value to which the indexed benefit is to be
applied. The accumulated option cost is the historical moving average cost of the option whose
term begins at the beginning of the term, which will provide the index-based benefit in excess of
any other interest rate guarantee for the term, accumulated for the length of the term at the
appropriate maximum valuation rate.

The historical moving average cost of the option will be calculated based on
sixty months previous to the calendar year of issue of each of the following
annualized daily actual index volatility as the estimated implied volatili
At-The-Money option, e.g. if the average index volatility is 15%,

base case option cost is 18%; (b) index dividend rate; and (c) r| eegte.
for a one year European At-The—Money option and must be a

policy.

e year European
volatility for the
e base case cost is
characteristics of the

interest rates not exceed the
um guaranteed interest rate” for

In those states that require, by regulation, that the poli
“minimum guaranteed interest rate” in the policx, d @
IGRM is the implied guaranteed rate.

Commissioners Reserve Valuation Method Updated %arket Value (CRVM with UAMV)

To use this computational method, companies mustgsati ype 2a Prerequisite Criteria. On the asset
side, options will be held in accordance with thefrul the NAIC Accounting and Procedures Manual.
Similarly, reinsurance reserve credit will be | rdalice with the rules of the NAIC Accounting and
Procedures Manual. \

The following describes how the CR AMV works:

1. Issue date calculations:

Calculate an implied guaiqgteed rate, determined at issue, for the period of the initial term equal

rate for the period of the initial term; plus (b) the accumulated
percent of the policy value to which the indexed benefit is to be
gPoption cost, determined at issue, is the option cost that will provide the
excess of any other interest rate guarantee for the initial term, accumulated

sing the Universal Life Insurance Model Regulation, with the guaranteed interest rates equal to
implied guaranteed rates, calculate the Guaranteed Maturity Premium, Guaranteed Maturity
Fund, and net premium for the policy based on guarantees at issue.

2. Valuation date calculations:
When calculating the present value of future guaranteed policy benefits at the valuation date by

projecting a fund equal to the greater of the Guaranteed Maturity Fund or the policy value, this
fund should be projected to the end of the current term at the guaranteed interest rate and added to
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the accumulated option cost for the current term. The option cost should be determined as of the
valuation date.

The option should provide for the index-based benefit in excess of any other interest rate
guarantee for the current term based on a fund equal to the greater of the Guaranteed Maturity
Fund or the policy value. The option cost should be accumulated to the end of the current term at
the appropriate maximum valuation rate in accordance with the SVL.

This combined amount should then be projected forward using the implied guaranteed rates for
future terms, as determined according to (3) below.

The implied guaranteed rates for terms after the current are recalculated on th date.
The implied guaranteed rates for future terms will be based on historical movi @ ge option

costs on the valuation date according to (3) below.

Do not recalculate the Guaranteed Maturity Premium, Guaranteed Nund, or net
premium. This section should be interpreted consistently when a sepcigte -based benefit
guarantee is made on each premium received.

In determining reserves, the net premiums, as determined in@gq qbove, are payable over the
period that benefits are projected to be available, but n®t end of the net premium

payment period determined at issue.

3. Index-based benefit guarantees beyond the current t&&be handled as follows:
Calculate an implied guaranteed rate, determinegFeit ssue or at a valuation date, for the
terms after the current term equal to: (a) tH® gu ed)interest rate for the period of the term;
plus (b) the accumulated option cost exnresseyas rcent of the policy value to which the
indexed benefit is to be applied. The tedgoption cost is the historical moving average
cost of the option whose term begi ning of the term, which will provide the index-

based benefit in excess of any other
length of the term at the appropriate maxi

The historical moving average of the option will be set equal to the option cost calculated
based on the averages of ¢ ) following items over the sixty months previous to the
calendar year of the d ate: (a) 3% plus the annualized daily actual index volatility as
the estimated implied
index volatility is 159 implied volatility for the base case option cost is 18%; (b) index
dividend rate; aw fre€ rate. The base case cost is for a one year European At-The—Money

option and must justed to the characteristics of the policy.

In those states that re % regulation, that the policy valuation interest rates not exceed the “minimum
ngne policy, the “minimum guaranteed interest rate” for CRVM with UAMV is

CRVM with ated Market Value (UMV) Method

CRVM with UMV applies the Universal Life Insurance Model Regulation to equity indexed life
insurance policies using the following methods:

1. Issue date calculations:

When calculating the present value of future guaranteed policy benefits at issue by projecting
fund values, the fund should be projected to the end of the initial term at the guaranteed interest
rate and added to the accumulated option cost for the initial term. This combined amount should
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then be projected forward, using the policy guarantees to determine future death and endowment
benefits. The option should provide for the indexed benefit in excess of any other interest rate
guarantee for the initial term. The option cost should be as of the issue date. The option cost
should be accumulated to the end of the initial term at the appropriate maximum valuation rate in
accordance with the SVL. Any index-based benefit guarantees beyond the initial term should be
determined as described in (3) below.

Using this method of determining the present value of future guaranteed benefits, calculate the
Guaranteed Maturity Premium, Guaranteed Maturity Fund, and net premium for the policy based
on guarantees at issue.

2. Valuation date calculations:
When calculating the present value of future guaranteed policy b&hgfit aluation date by
projecting a fund equal to the greater of the Guaranteed Matur u e policy value, this
fund should be projected to the end of the current term at the gu di

rest rate and added to
the accumulated option cost for the current term. The option co

oUW be determined as of the
valuation date. This combined amount should then be ectep®forward, using the policy
guarantees to determine future death and endowment begagits. ption should provide for the
index-based benefit in excess of any other interest ravg % ce for the current term, based on a
fund equal to the greater of the Guaranteed Maturify Fa§gd o//the policy value. The option cost
should be accumulated to the end of the current . appropriate maximum valuation rate
in accordance with the SVL. Any index-basad fit gu@rantees beyond the current term should
be treated as described in (3) below. Do ulate the Guaranteed Maturity Premium,

Guaranteed Maturity Fund, or net premiu h ion should be interpreted consistently when
a separate index-based benefit guar@tee n each premium received.

In determining reserves, the ne
period that benefits are proijg
payment period determined 2§

giurigyasdetermined in Section 1 above, are payable over the
2 awvdilable, but not beyond the end of the net premium

3. Index-based benefit guaragtees bey&¥id the current term should be handled as follows:

At the time of calculatior@und values projected to the end of the current term should be further
projected to the engfOT (g, NEXL term at the guaranteed interest rate. This should be added to the
accumulated €oti @ or that term. This should be done successively for each subsequent
term, using th Ok option cost for each term. The option for each term should provide for
the index-based bemgfit in excess of any other interest rate guarantee for the term. The cost for
each op should recognize the current relevant economic condition on the calculation date and

be price if the term began on that date. The option cost for each future term should be
accu to"the end of the term at the appropriate maximum valuation rate in accordance with
e
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Attachment 2
Hedged as Required Criteria - Life Products

In order to use a Type 1 computational method, the appointed actuary needs to certify quarterly that it
meets either the “Basic” or “Option Replication” criteria.

Basic

1.

Required equivalence of characteristics between the option policies held and the options
embedded in the policies for the current term with respect to specific policy featur h as:
index; averaging features; option type; strike price; term; etc.

The amount of hedge owned must substantially cover the greater of the account roserve.

dlUSH))
“Substantially” is measured by the guarantees in the specific policy (scge p @ ay have
longer term guarantees than others), and allows the company to assume im0 per year
of elective benefit decrements, unless the Commissioner agrees to ighelyJimit. Benefit
decrements due to charges in the policy should be taken into account in@e ay as they are
in the indexed interest formula in the policy (i.e., if indexed intergst is ited on an average

The company must have a specific plan for hedging rislg ase
surrenders, unexpected premium payment patterns, and
available at issue and updated at every valuation datgfor en as the valuation actuary

requirements may warrant. x
The company must have a system in place that is to itor the effectiveness of its hedging

strategy. ’S

The company must have a stated gfia lerance for differences between expected
performance of the hedge and the acjfea f the hedge.

Option Replication

1.

Required equivalence of char
employed and the options imlagd

policy features such aggind @

At the end of each g thic notional amount of the target of the option replication strategy
must substantially cover theQgreater of the account value or reserve. “Substantially” is measured
by the guarante the specific policy (some policies may have longer term guarantees than
others), and a ompany to assume no more than 6% per year of elective benefit
decrements, ne Commissioner agrees to a higher limit. Benefit decrements due to charges
in the FRLic be taken into account in the same way as they are in the indexed interest
formula i y, (i.e., if indexed interest is credited on an average fund value, then it is the
e fund value on each policy which should be hedged.)

istics between the target of an option replication strategy
in the liabilities for the current term with respect to specific
aging features; option type; strike price; term; etc.

ny must have a specific plan for hedging risks associated with death benefits, early
surrenders, unexpected premium payment patterns and other potentialities. This plan must be
available at issue and updated at every valuation date, or as often as the valuation actuary
requirements may warrant.

The company must have a system in place that is used to monitor the effectiveness of the
company’s hedging strategy.
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5. The company must have a stated maximum tolerance for differences between the expected
performance of the hedge and the actual results of the hedge. The maximum tolerance test and
compliance evaluation test must meet the following minimum requirements. The compliance
evaluation criterion will be a retrospective correlation test performed at least on a weekly basis.
The company will compare the change in the market value, from the beginning of the calendar
quarter, of the hedge portfolio with the change in the market value of the target of the option
replication strategy. The maximum dollar amount of difference permitted between these two
changes is10% of the beginning of period market value of the target of the option replication
strategy. If the difference exceeds this limit, the following steps must be taken:

* If for a second time during a quarter the dollar amount of difference @gceeds*10% of the
beginning of period market value of the target of the option rep/ g rategy, but is
less than 25% of the beginning of period market vallg of ‘@ et of the option

replication strategy, the company must notify the Commissigne gich state in which
the insurer is licensed. The notification must indicate th MOunt of reserves being
hedged by the option replication strategy.

¢ If at any of the weekly intervals the difference bet theiwo changes exceeds 25% of
the beginning of period market value of thg, targe tion replication strategy, the
company must notify the Commissioner ige ; which the insurer is licensed. The
notification must indicate the dollar amo ves being hedged by the option

replication strategy and the impact on s porting the reserves based on CRVM
s for that method are satisfied.

with UMV, or CRVM with UAMV £ the
. If at any point in time during the te ifference between the two changes exceeds

35% of the beginning of pw’od alue of target of the option replication strategy,
the insurer is deemed to be ou% nce with the “Hedged as Required” criteria, and
i ongal

ssioner in each state in which the insurer is licensed.
e dollar amount of reserves being hedged by the option

The notification mug
replication strategy a

other components o : gulatory framework including the state’s investment article and
regulations concerni j
mean that at a partic In time, the hedge portfolio exceeds the portfolio of liabilities being

hedged. If over{hedged, the"@cess hedging instruments are excluded from the measurements required in
Item 5 of the He as Required Criteria.
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Attachment 3
Reasonableness of Assumptions Certification
for Implied Guaranteed Rate Method

The following certification must be filed in conjunction with each quarterly and annual statutory financial
statement filed with the appropriate regulatory official in each state in which the insurer does business.
The appointed actuary must sign the certification.

I, (state name and professional designation) am the appointed actuary for (company name). The
company meets the Hedged as Required criteria for policies reserved under the Implied antee
Rate Method. | have reviewed the assumptions underlying the values assigned to all
options used in the determination of the implied guaranteed rate used in the_ca tion of
reserves under the Implied Guaranteed Rate Method for all equity indexg | life
insurance policies issued or reinsured by (company name) and reported irffthe s
statement as of (the date of valuation).

The assumptions at the start of the current term used to determine s O values for the

current term are:

1. Reasonable in light of current relevant economic g@n at“tne start of the current
term; and ¢

2. Consistent with the comparable assumptions used the statement of value of
any derivative instruments as of the valuation dgi® us edge the equity index-based

obligations embedded in the equity indexed pOWgies subject to this certification.
The assumptions at issue used to determine equit ex Opon values for terms subsequent to the

current term are: L 2

1. Determined in accordance with li uaranteed Rate Method

2. Based on quantitative data ase option (1-year European At-The-Money) of
3% plus . % average annue actual volatility over the 60 months previous to
the calendar year of issue.

3. Reasonably adjusted to r@fect the following variances from the base case due to benefit
design and capital markewggasons (all material adjustments should be listed)
a. j
b. to be described by appointed actuary)

4 Reliant the follGWing source(s) for assumptions not prescribed by this Actuarial
Guidelin
a. (to be described by appointed actuary)

(Name of actuary)

(Signature of actuary)

(Date of certification)
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Attachment 4
Reasonableness and Consistency of Assumptions Certification
for Commissioners Reserve Valuation Method with Updated Average Market Value

The following certification must be filed in conjunction with each quarterly and annual statutory financial
statement filed with the appropriate regulatory official in each state in which the insurer does business.
The appointed actuary must sign the certification.

I, (state name and professional designation) am the appointed actuary for (company name). | have

reviewed the assumptions underlying the values assigned to all equity index gygns used in the
determination of statutory reserves using a Type 2a computational method fgilall egiity indexed
universal life insurance policies issued or reinsured by (company name) i e company and
reported in the statutory financial statement as of (the date of valuation).

The assumptions used to determine such option values for the cugre

1. Reasonable in light of current relevant economic con & the date of valuation;

and
2 Consistent with the comparable assumptions used to e the statement of value of

hedge the equity index-based
subject to this certification.

The assumptions used to determine equity index gtio es for terms subsequent to the current

term are: x
1. Determined in accordance with C issioners Reserve Valuation Method with

Updated Average Market Viglue
2. Based on quantitative data fo% ase option (1-year European At-The-Money) of
Qv

3% plus ___._% 60 -m verage annualized daily actual volatility
e following variances from the base case due to benefit
(all material adjustments should be listed)

a skew adjustment
b. (to be described by appointed actuary)

4 Rel_ia on @ owing source(s) for assumptions not prescribed by this Actuarial
;3. 1 : (to be described by appointed actuary)

(Name of actuary)

(Signature of actuary)

(Date of certification)
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Attachment 5
Reasonableness and Consistency of Assumptions Certification
for Commissioners Reserve Valuation Method with Updated Market Value

The following certification must be filed in conjunction with each quarterly and annual statutory financial
statement filed with the appropriate regulatory official in each state in which the insurer does business.
The appointed actuary must sign the certification.

I, (state name and professional designation) am the appointed actuary for (company name). | have
reviewed the assumptions underlying the values assigned to all equity index options in the
determination of statutory reserves using a Type 2 computational method for all e i
universal life insurance policies issued or reinsured by (company name) insurance.corigany and
reported in the statutory financial statement as of (the date of valuation). The as
determine such option values are:

L 4
1. Reasonable in light of current relevant economic conditions as & of valuation;
and
2. Consistent with the comparable assumptions used to determine th tement of value of
any derivative instruments as of the valuation date used to h equity index-based
obligations embedded in the equity indexed life polig is certification.

L 4

ame of actuary)

(Signature of actuary)

(Date of certification)
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Actuarial Guideline XXXVII

VARIABLE LIFE INSURANCE RESERVES FOR GUARANTEED MINIMUM
DEATH BENEFITS

Background

This guideline’s primary focus is to clarify the appropriate projection assumptions and methodologies
used to determine statutory reserve liabilities for Guaranteed Minimum Death Benefits (GMDBs) offered
with variable life insurance products.

variable life
en looked to for
2 present value of
as revised in 1983 and
shair be established under

of the benefits provided
gulation and most recently

For many years, insurance companies have not applied uniform reserve stag

insurance policies in general, and to GMDBs in particular. Four regulatory, sour¢:

guidance. First, the Standard Valuation Law (SVL) requires that CRVM be Rase
C

future guaranteed benefits. Second, the Variable Life Insurance Model la
again in 1989 states “Reserve liabilities for variable life insurance p
[SVL] in accordance with actuarial procedures that recognize the variab
and any mortality guarantees.” Third is the Universal Life Insurancéfdode
the Valuation of Life Insurance Policies Model Regulation.

t

GMDBs are common features of variable life products.‘ ec serve methods for universal life

secondary guarantees have been clarified in the Valuatio ife Snsurance Policies Model Regulation.

These secondary guarantees are similar to GMD d variable life policies. A Guaranteed

Minimum Death Benefit is any guarantee which ideSgleath benefit protection which would not
e

otherwise be provided in the absence of such a g t nefit or provision. An example of a GMDB
is a policy in which death benefits continue"n-f C if the policy value is zero. This benefit may be
contingent on additional qualifications being r\z cumulative premiums meeting some limit.

Additional examples of GMDBs argfprovide@befdw. This list is not intended to include all types of

GMDBs.

[fwerovision or No Lapse provision where death benefits are
in in-force for a period of time even if the policy value is not greater
ly to certain conditions being met such as cumulative premiums

rdless of investment performance which might generate negative Paid Up Additions
0 itional fixed premium variable life insurance policy.

The Vagiable surance Model Regulation defines the reserve methodology for variable life policies.
Howeve & o0 versions of the model regulation exist and this results in inconsistent treatment by
S versions include the 1983 revisions and the 1989 revisions to the model regulation. Many
sta passed either revision and therefore require direct interpretation of SVL. In practice,

compa have interpreted these regulations inconsistently with regard to assumptions and/or application
to current products available today. The 1983 version of the regulation treats flexible premium policies
differently than scheduled premium policies. The 1983 version of the regulation did not anticipate the
types of GMDBs available today which require contingent conditions to be met to maintain a death
benefit guarantee, for instance specified premiums must be paid. Thus, confusion exists with regard to
which valuation method is appropriate. The 1989 version makes no distinction between the scheduled
premium and flexible premium policies.
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This Guideline codifies the basic interpretation of reserve liabilities for variable life GMDBs by clarifying
the projection assumptions and methodologies that comply with the SVL. Minimum valuation standards
that may be used to determine this reserve and are not specifically addressed in this guideline are defined
by SVL and other applicable state regulations. This guideline focuses on the methodology of the 1989
revisions to interpret SVL, as we believe the 1989 revision more appropriately considers the types of
products and GMDBs available today.

Interpretations of both the 1983 and 1989 versions reflect the comments made in the December 1972
report which concluded that an acceptable GMDB reserve system should have the following
characteristics:

1. The GMDB reserve should be held in the general account of the compap tg,It will
be backed by the general assets of the company, most of whic§ % ligations
valued at amortized cost and, therefore, are of a fixed dollar natyge. gpid not be

proper to hold the GMDB reserve in the separate account, as

supported by fixed dollar assets but by assets that are moving site direction

from the risk, i.e. value moving downward while the risk increase e versa

2 The GMDB reserve should be adequate to cover the R3¢ claims for the next
year in all but the most extreme circumstances so THg % ulatory authorities can be
assured the company will not run into financial CWO is source before the next

annual statement is filed. \
3. The GMDB reserve should react slowly bu di rough an extended period of poor
investment experience of the separate accoygat.
4. The GMDB reserve should not cafesu essiry fluctuations in surplus by increasing
too rapidly in a sharp market &g N‘ so, the reserve should not decrease too
c@a peviod of poor market performance.

rapidly in a sharp market ups
crpreting the Standard Valuation Law as it relates
oth the 1983 and 1989 versions of the Variable Life

This guideline maintains the four principles abd
to variable life business and the methods defined 1
Insurance Model Regulation.

riable nature of GMDB are defined in the Variable Life
Insurance Model Regulation i One-Year Term reserve recognizing a 1/3 drop in separate
account assets, the Attained Reserve (AALR) methodology and in the 1983 version, a
methodology for flexible premiumS@glicies. Reserves for GMDBs are held in the general account.

Reserve methodologies which recog

This guideline recognize ollowing principles when determining appropriate reserves for GMDB.

. Dete @ e guaranteed death benefits which are not valued in the basic policy
v

a reserve for these benefits over the period of time in which revenue is collected
pay for such benefits; however, no greater than the period of time these guaranteed
efits are provided.

. Collected revenue should not be de-minimus in order to reduce the reserve.
. The reserve established is in addition to basic reserves

This guideline interprets the standards for applying these methodologies. This guideline also interprets the
projection assumptions to be applied to determine excess guaranteed death benefits. The guideline
clarifies the use of the AALR methodology for flexible premium variable life policies with contingent
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GMDB benefit structures similar to specified premium contracts. This guideline is based on the belief that
the 1983 revisions did not anticipate these types of GMDB benefits on flexible premium contracts. Thus,
it makes sense to interpret the 1983 revisions for these types of GMDB benefits by applying the AALR
methodology when there is a contingent GMDB structure. For flexible premium plans with other types of
GMDBs, the flexible premium language of the 1983 revision is used where applicable.

The AALR methodology, along with the one-year term reserve is generally consistent with the principles
above in that additional reserves are established in recognition of all death benefit guarantees not reflected
in basic reserves. If multiple guarantees exist all guarantees must be valued and the greatest additional
reserve is held. Consecutive GMDBs are treated as a single guarantee. These reserves fie
period of time GMDB Revenue will be collected through either policy charges or pre

to exceed the GMDB benefit period. The AALR methodology funds any GMDB 8 ficiency over
the period of time the Revenue is collected, however, no longer than the er@oft @ tee period.

GMDB reserves are held in addition to basic reserves unless the appoi Nprovides satisfactory
documentation to the state of domicile insurance department stating wh eserves are redundant. For
example, for traditional variable life product designs where reserves are alty determined on a tabular
basis and use an assumed interest rate (AIR), if basic reserve deteliWined based on at least the
guaranteed face amount, (i.e. ignoring any negative additiops) anteed death benefit is fully
s redundant. Neither this guideline

nor the 1989 amendments specifically address traditional %N e product designs, nor does this

a

An additional purpose of this guideline is to emph
Valuation of Life Insurance Policies Model Regulagsi
variable universal life products. S

") relative to reserving for variable life and

Scope

The guideline applies to all variable
and which provide Guaranteed Minimu

e contracts to which the Standard Valuation Law applies
Benefits (GMDBS) either explicitly or implicitly.

Definitions

Attained age level reservef(AARR)®The AALR is a methodology described in the 1983 and 1989
revisions to the Varial iv ince Model Regulation.

Catch-up provision: A Ca p provision is a provision in the policy that gives the policyholder the right
to catch up on a ntingent requirements in order to maintain the GMDB.

Guaranteed BET&L guaranteed period is the period of time over which a GMDB is guaranteed
regard @ sic guarantees in the policy. A policy may have multiple guaranteed periods and

imum Death Benefit (GMDB): A Guaranteed Minimum Death Benefit (GMDB) is any
guaral which provides continued death benefit protection which would not otherwise be provided in
the absence of such a guaranteed benefit or provision. A policy may have multiple GMDBs.

One-Year Term (OYT) reserve: The OYT reserve covers a period of no more than one year following a
1/3-asset drop. This reserve is fully described in the 1989 revision to the Variable Life Insurance Model
Regulation. This guideline clarifies the methodology and the assumptions used to determine OYT
reserves.
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Policy Value: Policy value means, as of the valuation date, the greater of (a) zero and (b) the amount to
which separately identified interest credits and/or investment return and mortality, expense, or other
charges are made under a variable life insurance policy. Subsequent to the valuation date, “policy value”
means the amount determined in accordance with the procedures specified in this guideline.

Projection Assumptions: The Projection Assumptions are used to determine guaranteed death benefits.
This projection of policy values uses the following assumptions:

1. Cost of insurance rates are equal to the minimum valuation mortality.

2. The GMDB is assumed to be in effect for the maximum period of the GMDB.
requirements necessary to maintain the GMDB in force subsequent to the valggiio te are
assumed to be met at the latest point in time sufficient to maintain the Gl % ough its
maximum period. Contingent requirements, if any, required to reinstaté®ag c pyas of the
valuation date are assumed to occur on the valuation date. If the GMD ue in effect
subsequent to the valuation date with no additional actions required, co t réquirements are
assumed not to resume until the latest point in time which would prev h mination of the
GMDB.

3. The general account policy values and separate accounif@go values are projected at the
valuation interest rate. The assumed investment rate, if aﬁ/ ISQS en determining the OYT

reserve. \

4, The guaranteed period covered is determined assum@ngent requirements are met.

5. Policy options and benefits are assumed to % changed as of the valuation date.
Examples include fixed and variable accourf®allo d the death benefit option.

6. The projection of policy values is

projected policy values are positive
policy value would be set to zero.

e ‘Wgtire guarantee period, regardless of whether
2 at any point in the projection. Any negative

The policy value is projected forward f the valuation date with valuation interest rate credits, any
payments required to maintain the gua e and valuation mortality charges (and no other credits or
charges). The Guideline stipulates & h benefit in the absence of the guarantee is assumed to be
provided as long as the proj alue is greater than zero,” and “Any negative policy value
would be set to zero.” An A ot be established for a VUL policy to provide for any period
during which there would be a d benefit in the absence of the guarantee, since this benefit would be
provided for by the polidgga basic res€rve. This means that for an AALR to develop, the mortality charges
must exceed the require ments plus interest credits by enough to reduce the policy value to zero

during the guarantee nder charges are not relevant to this determination.

GMDB Revenue:
or premiu a
premium i

enue is policy charges or premium, either implicit or explicit. These charges
ay not be explicitly stated to cover GMDB benefits. An example of an implicit
emium necessary to maintain a target policy value in order to maintain benefits.

Term cost: Term C¥sts are based on the guaranteed minimum death benefits in excess of the death benefits
that would be provided in absence of such guarantee based on a projection of policy values using the
Projection Assumptions defined above. These costs are then discounted to the valuation date. The term
costs are based on minimum valuation mortality standards and a discount rate not to exceed the maximum
valuation interest rate.

1/3-Asset Drop: A 1/3 reduction in separate account assets that is used in the calculation of the one-year
term reserve. This 1/3 drop is not applied to fixed account assets.
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Text
1. Basic Reserves:

Basic Reserves include the reserve held for death benefits provided in the absence of a GMDB. Reserve
liabilities for variable life insurance policies shall be established consistent with the methodologies
described in the Standard Valuation Law and in accordance with actuarial procedures that recognize the
variable nature of the benefits provided and any mortality guarantees. Reserve methods described in the
Variable Life Insurance Model Regulation and the Universal Life Insurance Model Regulation may be
appropriately utilized to determine reserve liabilities such that application of these m is consistent
with the principles of the Standard Valuation Law.

2 Guaranteed Minimum Death Benefit Reserves: . Q
Additional reserves are required to provide for liabilities of GMDB provi m rovide benefits that
would not be provided in the absence of the guarantee. In measuring iabiities, the basic reserve
provides for death benefits which occur in the absence of the guarantee: reserves provide for the
contingency of death occurring when the guaranteed minimum d it exceeds the death benefit
that would be paid in absence of the guarantee. A consiste
regardless of whether a contract has scheduled premiums %

When a contract provides multiple GMDBs and/or multj
based on the guaranteed period which produces the gre
GMDBs are treated as a single guarantee period. Th
periods assuming that contingent requirements a
Provisions or any pre-funding of contingent‘equ'

sytee periods, a reserve is established
as of the valuation date. Consecutive
ethodology reflects all potential guarantee
as: contingent premiums paid, Catch-up

For a policy under the 1989 revisions g
specified premium contract under th
where (1) equals “the aggregate tota
year following a 1/3-asset drop, and (2)¢

M ium policy with contingent GMDBs similar to a
cQision® the GMDB reserve equals the greater of (1) and (2)
sts” (OYT) which covers a period of no more than one
e AALR as described below.

For a flexible premium policy ugWer the 1983 revisions not covered above, (where the GMDB guarantee
is not contingent on any policyh requirement), reserve liabilities for any guaranteed minimum death
benefit shall be maintained ral account of the insurer and shall be not less than the aggregate
total of the term costs@if ng the period provided for in the guarantee not otherwise provided for
by the reserves held i e account assuming a 1/3-asset drop, projected at the valuation interest

rate.
a) M Term Reserves (OYT):

reserve component equals the “aggregate total of term costs”, if any, covering a

d of one full year from the valuation date, or, if less, covering the period of time
death benefits are provided which are not otherwise provided for by the basic reserves.
This reserve assumes any contingent requirements to maintain the GMDB are met by
reflecting any Catch-up Provisions or any pre-funding of contingent requirements.

“Aggregate total term costs” equals the present value of guaranteed minimum death
benefits in excess of death benefits that would be provided in absence of such guarantee,
if any, prior to the end of one full year or the end of the guaranteed period if sooner. A
death benefit in the absence of the guarantee is assumed to be provided as long as the
projected policy value is greater than zero. Death benefits are determined by projecting
the policy value following a 1/3-asset drop and using the Projection Assumptions defined
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b)

Appendix C

above. Present values are determined using valuation mortality rates and the maximum
valuation interest rate.

Attained Age Level Reserves (AALR):

This reserve component allows for funding GMDBs over no longer than the guaranteed
period. This reserve assumes contingent requirements are met to maintain the GMDB and
reflect any prepaid contingent requirements or Catch-up provisions. A death benefit in
the absence of the guarantee is assumed to be provided as long as the projected policy
value is greater than zero. This reserve component exists until no later than th f the

guarantee period if, on any prior valuation date, projected policy values{esultet@®in
results in redundant reserves, the valuation actuary may request e SIg o the state
undant GMDB
suriptions defined

above and does not incorporate a 1/3-asset drop.

guaranteed minimum death benefits in excess of death benefits that would ided in
of domicile insurance department to release all or a portion

The AALR reserve component shall not be less than zer ual the “residue,” as
described in paragraph (1) below, of the prlor yea on the contract, with any
such “residue,” increased or decreased by a “pay \ d on an attained age basis

absence of such guarantee. To the extent long term favorable i vest & - formance
reserves. This projection of policy value is based on the Projecti
as described in paragraph (2) below.

(D) The “residue” of the prior year’s ch variable life insurance contract
shall not be less than zero and I ermined by adding interest at the
maximum valuation interest ra h prior year’s reserve, deducting the

tabular claims based on the™ ', Wany, of the guaranteed minimum death
benefit over the death 0 would be payable in absence of such
guarantee, and dividi | the tabular probability of survival. Hence

(2) The “payment’@lised to increase or decrease the “residue” above shall be

iod for which GMDB Revenue will be collected under the
(A) minus (B) minus (C), where, (A) is the present value of
d minimum death benefits. The future guaranteed minimum
are the projected future death benefits including the GMDB. (B) is

lated for the life of the policy. Both (A) and (B) are calculated based on the
ction Assumptions. (C) is any “residue,” as described in paragraph (1)
aoove, of the prior year’s AALR on such variable contract. Minimum standards

f valuation mortality assumptions and maximum valuation interest rates are
used to determine present values and net level payments. The period of time in
which GMDB Revenue will be collected is limited to the period of time policy
values are sufficient to collect policy charges or the period of time contingent
requirements will be paid to maintain the GMDB. In no event will the time
period be greater than the time to the end of the guarantee period. It should also
be noted that the “payment” may be negative resulting in the reserve running off
over the remaining guarantee period.
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C) Other Flexible Premium Policies under the 1983 revisions not included above:

The present value of potential guaranteed minimum death benefits in excess of death
benefits that would be provided in absence of such guarantee is determined by using
minimum standards of valuation mortality assumptions and maximum valuation interest
rates.

3. Issues:
Sections 3A(3) and 3A(4) of “XXX” state the following:

rovides for life
experience of any

3A(3): This regulation shall not apply to any variable life insurance poli
insurance, the amount or duration of which varies according to the inve
separate account or accounts.

3A(4): This regulation shall not apply to any variable univ anurance policy that
provides for life insurance, the amount or duration of which Vigies ding to the investment
experience of any separate account or accounts.

The language of these sections is clear. The reservi Velia ife and variable universal life
is in no way affected by the provisions of “XXX.#%lIn |5 @ , the 19-year select factors and the

“X factor are not applicable to the calculation of vesigt variable life and variable universal
life products.

Effective Date \

This guideline affects all variable life insur@nace cly issued. Where the application of this Guideline
produces higher reserves than the compa a erwise established by their previously used
interpretation, such company must cQ ith “Wis guideline effective December 31, 2001. However,
such company may request a grae not to exceed three (3) years, from the domiciliary
Commissioner upon satisfactory de of the previous interpretation and that such delay of

Retroactive application of the g line to in-force policies to develop the current residue portion of the
: i Therefore, the residue as of 12/31/2000 should be set equal to the
y the company under its current method or $0 if the company did not

greater of the amountgsta
previously calculate a

N
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Actuarial Guideline XXXVII1

THE APPLICATION OF THE VALUATION OF LIFE INSURANCE POLICIES
MODEL REGULATION

Introduction

The revised version of the Valuation of Life Insurance Policies Model Regulation (Model #830) was
adopted by the NAIC in March 1999. Since that date, some questions have been raised regarding whether
and how Model #830 applies to various product designs. The purpose of this gui is to provide
direction as to the application of Model #830 to such products. Specifically, thi provides
examples of various policy features that constitute “guarantees” and gives direcls ow to reserve
for these guarantees in accordance with Model #830. .

Obviously, new policy designs will emerge subsequent to the developn'm ocument. No statute,
0

regulation, or guideline can anticipate every future product design, an ense and professional
responsibility are needed to assure compliance with both the letter and t irrcof the law. While Model
#830 is a complex regulation, its intent is clear: reserves need lished for the guarantees
provided by a policy. Policy designs which are created to simplsmgii hose guarantees or exploit a
perceived loophole must be reserved in a manner similar tg designs with similar guarantees.

The following product designs have been brought t attaggion of the NAIC Life Actuarial (A) Task
Force. The list below specifies reserving appr es h the Task Force regards as being most
consistent with the letter and spirit of Modgl #8 ever, the specified reserving approaches should
be modified as needed to comply with the int ighguideline that similar reserves be established for
policy designs that contain similar guar, \

Text

1. An initial level premium rat nteed for 10 years followed by increased guaranteed
premiums for an additional 20 yedgs. #iowever, the company cannot increase premiums after year
es to be charged) unless some specified event occurs.

10 (i.e., the initial premiugp continu
The initial reserve '_ 30 years. Since the contract contains provisions that limit the

company’s abjdity t m se premiums, then the initial premium should be treated as guaranteed
for the entir ar pgriod. It would be contrary to the conservative nature of statutory
accounting to this policy the same as one in which the ability to raise premiums is
unrestrigied.

an illustrated level premium for 30 years, the first 10 of which are guaranteed.
there is a refund option which provides that a specified refund will be paid if the
r increases. The refund must be requested within a limited time (e.g., 30 days) of

his example differs from the one above in that there is no specified event that has to occur in
er for the company to impose a premium increase; however, the company must provide an
additional benefit to the policyholder if it exercises this right. Thus the company does not have an
unrestricted right to impose an increase after 10 years. If the contract contains provisions that
require that additional benefits be provided to the policyholder in the event of a premium
increase, even if these benefits are lost if not claimed within a stated time frame, then the initial
premiums should be treated as guaranteed for the entire 30 year period. It would be contrary to
the conservative nature of statutory accounting to treat this policy the same as one in which the
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ability to raise premiums does not require that additional benefits be provided. Therefore, the
initial segment for this policy is 30 years.

3. An initial level premium rate is guaranteed for 10 years followed by increased guaranteed
premiums for an additional 20 years. However, after year 10 the policyholder is protected against
premiums being increased above the initial level, with the protection provided by a second
company through either reinsurance, a second policy issued to the consumer, or an agreement
between the companies.

The combined reserves of the direct writer and the second company should be no |
amount which the direct writer would hold if (a) there were no second company and

should be disallowed. The reserve held by the direct writer should be based o @ itial level
premium being guaranteed for 30 years.

4, A product has relatively high gross premiums but with a guarantee ilend®or guaranteed
refund schedule, or by some other means guarantees a low net cost to th icywolder.

hould be used in the
for coverage.

The net amount of premium (i.e., gross premium less dividends Qgmse
reserve calculation. That represents the amount the insure% NF %

inswrance basis, the reinsurer’s
(i.ePgross premiums less dividends

5. a) A re-entry term product has an initial rate,gua 10 years, with loose or non-existent re-
entry underwriting, allowing the policyhol e&en for an additional 20 years at specified

For products reinsured on either a coinsurance or modj
reserve calculation should also be based on the net
or refunds guaranteed to be paid to the policyholder).

favorable rates.

b) A universal life policy has provisiG t, if the UL policy lapses prior to the 10th policy
anniversary because the actual accumur alue (or cash value, depending on design) falls
below zero but stipulated premiungs have been paid, a substitute policy is guaranteed to be issued
providing the same amount of§iinsurance coverage at the same stipulated premium for the

remainder of the 10-year perij additional 20 years.

The reentry periods a
reserve calculation pu
be 30 years if t
reserve segment
coverage had

hould be treated as a continuation of the initial guarantees for
initial reserve segment applicable to the original policy should
stipulate mium for the substitute policy is not high enough to trigger a new
en the substitute policy is issued, reserves should be determined as if the
at the issue age and issue date of the original policy. Effectively, the
qteed coverage for 30 years at the time the initial policy is issued, and the
reserv should reflect that guarantee.

eaty provides for 30 years of level premiums on a current scale but directly
es those premiums for only the first 10 years. However, if the reinsurer increases the
fter 10 years, the reinsurer agrees to increase the expense allowance such that the net
payments (premium minus allowance) by the direct writer remains unchanged.

Relative to the reinsurer’s reserve calculation, the initial reserve segment should be 30 years and
the valuation premium should be level over that period. In this instance, the additional “expense
allowance” has no relationship to the expenses actually incurred by the direct writer in
administering the reinsured policies. Although a bona fide expense allowance would typically not
be considered in determining the valuation premiums and reserve segments, in this instance the
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additional “expense allowance” has no relationship to the expenses actually incurred by the direct
writer in administering the reinsured policies.”

7. A universal life policy has a cumulative “premium catch-up provision” in which the coverage is
guaranteed to remain in force as long as a stipulated premium is paid each year, and if the insured
is paying less than is required to maintain the guarantee, there is an unlimited right to make up
past premium deficiencies.

Model #830 requires that “when a policy contains more than one secondary guarantee, the minimum

unexpired secondary guarantee, ignoring all other secondary guarantee
guarantees with “catch-up” provisions are capable of being reinstated up to 44
guarantee period, they constitute “unexpired secondary guarantees” whic
the calculation of “the greatest of the respective minimum reserve \

secondary
the secondary
incorporated into
ition date of each
unexpired secondary guarantee, ignoring all other secondary guaral

The basic and deficiency reserves for a secondary guarantee wi cawdr-up provision should be
computed as if the stipulated premium requirement had been fgt. Thefasic reserve shall be reduced
by the product of (a) the “catch-up amount,” if any, whichggau equired on the valuation date
and (b) the ratio of the “initial” (i.e., before adjustme % prve to the sum of the “initial” basic
and deficiency reserves. In no event shall the “re 2 2serve be reduced below zero. The
deficiency reserve shall be reduced by the product e “Qatch-up amount,” if any, which would
be required on the valuation date and (b) the gati e “Ifial” deficiency reserve to the sum of the
“initial” basic and deficiency reserves. In no e sha¥ythe “reduced” deficiency reserve be reduced

below zero.
If a universal life policy with a “prelﬁ @ provision” has a shadow account below the level
necessary to maintain the secong a en the reserve for the secondary guarantee shall be

valued according to this examyfie. The ©sic and deficiency reserves, before deduction for the catch-
up amount, shall be calculateG@s specifitd in Section 8A, Section 8B, Section 8C or Section 8E, as
applicable.

8A. For policies and certifiefgfes issued prior to July 1, 2005: A universal life policy guarantees the
coverage to remain i C long as the accumulation of premiums paid satisfies the secondary
guarantee requgre

First, the mini ross premiums (determined at issue) that will satisfy the secondary guarantee

requirergent must be§erived.
Secon &ses of applying Sections 7B and 7C of Model #830, the “specified premiums”

are t um gross premiums derived in “Step One.”

ermination should be made of the amount of actual premium payments in excess of

imum gross premiums. For policies utilizing shadow accounts, this will be the amount of

he shadow account. For policies with no shadow accounts but which specify cumulative

ium requirements, this excess will be the amount of the cumulative premiums paid in excess

of the cumulative premium requirements; the cumulative premium payments and requirements

should include any interest credited under the secondary guarantee (with interest credited at the
rate specified under the secondary guarantee).

Fourth, a determination should be made of the single payment necessary at the valuation date to
fully fund the remaining secondary guarantee assuming that the minimum gross premiums have
been paid, up through the valuation date, during the secondary guarantee period. The result from
“Step Three” should be divided by this number.
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8B.

Fifth, compute the net single premium on the valuation date for the coverage provided by the
secondary guarantee for the remainder of the secondary guarantee period, using any valuation
table and select factors authorized in Section 5A of Model #830.

Sixth, the “net amount of additional premiums” is determined by multiplying the ratio from “Step
Four” by the difference between the net single premium from “Step Five” and the basic and
deficiency reserve, if any, computed in “Step Two.”

Seventh, a “reduced deficiency reserve” should be computed by multiplying the iency
reserve, if any, by the one minus the ratio from “Step Four,” but not less than zero. TR “re d
deficiency reserve” is the deficiency reserve to be used for purposes of Section odel
#830. . Q

Eighth, the actual reserve used for purposes of Section 7D(1) of Model N sser of: (1)
the net single premium from “Step Five,” and (2) the amount of the ex m Step Six” plus
the basic reserve and the deficiency reserve, if any, computed in “Step . duce this result
by the applicable policy surrender charges, i.e., the account value lefgthe ca9 surrender value. If
the resulting amount is less than the sum of the basic and deficiegayare from Step Two, then
the basic and deficiency reserves to be used for the purposes @ @ 7D(1) are those calculated

in Step Two, and no further calculation is required. ¢
m

Ninth, an “increased basic reserve” should be comput cting the “reduced deficiency
reserve” in “Step Seven” from the reserve comp% ep Eight.” This “increased basic
i

reserve” is the basic reserve to be used for purpos 7D(1) of Model #830.

2055 and on or prior to December 31, 2006:
in in force as long as the accumulation of
requirement.

For policies and certificates issued on or aftgr
A universal life policy guarantees the g
premiums paid satisfies the secondar

First, the minimum gross premiums (dete
requirement must be derived.

Second, for purposes of app
are the minimum gr

ions 7B and 7C of Model #830, the “specified premiums”
erived in “Step One.” Consistent with Model #830, the
remaining steps in th gould be calculated on a segmented basis, using the segments
that Model #830 defi rie product. Therefore, in the remaining steps, the term “fully fund
the guarantee” ghould be I"erpreted to mean fully funding the guarantee to the end of each
possible segmen e term “remainder of the secondary guarantee period” should be interpreted
to mean the remal ach possible segment. The total reserve should equal the greatest of all

]
possible seg @ eserves.

Third, a ation should be made of the amount of actual premium payments in excess of
t ss premiums. For policies utilizing shadow accounts, this will be the amount of
the ow account. For policies with no shadow accounts but which specify cumulative

premiu quirements, this excess will be the amount of the cumulative premiums paid in excess
of the cumulative premium requirements; the cumulative premium payments and requirements
should include any interest credited under the secondary guarantee (with interest credited at the
rate specified under the secondary guarantee).

Fourth, as of the valuation date for the policy being valued, for policies utilizing shadow
accounts, determine the minimum amount of shadow account required to fully fund the
guarantee. For policies with no shadow accounts but which specify cumulative premium
requirements, determine the amount of the cumulative premiums paid in excess of the cumulative
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premium requirements that would result in no future premium requirements to fully fund the
guarantee; the cumulative premium payments and requirements should include any interest
credited under the secondary guarantee (with interest credited at the rate specified under the
secondary guarantee). For any policy for which the secondary guarantee can not be fully funded
in advance, solve for the minimum sum of any possible excess funding (either the amount in the
shadow account or excess cumulative premium payments depending on the product design) and
the present value of future premiums (using the maximum allowable valuation interest rate and
the minimum mortality standards allowable for calculating basic reserves) that would fully fund
the guarantee. The amount determined above for this step is to then be divided by one minus a
7% premium load allowance (0.93). The result from “Step Three” should ided by this
number, with the resulting ratio capped at 1. The ratio is intended to
prefunding for a secondary guarantee which is used to establish reserves. Aagumtpgions within the
numerator and denominator of the ratio therefore must be consistent to appropriately
reflect the level of prefunding. The denominator is allowed to be &: S ly by the amount
of the premium load allowance as defined in this step. As used , ptions” include any

factor or value, whether assumed or known, which is use IcG¥ate the numerator or
denominator of the ratio.

[DRAFTING NOTE: The 7% premium load allowance gig es an average premium load
level as evidenced by policies currently sold in theWg ather than have the funding ratio
vary according to the actual policy loads (which C aygreatly by company and product),
all companies will use an identical premium load N at a level approximately equal to the

current industry average.]

Fifth, compute the net single premium ogaéhe lon date for the coverage provided by the
secondary guarantee for the remaigier condary guarantee period, using any valuation
table and select factors authorized in Sgction 5A80f Model #830.

Sixth, the “net amount of add niurns” is determined by multiplying the ratio from “Step
Four” by the difference betWigan the g2t single premium from “Step Five” and the basic and
deficiency reserve, if any, compUigg i Step Two.”

Seventh, a “reduced d&ficiency reserve” should be computed by multiplying the deficiency

reserve, if any, by t iaus the ratio from “Step Four,” but not less than zero. This “reduced
deficiency resggve’ eficiency reserve to be used for purposes of Section 7D(1) of Model
#830.

Eighth, the actual reSprve used for purposes of Section 7D(1) of Model #830 is the lesser of: (1)

e premium from “Step Five,” and (2) the amount of the excess from “Step Six” plus
nd the deficiency reserve, if any, computed in “Step Two.” Reduce this result
able policy surrender charges, i.e., the account value less the cash surrender value.
surrender charge by the ratio of the net level premium for the secondary guarantee
tivided by the net level premium for whole life insurance. Calculate both net premiums
e maximum allowable valuation interest rate and the minimum mortality standards
llowable for calculating basic reserves. However, if no future premiums are required to support
guarantee period being valued, there is no reduction for surrender charges. If the resulting
amount is less than the sum of the basic and deficiency reserve from Step Two, then the basic and
deficiency reserves to be used for the purposes of Section 7D(1) of Model #830 are those
calculated in Step Two, and no further calculation is required.

Ninth, an “increased basic reserve” should be computed by subtracting the “reduced deficiency

reserve” in “Step Seven” from the reserve computed in “Step Eight.” This “increased basic
reserve” is the basic reserve to be used for purposes of Section 7D(1) of Model #830.
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8C.

For all policies and certificates issued on or after January 1, 2007 and on or prior to December 31,
2012: A universal life policy guarantees the coverage to remain in force as long as the
accumulation of premiums paid satisfies the secondary guarantee requirement.

First, the minimum gross premiums (determined at issue) that will satisfy the secondary guarantee
requirement must be derived.

Second, for purposes of applying Sections 7B and 7C of Model #830, the “specified premiums”
are the minimum gross premiums derived in “Step One.” Consistent with Model #830, the

that Model #830 defines for the product. Therefore, in the remaining steps, the ter
the guarantee” should be interpreted to mean fully funding the guarantee to the
possible segment. The term “remainder of the secondary guarantee period’” sho
to mean the remainder of each possible segment. The total reserve should & | a0
possible segmented reserves. Additionally, for purposes of applying '&
Model #830, a lapse rate of no more than 2% per year for the first 5y lowed by no more
seaian issue age, and

then a lapse rate of

0% per year thereafter may be used. If the duration in the table is |
no more than 2% per year may be used through that duration, an

Issue Age Duration

0-50 30™ policy anniversary
51-60 Policy anniversary age 80
61-70 20" policy anniversary
71-89 Policy anniversary age
90 and over No lapse ®

Third, a determination should be madgs
the minimum gross premiums. For g

argiint of actual premium payments in excess of
zing shadow accounts, this will be the amount of
the shadow account. For policies giladow accounts but which specify cumulative
premium requirements, this excess will be amount of the cumulative premiums paid in excess
of the cumulative premium requi@ements; the cumulative premium payments and requirements
should include any interest cre under the secondary guarantee (with interest credited at the
rate specified under the sec ntee).

Fourth, as of the varggio for the policy being valued, for policies utilizing shadow
accounts, determine the’§ginimum amount of shadow account required to fully fund the

guarantee. For icies witW no shadow accounts but which specify cumulative premium
requirements, de ine the amount of the cumulative premiums paid in excess of the cumulative

premium requé n at would result in no future premium requirements to fully fund the
guarantee; t lative premium payments and requirements should include any interest
credite d econdary guarantee (with interest credited at the rate specified under the

antee). For any policy for which the secondary guarantee can not be fully funded
, e for the minimum sum of any possible excess funding (either the amount in the
shadoWgccount or excess cumulative premium payments depending on the product design) and
value of future premiums (using the maximum allowable valuation interest rate and
the minimum mortality standards allowable for calculating basic reserves) that would fully fund
the guarantee. The amount determined above for this step is to then be divided by one minus a
7% premium load allowance (0.93). The result from “Step Three” should be divided by this
number, with the resulting ratio capped at 1. The ratio is intended to measure the level of
prefunding for a secondary guarantee which is used to establish reserves. Assumptions within the
numerator and denominator of the ratio therefore must be consistent in order to appropriately
reflect the level of prefunding. The denominator is allowed to be inconsistent only by the amount
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of the premium load allowance as defined in this step. As used here, “assumptions” include any
factor or value, whether assumed or known, which is used to calculate the numerator or
denominator of the ratio.

[DRAFTING NOTE: The 7% premium load allowance approximates an average premium load
level as evidenced by policies currently sold in the market. Rather than have the funding ratio
vary according to the actual policy loads (which can fluctuate greatly by company and product),
all companies will use an identical premium load allowance at a level approximately equal to the
current industry average.]

Fifth, compute the net single premium on the valuation date for the cove prov@ged by the
secondary guarantee for the remainder of the secondary guarantee peri Sig,. any valuation
table and select factors authorized in Section 5A of Model #830. For p of calculating the

Ne

net single premium, a lapse rate subject to the same criteria as the ﬁ in applying Step
2 of 8C above may be used. \

Sixth, the “net amount of additional premiums” is determined b Iti¥ying the ratio from “Step
Four” by the difference between the net single premium fgm * Five” and the basic and

deficiency reserve, if any, computed in “Step Two.”
d by multiplying the deficiency

Seventh, a “reduced deficiency reserve” shoula

reserve, if any, by the one minus the ratio from “Sgep I, 9but not less than zero. This “reduced
deficiency reserve” is the deficiency reserv%e r purposes of Section 7D(1) of Model
#830.

Eighth, the actual reserve used for %er ection 7D(1) of Model #830 is the lesser of: (1)
the net single premium from “Step Fi the amount of the excess from “Step Six” plus
the basic reserve and the deficigm®igeeselye, 1T any, computed in “Step Two.” Reduce this result

by the applicable policy sur; aes,i.e., the account value less the cash surrender value.
Multiply this surrender charg&gb io of the net level premium for the secondary guarantee
period divided by the net level g for whole life insurance. Calculate both net premiums
using the maximum allggrable vaidation interest rate and the minimum mortality standards
allowable for calculatingasic reserves. If the resulting amount is less than the sum of the basic
and deficiency reserya tep Two, then the basic and deficiency reserves to be used for the

purposes of tiQ of Model #830 are those calculated in Step Two, and no further
calculation is i

Ninth, an “increaset¥oasic reserve” should be computed by subtracting the “reduced deficiency
reserve% Seven” from the reserve computed in “Step Eight.” This “increased basic
M t

reserve ic reserve to be used for purposes of Section 7D(1) of Model #830.

Busin ¢ @ suant to Section 8C must be supported by an asset adequacy analysis specific to this
business. T9is assct adequacy analysis must be performed pursuant to the requirements of Section 3 of the
ion Law. Reserves required by Section 8C shall be increased by any additional reserves
requ by the asset adequacy analysis.

8D. This Section 8D applies to policies and certificates (1) issued on and after July 1, 2005, (2) issued
prior to January 1, 2013, and (3) in force on December 31, 2012, or on any valuation date
thereafter: Under a universal life policy with a secondary guarantee, the coverage is guaranteed
to remain in force as long as the accumulation of premiums paid satisfies the secondary guarantee
requirement.

Notwithstanding the requirements of any of the other sections of this Actuarial Guideline (and in
addition to any testing that may be required under Section 8C), this Section 8D describes the
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reserving requirements with respect to universal life with secondary guarantee products, with or
without a shadow account, with multiple sets of interest rate or other credits, or multiple sets of
cost of insurance, expense, or other charges that may become applicable to the calculation of the
secondary guarantee measures in any one policy year. This Section 8D does not apply if the
minimum gross premiums for the policies are determined by applying the set of charges and
credits that produces the lowest premiums, regardless of the imposition of constraints,
contingencies, or conditions that would otherwise limit the application of those credits and
charges. The requirements of this Section 8D apply to a company on December 31, 2012, and on
any subsequent valuation date if (1) on the applicable date, the in force face amount (direct plus

assumed) of universal life insurance to which this Section 8D would otherwise apply 2%
of the company’s face amount of individual permanent life insurance in force, ) orhe
applicable date, the company’s face amount of insurance in force subject to thig ion 8D

erla may

exceeds $1,000,000,000 (one billion dollars). Any company otherwise me&ting
seek an exemption to the requirements under this Section 8D by filing an 0WaN re
its state of domicile, which will provide a copy of the request to the NA Analysis (E)
Working Group (FAWG). If the state of domicile agrees with the ex request, then the
requirements of this Section 8D do not apply to such company, profded®*AWG does not
conclude that the exemption would allow the company to use a resef§ odology that is not
appropriate in relation to the benefits and the pattern of premium s covered.

t

a. Primary Reserve Methodology ¢

8D to be reported in the December 31, 2012, and subgtgue nual statutory financial statements
of the company will be the aggregate reserve un
reserve determined as defined in 2 below, ogr 1;
1. The basic and deficiency reservegi
according to the reserve methgfiology ¢

statutorily-reported reserve for tigbusine
2011.

The company’s aggregate gross reserve before reins or theYousiness subject to this Section
n
%

, plus any excess of the aggregate

uation date determined by the company
ad aSsumptions used by the company for the
subject to this Section 8D as of December 31,

2. The reserve amount as of t
for determining the detergaigis
under Section 11 g§ thefstanagkd Valuation Law (Model #820) and adopted by the NAIC Life

Asurance—and—ANgiH gAY Committeeto _govern the principle-based valuation on the
valuation date-onAust 2012 or inany-version-subseguenthyadopted by the NAIC as6
he—Ju nreceding-the ation-date(Valuation-Manual), but with the two modifications

identified bel determined as follows:

ear-by-year cash flows for the block of business subject to this Section 8D
as of the valuation date. In making this projection:

the projected net investment earnings from the starting assets shall be the
lesser of (i) the actual portfolio net investment returns and (ii) net investment
returns based on a portfolio of A-rated corporate bonds purchased in the year
of issue of the policies based on yields available in the year of issue for those
bonds.

(1 the projected net investment rate for the reinvestment assets shall be the
lesser of (i) the average over a period of 12 months, ending on the June 30
prior to the valuation date, of the monthly average of the composite yield on
seasoned corporate bonds, as published by Moody’s Investor Services, Inc.
and (ii) 7% per annum.
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b) Second, future year-by-year net investment returns are determined from the cash flows
generated in Section 8D(a)(2)(a).

c) Third, the reserve for the policies is computed using the year-by-year net investment
returns determined in Section 8D(a)(2)(b) to discount the cash flows applicable to those
policies.

The company may calculate the reserves as of any December 31 as of a date no earlier than
three months before that December 31 valuation date, using relevant com ta, provided
an appropriate method is used to adjust those reserves to the valuation da

If the aggregate reserve determined pursuant to the second calcul % ove exceeds the
aggregate reserve determined pursuant to the first calculation, the§ itiggal rederve to be held is
deemed to be required pursuant to Model #820, Section 3 and vv ich provide for an
analysis of reserves pursuant to an asset adequacy analysis wit insYor moderately adverse

t
assumptions. Any such excess shall be allocated to each policy 15gro on to the Step 1 reserve
for that policy.

b. Alternative Reserve Methodology .

The requirements of subsection a. above shall n a company that holds a total gross
reserve amount, before reinsurance, for the S subiject to this Section 8D at least equal to
the total reserve determined in accordance the§lovember 1, 2011 Life Actuarial (A) Task

Force Statement on Actuarial Guideline xcept that for purposes of determining any
deficiency reserves under Model #830, £si rtality and lapse assumptions according to the

same requirements for determining t K infstic reserve in the Valuation Manual.
c. Documentation and Reporti

Under the direction of one or lified actuaries, the company shall prepare a stand-alone
Actuarial Memorandum cgvering th€'reserve analysis performed on the business described in this
Section 8D in complian@giwith Section 7 of the Actuarial Opinion and Memorandum Regulation
(Model #822) to dogminelythe assumptions, analyses and results of the reserve calculations
described ab ua ial Memorandum shall be prepared regardless of whether the

company use Reserve Methodology described in Section 8D(a) or the Alternative
Reserve Meth aescribed in Section 8D(b). Documentation in the submitted Actuarial
Memorandum must@e sufficient for another actuary qualified in the same practice area to
evaluate assumptions, analyses and results, and to enable regulatory review and verification
ions, analyses and results satisfy the requirements described above, as they relate
ny. In the event that the Valuation Manual is incomplete or unclear as to any matter,
jreparing the Actuarial Memorandum shall use his or her best judgment in applying
ements of the Valuation Manual and shall document his or her decisions in the
I Memorandum. For any business subject to this Section 8D that has been ceded by the
ompany, the Actuarial Memorandum shall provide a listing of the assuming companies with face
unt, reserve credit taken, and form of reinsurance for such business. The Actuarial
Memorandum shall be submitted to the state of domicile of the company by the April 30
following the valuation date.

For reporting years prior to 2015: The state of domicile shall provide a copy of the Actuarial
Memorandum to FAWG and, upon request, to any other state in which the company is licensed.
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For reporting years 2015 and after: The state of domicile shall provide a copy of the Actuarial
Memorandum to FAWG upon request and, upon request, to any other state in which the company
is licensed.

For those companies that used the Primary Reserve Methodology described above, the Actuarial
Memorandum shall also provide with respect to the business subject to this Section 8D a
description of the simplifications, approximations and modeling efficiency (aggregation)
techniques used to calculate the reserve amount set forth in Subsection 2 of the Primary Reserve
Methodology (i.e., Section 8D(a)(2)) and a clear indication that, upon request, information may

be obtained that is adequate to permit the audit of any subgroup of the aggrega erve
amounts to ensure that the total of the seriatim (policy-by-policy) reserve calculation@®rodut® a
reserve not materially different than the aggregated reserve amount determi ant to

Subsection 2 of the Primary Reserve Methodology (i.e., Section 8D(a)(2)). .

Along with the filing of the Actuarial Memorandum pertaining to
valuation date, those companies using the Primary Reserve Methodolo
a report to its state of domicile indicating what the gross reserve b
business subject to this Section 8D would be as of December 31,

determined pursuant to the methodology and experience assuszagti
reserve set forth in Subsection 2 of the Primary Reserve Ng¢lodolG
except using a net reinvestment return rate assumption nﬁt recg

r 31, 2012
e siall also submit
surance for the
reserve had been
d to determine the
(i.e., Section 8D(a)(2)),
the maximum valuation
| #820. The company shall
mpany action level risk based
rsuant to this methodology rather

interest rate for the year of issue of each policy set for,
include in this report what its (i) total adjusted capita
capital would be if the company held the reserve ca
than the reserve actually reported for the applicabl the annual statement submitted by
the company to the NAIC. The report descrilféd 4 is paragraph will be provided by the
company to the state of domicile, which will f py to FAWG. Upon request, the state of
domicile will also forward a copy of any other state in which the company is
licensed. The state of domicile, FAY 1 er state receiving the report will treat it as
containing confidential information. 5 to be provided for informational purposes only,

and it is to be considered and used as 0 ional piece of information to be evaluated in the
context of the company’s overall financial pesition.

For reporting years prior to
Memorandum in congyltati
been performed acco

If:

e the com reports in its financial statements the reserve level required above, adjusted
for anyahaseWjagperiod approved by the company’s state of domicile, and

e domestic state will perform a review of the Actuarial
AWG to ensure the company’s reserve calculations have
AYuirements of this Section 8D.

@ complies with any applicable phase-in period made by the state of domicile
aagl to such additional reserves, and

grees with the state of domicile’s decisions,

FAWG sill issue a confidential report to non-domiciliary states indicating that the company’s
reserving methodology is appropriate in relation to the benefits and the pattern of premiums for
the plans covered. If FAWG does not agree with the state of domicile’s decisions, FAWG shall
issue a confidential report to non-domiciliary states indicating that the company’s reserving
methodology is not appropriate in relation to the benefits and the pattern of premiums for the
plans covered.
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For reporting years 2015 and after: The domestic state will perform a review of the Actuarial
Memorandum to ensure the company’s reserve calculations have been performed according to the
requirements of this Section 8D and may consult with FAWG regarding this review.

If FAWG does not agree with the state of domicile’s decisions, FAWG shall issue a confidential
report to non-domiciliary states indicating that the company’s reserving methodology is not
appropriate in relation to the benefits and the pattern of premiums for the plans covered.

8E. For policies and certificates issued on or after January 1, 2013, except for ULSG policies and
certificates for which the company elects or is required to apply VM-20 as t
per Valuation Manual requirements: For a universal life policy or certificat
coverage to remain in force as long as the accumulation of premiums pai i
guarantee requirement. .

Step 1: The first step is to derive the minimum gross premiums h
determined at issue). Except as indicated for policies and ¢
Policy Design #3 (described below), the minimum premiuri@yso erived must satisfy the
secondary guarantee requirement. Model #830, Section 7A®) doeSghot apply in determining the

minimum gross premiums for policies and certificates desagibetWgg"is Section 8E.
I) Methodology for determining the minimum gro& re or certain designs (“Method 7).
1. Policy Design #1: For a policy containi % guarantee that uses a shadow account
with a single set of charges and credits, m um gross premium for any policy year is
the premium that, when paid into a poki zero shadow account value at the beginning
of the policy year, produces a z&ro S count value at the end of the policy year, using
n

the guaranteed shadow accou a credits (e.g., interest credited rate, mortality
paseQharges) specified under the secondary guarantee.

charges, premium loads and
2. Policy Design #2: For a§ at compares paid accumulated premiums to minimum
required accumulated pre cumulative premium policy), with both accumulations
based on a single sefgof charges and credits specified under the secondary guarantee, the
minimum gross preyum for any policy year is the premium that, when paid into a policy for
miums equals the minimum required accumulated premiums at the
ear, results in the paid accumulated premiums being equal to the
imulated premiums at the end of the policy year.

or certificate (to be
es Wescribed in Method |

: If, for any policy year, a shadow account secondary guarantee, a
cumEgtive premium secondary guarantee design, or other secondary guarantee design,
i ultiple sets of charges and/or credits, then the minimum gross premiums shall
ined by applying the set of charges and credits in that policy year that produces the
tremiums, ignoring the constraint that such minimum premiums satisfy the secondary
ee requirement and ignoring any contingencies or conditions that would otherwise
it the application of those charges and credits.

withstanding the language in the approaches described above, the guaranteed (including
conditionally guaranteed) policy credits for each year shall be limited as to magnitude in order for
minimum gross premiums to be determined consistent with any of the policy designs above. The
limitations must be met at the time of each product filing and also when guaranteed credits or
charges for each such product are revised. For this purpose, policy credits based on the interest or
accumulation rates in the policy shall not exceed the “Index” (defined in the next sentence) plus
3% per annum. The Index used to establish the limitation as to magnitude shall be either (i) the
monthly average of the composite yield on seasoned corporate bonds as published by Moody’s
Investors Service, Inc., for the month immediately preceding the date of the Actuarial Opinion
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required under this Section 8E and described below, or (ii) the monthly average over a period of
twelve months, ending on the June 30 preceding the date of the Actuarial Opinion required
below, of the composite yield on seasoned corporate bonds, as published by Moody’s Investors
Service, Inc. The averaging period chosen by the company must be elected at time of product
filing and consistently used for that product thereafter even if guaranteed credits or charges are
subsequently revised for that product.

I1) Methodology for determining the minimum gross premiums for other designs (“Method 117).

are all zero, then the smallest absolute value of the difference between “quanti %
Model #830, Section 5B, over the basic reserve shall be considered % caie
reserve. For purposes of this Step 1, in deriving the deficiency reserve a N i
schedule of gross premiums, the X factors used shall be set equal to 1 fo rations, issue ages,
and risk classes.

ies, the schedule of
guarantee period and that
assuming the following

For policies that use a shadow account, and for cumulative praga
premiums that keep the policy in force over the life of the %

produce the greatest deficiency reserve at issue shall @
e Level premiums for the life of the seconda%ee but not beyond the duration that

premium-paying patterns for premiums actually paid undegth
premiums may be paid under the policy, and

e Increasing premiums over the life of t ary guarantee (including any resulting
reserve segments created), but not be ations that premiums may be paid under
the policy, and

e Combinations of the abové
funding levels to have access tG
increasing premium patterns therea

. patterns including higher initial premiums for
arges and credits with combinations of level and

For all policies and certifi
company shall also pggfor

iect to this Step 1 of Method Il of this Section 8E, the
faith high-level analytical review of the product design with
respect to the premiu atterns to be expected with respect to that design. The review
should consider whet eré are situations whereby the product design is likely to elicit a
pattern of premi paymei¥s that, if paid, would provide the insured with access to lower
charges and/or higQar credits than those that would apply assuming the premium paying patterns
note r this Section 8E and thereby result in the need for a deficiency reserve
significantly ss of that determined using the schedules of minimum gross premiums
) to the premium payment patterns required to be tested under this Section 8E.
To the eXWgt Tdentified, the company shall use such other premium payment patterns it
ikely to result in the need for a greater deficiency reserve than implied by the
prem payment patterns required to be tested under this Section 8E in determining the schedule
gross premiums and related deficiency reserve. In performing this analytic review,
the company shall consider payment patterns which keep the policy in force over the lifetime of
the secondary guarantee.

Step 2: For purposes of applying Section 7B and Section 7C of Model #830, the “specified
premiums” are the minimum gross premiums derived in Step 1. Consistent with Model #830, the
remaining steps in this guideline should be calculated on a segmented basis, using the segments
that Model #830 defines for the product. Therefore, in the remaining steps, the term “fully fund
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the guarantee” should be interpreted to mean fully funding the guarantee to the end of each
possible segment. The term “remainder of the secondary guarantee period” should be interpreted
to mean the remainder of each possible segment. The total reserve should equal the greatest of all
possible segmented reserves. Additionally, for purposes of applying Section 7B and Section 7C
of Model #830, the lapse rate used shall be no more than 2% per year for the first 5 years,
followed by no more than 1% per year to the policy anniversary specified in the following table
based on issue age, and 0% per year thereafter. If the duration in the table is less than 5, then a
lapse rate of no more than 2% per year may be used through that duration, and 0% per year

thereafter.
Issue Age Duration
0-50 30™ policy anniversary
51-60 Policy anniversary age 80 4
61-70 20" policy anniversary
71-89 Policy anniversary age 90
90 and over No lapse

mium payments greater than

Step 3: A determination should be made of the amaunt 4
: shadow accounts and qualifying

or less than the minimum gross premiums. Forgo
under one of the Policy Designs of Method I, this ount of the shadow account. For
policies using shadow accounts whose minimu ium is determined under Method I,
this will be the amount of the shadow acc us the amount that would be in the shadow
account if the minimum gross premiums us&/ te basic and deficiency reserves in Step 2
were paid. This result may be negative. Egftum e premium policies whose minimum gross
premiums are determined under Meghod i ess will be the amount of cumulative premiums
paid over the cumulative premium@gqui nts. For cumulative premium policies whose
minimum gross premiums are 4 ine er Method II, this excess will be the amount of the
cumulative premiums paid 3 mulative premium using the minimum gross premiums
used to calculate basic and € reserves in Step 2. This result may be negative. The
cumulative premium payments aiggafquirements should include any interest credited under the
secondary guarantee (withfinterest credited at the rate specified under the secondary guarantee).

Step 4: As of the v - e for the policy being valued, for policies using shadow accounts,
determine theg@min ount of shadow account required to fully fund the guarantee. For
cumulative p u ies, determine the minimum amount of the cumulative premiums
required to ful the guarantee less the cumulative premium requirements. For any policy for

which t condary*guarantee cannot be fully funded in advance, solve for the minimum sum of
any po%ss funding (either the amount in the shadow account or excess cumulative
immaa s depending on the product design) and the present value of future premiums
% aximum allowable valuation interest rate and the minimum mortality standards
e for calculating basic reserves) that would fully fund the guarantee. For shadow account
ies, 1T the minimum gross premium is determined according to Method Il and the Step 3
is positive then the amount determined above for this step is reduced by any positive
adow account based on minimum gross premiums. For cumulative premium policies, if the
imum gross premium is determined according to Method Il and the Step 3 amount is positive
then the amount determined above for this step is reduced by the excess of cumulative premiums,
assuming minimum gross premiums are paid, over the cumulative premium requirements. For
shadow account policies, if the minimum gross premium is determined according to Method 1l
and the Step 3 amount is negative then the amount determined above for this step is replaced by
the amount of the shadow account based on the minimum gross premiums. For cumulative
premium policies, if the minimum gross premiums are determined by Method Il and the Step 3
amount is negative then the amount determined above for this step is replaced by the excess of
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cumulative premiums, assuming minimum gross premiums are paid, over the cumulative
premium requirements.

The amount determined above for this step is then divided by one minus a 7% premium load
allowance (0.93).

The result from Step 3 should be divided by the number above, with the resulting ratio capped at
1 and no less than (-1). The ratio is intended to measure the level of prefunding for a secondary
guarantee and is used to establish reserves. Assumptions within the numerator and denominator

of the ratio therefore must be consistent in order to appropriately reflect the level of ing.
The denominator is allowed to be inconsistent only by the amount of the premium lo&gallo e
as defined in this step. As used here, “assumptions” include any factor or value, e umed

or known, that is used to calculate the numerator or denominator of the rati%

[DRAFTING NOTE: The 7% premium load allowance approximates N mium load
level as evidenced by policies currently sold in the market. Rather th the funding ratio
vary according to the actual policy loads (which can fluctuate greatly by@gomp&ny and product),
all companies will use an identical premium load allowance this Yo level, which is
approximately equal to the current industry average.]

secondary guarantee for the remainder of the secondaryggu period, using any valuation
table and select factors authorized in Section 5A of “or purposes of calculating the
net single premium, a lapse rate subject to the same e lapse rate used in applying Step
2 may be used.

Step 5: Compute the net single premium on the valuatioﬁ& coverage provided by the
t
83

Step 6: If the amount in Step 3 is positive tr%
by multiplying the ratio from Step 4 b i
5 and the basic and deficiency reservg

If the amount in Step 3 is negative, th
multiplying the ratio from Step 4gby the basic reserves, if any, computed in Step 2. This result
will be negative or zero. Subtradgthe deficiency reserve calculated in Step 2 from this result and
then add the following amo e ing on whether the policy is a shadow account policy or a
cumulative premium pglic

a) If a shadow accou icy add the following:

The deficiepcy. reserve @t issue calculated using X factors associated with the premium
paying pattm:n determining the greatest deficiency reserve in Method II, Step 1,
0

multiplied 4 jus the ratio of the amount of the shadow account divided by minimum
amount i adow account that would fully fund the guarantee. This amount in Step 6(a)
is 0 an zero.

ive premium policy add the following:

deficiency reserve at issue calculated using X factors associated with the premium
pattern used in determining the greatest deficiency reserve in Method Il, Step 1,
multiplied by one minus the ratio of the amount of cumulative premiums paid divided by the
minimum amount of cumulative premiums required to fully fund the guarantee. This amount
in Step 6(b) is not to be less than zero.

Step 7: A “reduced deficiency reserve” shall be computed by multiplying the deficiency reserve,
if any, by one minus the ratio (such ratio not to be set less than zero) from Step 4; this final
amount also not to be set less than zero. This “reduced deficiency reserve” is the deficiency
reserve to be used for purposes of Section 7D(1) of Model #830.
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Step 8: The reserve used for purposes of Model #830, Section 7D(1), is as follows.

a) Take the lesser of:
1) the “net amount of additional premiums” from Step 6 plus the basic reserve and the
deficiency reserve, if any, computed in Step 2, and
2) the net single premium from Step 5.

b) Reduce the result in Step 8(a) by the applicable policy surrender charges (i.e., the account
value less the cash surrender value). Multiply this surrender charge by io of the net
level premium for the secondary guarantee period divided by the net lev
life insurance. Calculate both net premiums using the maximum alloya uation interest
rate and the minimum mortality standards allowable for calculiting

c) Calculate the reserve floor:
1) If the result in Step 3 is negative, then the reserve floor quawthe sum of the Step 2
basic and deficiency reserves and the amount from Step 6.

2) If the result in Step 3 is not negative, then the reserve§loor | equal the sum of the Step
2 basic and deficiency reserves without any adjustm

The reserve to be used for purposes of Model #8?0@(1) is the greater of the resulting

amount from Step 8(b) above and the reserve ro&}

Step 9: An “increased basic reserve” shall 0 d by subtracting the “reduced deficiency
reserve” in Step 7 from the reserve compuigsbin . This “increased basic reserve” is the basic
reserve to be used for purposes of I\@del 8 ction 7D(1).

Actuarial Opinion and Compa n Requirements

If a company uses one of the sign methodologies described above in Method | of this
Section 8E to determine the mi afgross premiums in Step 1, the company shall submit to its

state of domicile at the tjgoe of filifg/approval of a new product, or by December 31, 2012, for
current products that v&issued in 2013 or thereafter, and at any time when rates and/or
O

charges are changed rial Opinion signed by the Appointed Actuary and a Representation
@

of the Compapy Senior Officer of the company regarding the applicable policy
form(s) that s

o
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Actuarial Opinion

“I, (name and professional designation), am the appointed actuary for (company name). | have
examined the actuarial assumptions and actuarial methods used in determining the reserves
described herein, and, in my opinion: (1) the product referenced herein meets the definition of
Policy Design # _ described in Method | in Section 8E of Actuarial Guideline XXXVIII (AG
38); (2) notwithstanding the language in Policy Design # _ , the guaranteed (including
conditionally guaranteed) policy credits in the product available for any year do not exceed the
“Index” defined in Method | in Section 8E of AG 38 plus 3% per annum; and (3) the minimum
gross premiums determined under Policy Design # _ are not inconsistent with th imum
premiums, charges and credits that are expected to apply under the policy.”

(Name of actuary, printed or typed)
(Signature of actuary) ¢
(Date signed) \\
Company Representation

“(company name) hereby represents: (1) that the product referencagyhe eets the definition of
Policy Design # __ described in Method | in Section 8E O @ Guideline XXXVIII (AG

38); (2) notwithstanding the language in Policy Design, # e guaranteed (including
. any year do not exceed the
%

conditionally guaranteed) policy credits in the product a

“Index” defined in Method | in Section 8E of AG 0 annum; and (3) the minimum

gross premiums determined under Policy Design # a t inconsistent with the minimum
ly

premiums, charges and credits that are expected to r the policy.”
(Name of compar& r ted or typed)
(Signa C Officer)
sigried)

For reporting years prior to 2015: The domicile shall provide a copy of the Actuarial

Opinion and the Company Repreggntation t€FAWG and, upon request, to any state in which the
company plans to issue the poQat is the subject of the Actuarial Opinion and Company

Representation.

For reporting years
Opinion and the Com

state in which the company$#ans to issue the policy that is the subject of the Actuarial Opinion
and Company R entation.

prior to 2015: If a company develops reserves based on Method Il of this
company shall submit a report from its Appointed Actuary prior to issuing
policidg.on that form to its state of domicile, which will provide a copy to FAWG and (upon
any state in which the company plans to issue the product, that briefly describes the
analytical review performed, the company’s conclusions following the analytical review, and
whether any additional premium payment patterns other than those required by this Section 8E
were tested as a result of the review. If FAWG agrees with the state of domicile’s decisions with
respect to the company’s Method Il reserving methodology, FAWG shall issue a confidential
report to non-domiciliary states indicating that the company’s reserving methodology is
appropriate in relation to the benefits and the pattern of premiums for the plans covered. If
FAWG does not agree with the state of domicile’s decisions with respect to the company’s
Method Il reserving methodology, FAWG shall issue a confidential report to non-domiciliary
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states indicating that the company’s reserving methodology is not appropriate in relation to the
benefits and the pattern of premiums for the plans covered.

For reporting years 2015 and after: If a company develops reserves based on Method Il of this
Section 8E, the company shall submit a report from its Appointed Actuary prior to issuing
policies on that form to its state of domicile, which will provide a copy to FAWG, upon request,
and (upon request) to any state in which the company plans to issue the product, that briefly
describes the analytical review performed, the company’s conclusions following the analytical
review, and whether any additional premium payment patterns other than those required by this
Section 8E were tested as a result of the review. If FAWG does not agre the state of
domicile’s decisions with respect to the company’s Method Il reserving y, FAWG
shall issue a confidential report to non-domiciliary states indicating that tha ny’s reserving
methodology is not appropriate in relation to the benefits and the patge oremiums for the

plans covered. *
Effective Date \\
cti

With the exception of Steps 3 through Step 9 of Section 8A and all e B, Section 8C, Section 8D
and Section 8E, the scope of this guideline shall be inclusive of pghigie on and after the earlier of a
state’s adoption of the revised Model #3830 (adopted by the N~ % h 1999) or the statutory accounting

practices and procedures as set forth in the NAIC Accouﬁ' ¢%s and Procedures Manual. All of
&v applicable to policies and certificates
he

Section 8A, Section 8B, Section 8C, Section 8D and Sectio
issued on or after the later of the date of a state’s adgoti t ised Model #830 and January 1, 2003,
ctl

I

subject to the dates and/or applicable scope specified I A, Section 8B, Section 8C, Section 8D and

Section 8E.
0\0. ’

9

o
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Actuarial Guideline XXXIX

RESERVES FOR VARIABLE ANNUITIES WITH GUARANTEED LIVING BENEFITS

Actuarial Guideilne XXXIX sunset on December 30, 2009, and was repi&yed b
Actuarial Guideline XVVI1I—CARVM for Variable Annuities, effective D i1, 2009.

L 4
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Actuarial Guideline XL

GUIDELINE FOR VALUATION RATE OF INTEREST FOR FUNDING AGREEMENTS AND
GUARANTEED INTEREST CONTRACTS (GICS) WITH BAIL-OUT PROVISIONS

PURPOSE

The purpose of this Guideline is to interpret the Standard Valuation Law (SVL) for assignment of
appropriate valuation interest rates to risks embedded in bail-out provisions under Funding Agreements
and Guaranteed Interest Contracts.

tax-exempt municipal bonds, money market funds and securities lendi unciy,often contain bail-out

BACKGROUND
. * _
Funding Agreements (FAs) and other types of Guaranteed Interest Contr pically issued to
provisions that allow the contractholders to get their money back at fullggoo €. Such provisions may
be triggered by the credit rating downgrade of the issuer below a given le r may be at a given period’s
notice to the contractholder, e.g. 7, 30, 90 or 180 days’ notice. The cCRgractianguage for these provisions
may be as follows:
. o g

1. In the event that the investment provider (i.e. the i

by S & P and/or Moody’s respectively, the cont,

and receive the remaining principal and acc i

has the alternate option to provide a replace

pany) is downgraded below A-/A3
r has the right to terminate the contract
ithout penalty. [In most cases the issuer
t or post collateral or do a credit wrap.]

2. Each party has the right to termingte t ct before maturity by giving the other at least
7/30/90 or 180-days notice in writin ts ermination the principal and accrued interest is
payable with no penalty.

Contracts with downgrade provisio

connection with tax-exempt mufiipal bonds. These contracts can be short-term or long-term. Short-term
contracts typically have an 3 of around one-year, and are intended for municipal bond funds for
@ ax revenue anticipation notes (TRANS), etc. In these types of funds
'oyrded when the case is underwritten, but there may be variability in the
tanding principal and interest is payable at maturity.

The bulk of the contracts issu%h a aowngrade provision are fixed rate FAs or GICs issued in
al

construction, acquisitj
the cash-flow projecti
actual withdrawals. An

Long-term contn&weissued in connection with the debt service reserve (DSR) or the float fund of the
bond issue, angmgat the same time as the bonds, which can be as long as 30 years. The float fund
takes in depc % pays out the half-yearly interest and principal (if any is due) on the bonds. It runs to

‘ 2 a year, after each half-yearly coupon payment. The DSR is a contingent fund for a
nt a missed coupon or principal payment on the bond. The DSR has a single deposit
0% of the bond issue.

Contract®with put provision

FAs or GICs with put provisions are generally issued to money market funds subject to Rule 2a-7 of the
Investment Company Act. Rule 2a-7 provides guidelines on liquidity, requiring funds available at book
value subject to certain notification periods. Additionally, these contracts usually have downgrade
provisions. Even if the downgrade provision is not in the contract, it can be assumed that the put will be
exercised on downgrade, since a certain level of credit is also a Rule 2a-7 requirement.
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Typically, these FAs or GICs guarantee a floating rate of interest linked to an index like LIBOR, which is
paid out and reset periodically. Most contracts have fixed maturity dates when the principal is returned.
Generally the FAs or GICs are the higher yielding assets of the money market funds, and therefore puts
are not expected to be exercised.

Risks

Both the downgrade and the put provisions present liquidity or concentration type of risks to the issuer,
i.e. if a critical event occurs, a substantial part of the whole block of business is likely to be liguidated.
Sufficient asset liquidity, prudent A/L management, cash flow testing, hedging strategie can
mitigate these risks. Also, companies generally have contractual provisions providing alterna

Downgrade provision: P
The main risk here is that, upon downgrade to the trigger level, a company may havgto its assets
at a market loss in order to pay out at book. If the downgrade happens g Interest rate
environment there is no risk of a market loss as the underlying assets are likelyto igher market
value. On the other hand if the downgrade occurs in a rising interest rate en t, market value
losses would occur when the company sells assets to pay out liabilities at bo

Companies have written provisions in their contracts that provide @ )ptions to paying at book
value in a rising interest rate environment: \
“Novation/Assignment” option: The novation/assignment allows the company to transfer its
th
e

liabilities to another funding agreement provider that m redit rating requirements of the
contractholder. In a rising interest rate environment, t vider should be willing to pay a
“premium” to assume a liability crediting a below ngarkegli rate. In a perfectly efficient market this
“premium” should precisely offset the market value | po sale of the asset. In practice, however, it
is less likely that the “premium” would fully off O%t value loss since:

. The new provider may view the liabi ewhat differently
. The new provider may try and take advariygeot the situation of the downgraded company
. There may be a large volume of th@se types OF contracts in the market, etc.

However, the “premium” payable hymihe

market value loss incurred by ( @

“Collateralization” option: Thi ion allows the company to post assets as collateral for the benefit of
the contractholder, as agalternative ® payment at book value. The collateral posted would have to meet
the credit requirements e contractholder, which could be government or agency securities. Usually

the collateral posted i ir have a cushion, typically ranging from 102% to 105%.

provider could provide a substantial offset against the
d company.

Upon trigger o
that are available

e provision, the company would need to have suitable assets in its portfolio

collateral, and also acceptable to the contractholder. In addition, there will be

dial expenses/fees of establishing and monitoring collateral levels. In some states
legal restrictions on encumbering assets that back policyholder claims.

If the downgraded company can overcome the above constraints, then collateralization is another
alternative of maintaining the contract and not having to pay out at book value.

“Credit Wrap” option: Under this arrangement the contract is issued out of a separate account which is
guaranteed by a financial guarantee insurer. Effectively, the credit rating of the guarantor passes through
to meet the credit requirement of the FA or GIC. [A number of FAs or GICs requiring a higher credit
rating are currently being written in this way.]
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The contract being wrapped has to meet certain criteria before the financial guarantee insurers are willing
to wrap. Generally, the guarantor would also require higher credit rated securities in the separate account,
which could be government or agency, and would require these in the 102% to 105% range. There will
also be administrative and custodial expenses of establishing and monitoring the separate account in
addition to the wrap fee payable to the mono-line insurer.

Although at significant cost, this option does provide the downgraded company a viable alternative to
paying out at book value.

Put provision:

The put provision is not tied to a particular event but can contractually be exercised b
days’ notice. It has been argued that this provision is there to meet the Rule 2a
and in practice is unlikely to be exercised, particularly since the FAs gt Gl
yielding assets of the money market portfolio. However, it is a contractual o
issuer were in financial difficulties, it will be exercised. Past experience es is IS the case.

The put provision therefore presents a liquidity or concentration risk si to“tnat of downgrade—it is
likely to be exercised in bulk upon happening of a critical event. ilar ¢onsiderations apply, i.e. in a
rising interest rate environment market value losses would ogcur, mpany sells assets to pay out
liabilities at book value. 7S

Reserves \

For reserving the Standard Valuation Law applies. vergvhen the SVL was enacted, these types of
bail-out provisions did not exist, and were th re addressed explicitly. The purpose of this
Guideline is to interpret the SVL for assigngent(@f priate valuation interest rates to risks embedded

in these bail-out provisions. \

Other Actuarial Guidelines have prg ar ifterpretations. For example, Guideline X111 addresses
interest bailout provisions under an acts, Guideline XXX provides for participant directed
withdrawal provisions under GICs, and € ine XXXIII covers the elective and non-elective benefits
under individual annuity contract

Plan Types

The SVL utilizes a ¢
levels of disintermed
conservative is resultin
follows:

as Plan Type, which was designed to distinguish between the various
Ks—the greater the disintermediation risk for a company, the more
aluation rate. Plan Types designated in the model SVL are defined as

Plan Type A @ time policyholder may withdraw funds only (I) with an adjustment to reflect changes
ini sset values since receipt of the funds by the insurance company, or (2) without such

Installments over five years or more, or (3) as an immediate life annuity, or (4) no
itted.

©
(o
[
7
[z}
3
@
S
=

Plan Ty : Before expiration of the interest rate guarantee, policyholder may withdraw funds only (1)
with an adjustment to reflect changes in interest rates or asset values since receipt of the funds by the
insurance company, or (2) without such adjustment but in installments over five years or more, or (3) no
withdrawal permitted. At the end of interest rate guarantee, funds may be withdrawn without an
adjustment in a single sum or installments over less than five years.

Plan Type C: Policyholder may withdraw funds before expiration of interest rate guarantee in a single
sum or installments over less than five years either (1) without adjustment to reflect changes in interest
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rates or asset values since receipt of the funds by the insurance company, or (2) subject only to a fixed
surrender charge stipulated in the contract as a percentage of the fund.

TEXT

For the purpose of the application of the Standard Valuation Law to FAs and GICs, the annuities and GIC
valuation interest rates are to be used. The bailout provisions described above shall be treated as a
withdrawal by the policyholder at book value, and the underlying contracts shall be classified as Plan
Type C.

and be able to
ition, the valuation
actuary must be satisfied, and should periodically review, that therega anagement measures
in place to reduce the liquidity or concentration risk, taking into CQPSIONG ¢ least the following:

Cash-flow testing results
Standby lines of credit available and other liquidity faCities

Hedges in place with liquidity options
High credit quality assets available for use agcol
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PROJECTION OF GUARANTEED NONFORFEITURE BENEFITS UNDER CARVM
I Background

The following is an excerpt from the October 21, 2003, Report of the American Academy of Actuaries’
Life Valuation Subcommittee:

Annuity SNFL Impact on Reserves

Per the Standard Valuation Law, Commissioner’s Annuity Reserve V. i ethod

(CARVM) is: S
N valuation, of
efits, provided for

present value, at the
date of valuation, of any future valuation consideration from future gross

considerations, required by the terms of the contract,th able prior to the end

of the respective contract year.” P

Historically the guaranteed nonforfeiture benefit N as been determined at issue
r

(e.g. 90 percent of premiums accumulated &en interest). The recent change to
the Standard Nonforfeiture Law for Individu fe Annuities has changed this.

wnf@Rate
N

dividual Deferred Annuities has changed the

“the greatest of the respective excesses of the present values, a
the future guaranteed benefits, including guaranteed nonforfei

The new Standard Nonforfeit

ent. The revised law bases the nonforfeiture rate
reasury Rate less 125 basis points (bps). The

nonforfeiture rate is subféct to a minimum of one percent and a maximum of three
percent. Additional enh ments include the ability to reset the nonforfeiture rate at a

date predetermined e tract and allowing an additional reduction (offset) for
Equity Indexgf? An @

The nonforfeitureWgte can be reset at a date predetermined in the contract (e.g. five years
from is and based on a formula specified in the contract. The same requirements
applicab he initial rate apply to the re-determined rate.

The @ law allows an additional offset to the nonforfeiture rate for contracts that

VIG gStantive participation in an equity indexed benefit. This offset ranges from 0
00 bps.

e ability to re-determine the nonforfeiture rate and that the EIA offset may be
réévaluated in the future raises some issues with the CARVM calculation.

In doing a CARVM projection, what should be the assumed interest rate? Should the
option depend on whether there are re-determination provisions? Should the option
depend on whether the product relies on an equity indexed offset?
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The Report further states:

The minimum guaranteed interest rate in the contract might be different than the
minimum nonforfeiture rate. To the extent that the guaranteed values in the contract are
always greater than the minimum nonforfeiture benefits, then the nonforfeiture values do
not come into play.

This Guideline specifies how to determine the nonforfeiture interest rate used in determining the
minimum nonforfeiture benefits guaranteed under the contract. As noted in the Report, the minimum
nonforfeiture benefits may be less the guaranteed values otherwise provided by the contract. V\MiereQ§is is
the case, the higher guaranteed values are used in the CARVM calculation, and “the nonfor e values
do not come into play.”

ions and
guidelines, such as the specifications in Actuarial Guideline XXXV (“ Maﬂon of the
Commissioners Annuity Reserve Method to Equity Indexed Annuities™) for jECN quity-indexed

guarantees. The specifications of this Guideline are in addition to any other requirefgents.

It should also be noted that requirements for projecting guarantees exist i

1. Scope

This Guideline applies to contracts subject to CARVM and the Stanegcd feiture Law for Individual
Deferred Annuities (“SNLIDA”).

1. Text \

The following assumptions shall be made on the \glua for purposes of determining the future
nonforfeiture interest rate when this rate is not known€g, adv; . For purposes of (B) below, “NI” shall
refer to the nonforfeiture interest rate, “VI”s o l0'We valuation interest rate, and “CNI” shall refer
to the current nonforfeiture interest rate whj djusted for any future durations pursuant to “A”
below.

A. For the period of time duringPwhich th
offset shall be zero.
B. For the period of time d

NI = min [ma{V @ 306]

If the redetermination of the non iture interest rate is based on changes to the value of the underlying
index (this will be the f&r(:on ant Maturity Treasure Rate in the case of the nonforfeiture interest

additional EIA offset is not known, the additional

the nonforfeiture interest rate is not known,

rate), then for purposes o#tis Guideline it shall be assumed that such rate is not known as of the first date

on which the rate ma o redetermination.

e December 31, 2006 and affects all contracts issued on or after January 1, 1981.
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THE APPLICATION OF THE MODEL REGULATION PERMITTING THE
RECOGNITION OF PREFERRED MORTALITY TABLES FOR USE IN
DETERMINING MINIMUM RESERVE LIABILITIES

1. Purpose
The purpose of this Guideline is to provide rules and guidance to appointed actuaries in.the selection of
the proper set of mortality rates when a company chooses to use the 2001 CSO Prefe

Mortality Table authorized under the Model Regulation Permitting The Reco
Mortality Tables for use in Determining Minimum Reserve Liabilities (herein af l: ;

Preferred
he “Model”).
All terms in this guideline specifically defined in the regulation will have ﬁe sai ition as specified

by the regulation.

2. Effective Date and Scope

The 2001 CSO Preferred Class Structure Mortality Table is av@lablelYor valuation purposes for
individual life policy forms (and certain group life prod dividuals by certificate with

premium rates guaranteed from issue for at least two yeags or after 1/1/2007, or, if later, the
effective date of the state’s actual regulation based on the MK

3. Definitions x
A. “Anticipated mortality” means t actuary’s assumption about the mortality to

i
be experienced in the futuregen a’% insured lives.
’

B. “Appointed actuary” 4 ividual who is appointed or retained in accordance
with the requireme ) the Actuarial Opinion and Memorandum Regulation.

C. “Basic reserves” means redpives calculated in accordance with Section 5 of the Standard

Valuation Law.

D. “Class” megfis"ag of policies under one or more plans of insurance that has similar
antici @ V, as grouped together by the insurer.

. means a measure of the predictive value in a given application that the

m actuary attaches to a particular body of data (predictive is used here in the

ical sense and not in the sense of predicting the future).
@ iciency reserves” means the excess over basic reserves, if any, of minimum reserves
gsdfnlished in accordance with Section 8 of the Standard Valuation Law.
“Full credibility” means the level at which a particular body of data is assigned full
predictive value based on a selected confidence interval.
H. “Preferred class certification” means the certification required by Section 5 of the Model.

l. “Underwriting-based justification” means the incorporation of underwriting criteria for
use in setting the anticipated mortality assumption.

J. “Underwriting class” means the insurer’s designation of insureds into a particular
premium rate structure, e.g. super preferred, preferred, or standard
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4. Selection of Table within the 2001 CSO Preferred Class Structure Mortality Table

Section 5 of the Model contains the requirements governing the set of mortality rates to be used for the
purpose of calculating reserves based on the 2001 CSO Preferred Class Structure Mortality Table. The
election of the 2001 CSO Preferred Class Structure Mortality Table is on a policy form and calendar year
of issue basis, although once a calendar year cohort of policy forms is placed on the 2001 CSO Preferred
Class Mortality Structure Table basis, it may not subsequently revert back to the standard 2001 CSO basis
without the approval of the commissioner. This would be considered a basis change for annual statement
reporting purposes. For those calendar years of issue in which a company opts to use th
Preferred Class Structure Mortality Table, it must use the entire 2001 CSO Preferred Cla tructure
Mortality Table for the chosen policy forms, i.e. a company may not use the preferred Hil )

2001 CSO Preferred Class Structure Mortality Table and use the Standard 2001 C§0O able for
the non-preferred class(es). Additionally, if the company sells two similar pglic the same
market the appointed actuary must use the same version of the table for both fo anafgay not use the
2001 CSO Preferred Class Structure Mortality Table on one and the Standard 1 ortality Table
on the other. A characteristic of this two-form scenario is that preferred lives w be attracted to one
form and non-preferred lives would be attracted to the other.

The Model contains a requirement that at the time of election andgn
valued under the Residual Standard Nonsmoker Table or the %
Wi

appointed actuary shall certify that the following tests of sufficie
a. For each class, the present value of death fitS%over the next ten years after the
valuation date using the anticipated mort ce without recognition of mortality
improvement beyond the valuation€@eate a@n class is less than the present value of
death benefits using the valuatiop _basigtab rresponding to the valuation table being
used for that class.

after, except for business
ndard Smoker Table, the
assed:

b. For each class, the present va dfath benefits over the future life of the contracts
using anticipated mortality expe e without recognition of mortality improvement
beyond the valuation d or each class is less than the present value of death benefits

using the valuation basi le corresponding to the valuation table being used for that
class.
In the event that the class does Zit ¢ ny policies with expiry dates ten or more years into the future,

the sufficiency test based on the ent value over the future life of the contracts shall be the only test
required.

Mortality Tablgand lop the preferred class certification, the following considerations shall be
made:

In order to choose @. et of mortality rates within the 2001 CSO Preferred Class Structure

Creation of Classes

The appointed actuary should consider the composition and characteristics of the policies issued
under a plan of insurance in determining the appropriate classes that will be applicable under that
plan. The policies that comprise classes generally have similar underwriting or mortality
experience characteristics. When classes are similar across various plans of insurance, these
classes may be combined into a single aggregate class. The appointed actuary shall not combine
classes that are expected to have dissimilar anticipated mortality as a means to produce reserves
that are materially lower than those developed if the classes were not combined.
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The appointed actuary should consider the presence of reinsurance in creating classes.
Anticipated mortality should be assessed and classes should be created on a gross basis. To the
extent that anticipated mortality on reinsurance ceded or assumed is materially different from that
on direct business, the appointed actuary should consider creating separate classes to properly
reflect the anticipated mortality.

If, due to differences in actual experience by policy form and underwriting class, groupings of
classes are changed from those used in the prior actuarial certifications, the change and the effect
of the change shall be disclosed to the commissioner in the actuarial certificatio

Separate classes may be established for a single policy form if there are si nticipated
mortality differences for different cohorts of insured lives, such as age g icy sizes. For
instance, if a company has different underwriting thresholds for pglicie e amounts of $1

million or more, it may be appropriate to have a class for policies [aasatiounts of less than
$1 million and a separate class for policies of $1 million or more.

B. Deriving Anticipated Mortality

ass is available and has full
hat experience as the basis for

i. If relevant company experience fq
credibility, the appointed actuagy
deriving anticipated mortality.

il In situations where relevant
but does not have full ¢
anticipated mortality by
with actual relevan@ credh
similar types of

the appointed actuary shall derive the
relevant company experience for the class

er in the same company, in other companies
anies), or from other sources, generally in that order

that is recognized

for in puliished transactions and scientific journals.
iii. here relevant company experience for a particular class is not
.g. a new product), the appointed actuary may derive the anticipated
sing actual relevant credible experience and past trends in experience
er similar types of business either in the same company, in other companies
(including reinsurance companies), or from other sources, generally in that order
of preference, provided that the appointed actuary supplies underwriting-based

stification.

Underwriting-based justification shall include an analysis of the relationship
between the underwriting-based criteria for the class where no experience data is
available or does not have full credibility and the underwriting-based criteria that
underlie the actual relevant credible experience data.

V. If no sufficient underwriting-based or experienced-based justification is made to

derive anticipated mortality for a class, the company shall not use the 2001 CSO
Preferred Class Structure Mortality Table for valuation.
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C. Periodic Assessment of Anticipated Mortality

The appointed actuary shall annually review relevant emerging experience and
underwriting methods for the purpose of assessing the appropriateness of anticipated
mortality for each class and, in aggregate, for all classes combined. If the results of
statistical or other testing indicate that previously anticipated mortality for a given class is
inappropriate, then the appointed actuary shall set a new anticipated mortality assumption
for the class. After analyzing the appropriateness of the anticipated mortality for each
class, the appointed actuary shall analyze the appropriateness of the anticipated mortality
assumptions at the aggregate level. If the analysis at the aggregate level i
aggregate anticipated mortality is inadequate, then the appointed actuary sha
anticipated mortality assumption for one or more of the classes un g::

actuary is satisfied that the anticipated mortality assumptionsgare (&
aggregate level. \
D. Tests of Sufficiency \
After the anticipated mortality is established, each class mu te for sufficiency. If
a class fails any required sufficiency test, the class gus vardied using a different set
of mortality rates from the 2001 CSO Preferrgg ture Mortality Table. A
company must choose a set of mortality rates under @gic quired tests of sufficiency
can be passed. &
E. Calculation of Present Value \
When a class is tested for suffici@ncy;
benefits shall be based on a projection
valuation interest rate used to g€ )

policies with several valuat{:
determine the base reserves fo

Caculation of the present value of death
de enefits, without the effect of lapse, at the
ic reserves for the class. If the class contains
rates, the lowest valuation interest rate used to
within the class shall be used for that class.

F. Right of Commissioner hange the Table Used by the Company
The commissioner ire a company to change the mortality table if it is
determined bff'the ioner that inadequate justification of anticipated mortality is
provided by th

5. Communicatio@sclo ures
The appointed actuang®siidih pievide to the commissioner an annual certification that, as of the valuation

date, the anticigated % experience of each Class of business (other than Residual Standard Class)
meets the criteri 5 d 4(b) above. Additionally, the appointed actuary shall prepare an annual
report in ertification. The report shall include the following items:

A e certification that the report supports;

B. The specified plans of insurance for which the company has elected to use the Preferred
Class Structure Table, briefly describing each plan and the amount of in force business
(count, face amount, and reserves) on each plan on the valuation date;

C. Compliance with the certification criteria;
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D. Description of sources of information used as a basis for determining anticipated
mortality;
E. Analysis performed to evaluate the credibility of relevant historical company experience

when establishing anticipated mortality for each Class;

F. Analysis performed to evaluate the relationship between the underwriting-based criteria
and the anticipated mortality established in each class.

G. Statistical or other quantitative analyses performed in assessi continued
appropriateness of the anticipated mortality assumption for each Class@ud foi*all Classes
in aggregate, and a summary of changes made as a result of the ;

&
H. Anticipated Mortality, without recognition of mortality im e eyond the date of
valuation, for each Class and for all Classes in aggregate,

l. For each Class, the ratio of Anticipated Mortality tg the tality rates in the Valuation
Basic Table corresponding to the set of valuationWgorta rates being used for that
Class;
_ g
J. Any changes made in the approach or p
tests performed compared to those perfo

lied to the statistical analyses or
e Tast annual valuation; and,

K. Disclosure of the financial impact o e in the chosen set of valuation mortality
rates
L 4
Drafting Note: Annual actuarial opinio icatige®S and reports for the use of “X” factors have been

aluation of Life Insurance Model Regulation. The
lass Certification is very similar to the requirements for
the use of the “X” factors and the apfgintedgictuary may combine the selection and analysis of “X”
factors and the selection and analysis of Ag¥1l CSO Preferred Class Structure Mortality Table into one
actuarial opinion, certification and@®nnual experience report, if the appointed actuary wishes to do so.

6. Other Items of No

A. Ifacl ss is assigned to a different set of mortality rates within the 2001 CSO
Preferred ss Structure Mortality Table (either a higher or lower level of mortality
) from that used in the prior valuation, the change is not considered a basis change,

a e reserve change must be accounted for in the calculation of gain from operations.

iple underwriting classes on a policy form can be mapped into the same set of

ality rates within the 2001 CSO Preferred Class Structure Mortality Table, if, in
aggregate, the underwriting classes can be shown to have anticipated mortality no greater
than the valuation basic table underlying the set of mortality rates selected.

C. If a company chooses to use the 2001 CSO Preferred Class Structure Mortality Table for
basic reserves, the same table must be the basis for the calculation of deficiency reserves.
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CARVM FOR VARIABLE ANNUITIES
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K
Section 1) Background \&
The purpose of this Actuarial Guideline (Guid S nterpret the standards for the valuation of

reserves for variable annuity and other comgracty,i ing certain guaranteed benefits similar to those
offered with variable annuities. The Guieli%' the basic interpretation of the Commissioners
b

Annuity Reserve Valuation Method ( rifying the assumptions and methodologies that will
comply with the intent of the Stangiird Valuafion Law (SVL). It also applies similar assumptions and
methodologies to contracts that contal istics similar to those described in the scope, but that are
not directly subject to CARVM.

ent Estimate Mortality Assumptions

For many years regulators and %ustry have struggled with the issue of applying a uniform reserve
standard to these contracts FGNg icular some of the guaranteed benefits referenced above. Current
approaches make assyfnpti @ t product design, contractholder behavior and economic relationships
and conditions. The e gidtility seen over the last few decades, combined with an increase in the
complexity of these pro , have made attempts to use these approaches for measuring economic-

related risk less QI.
The GuidelingfacNgesS¥ these issues by including an approach that applies principles of asset adequacy
analysig.dire @ e risks associated with these products and guarantees.

rrently using a similar approach to calculate risk-based capital (RBC) for similar contracts
ase Il project). The methodology in the Guideline is based on that approach, and the intent
ideline is to, where possible, facilitate a framework whereby companies may determine both
reserve and RBC in a consistent calculation.

In developing the Guideline, two regulatory sources were looked to for guidance. First, the SVL requires
that CARVM be based on the greatest present value of future guaranteed benefits. Second, the NAIC
Model Variable Annuity Regulation (VAR) states that the “reserve liability for variable annuities shall be
established pursuant to the requirements of the Standard Valuation Law in accordance with actuarial
procedures that recognize the variable nature of the benefits provided and any mortality guarantees.”
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The Guideline requires that reserves for contracts falling within its scope be based on a minimum floor
determined using a standard scenario (referred to as the Standard Scenario Amount) plus the excess over
this minimum floor, if any, of a reserve calculated using a projection of the assets and estimated liabilities
supporting these contracts over a broad range of stochastically generated projection scenarios and using
prudent estimate assumptions (referred to as the Conditional Tail Expectation Amount). Within each of
these scenarios, the greatest of the present values of accumulated losses ignoring Federal Income Tax is
determined. The assumed fund performance for these scenarios must meet the mandated calibration
standards contained in the Guideline. The reserve calculated using projections is based on a Conditional
Tail Expectation measure of the results for each scenario.

Conditional Tail Expectation (CTE) is a statistical risk measure that provides enhanced informigion about
the tail of a distribution above that provided by the traditional use of percentiles. 2 only
identifying a value at a particular percentile and thus ignoring the possibility of exgeme @ values in
the tail, CTE recognizes a portion of the tail by providing the average over all yalu@g,ir@ag2il beyond
the CTE percentile. Thus where the tail of the distribution of losses approxi L‘&of a standard
normal distribution, CTE (70) will approximate the 88th percentile; where the tagli than that of a

distributions with “fat tails” from low probability, high impact egen
Guideline, the use of CTE will provide a more revealing megsu

hose covered by the
se of a single percentile

can use an Alternative Methodology in place of the modeli outlined above to determine the
Conditional Tail Expectation Amount.

requirement. X
For certain products (e.g., variable annuities with Guarante&m eath Benefits only), a company
ro

L 4

The projection methodology used to calculate the itio ail Expectation Amount, as well as the
iSQgsed on the following set of principles. These

thodology in the Guideline and analyzing the

principles should be followed when appl
resulting reserves.*

Principle 1. The objective of th@approach used to determine the Conditional Tail Expectation
Amount is to quantify the amountf statutory reserves needed by the company to be able to meet
contractual obligations in li isks to which the company is exposed.

Principle 2. The calcuiiiion Conditional Tail Expectation Amount is based on the results

derived from an analysis'§£ asset and liability cash flows produced by the application of a
stochastic cash model to equity return and interest rate scenarios. For each scenario the
greatest present of accumulated surplus deficiency is calculated. The analysis reflects
Prudent Estigfc ee”the definition of Prudent Estimate in Section Ill) assumptions for
determigisti »s and is performed in aggregate (subject to limitations related to contractual
provisio gfv the natural offset of risks within a given scenario. The methodology utilizes
a gni statutory balance sheet approach by including all projected income, benefit and
exp items related to the business in the model and sets the Conditional Tail Expectation

a degree of confidence using the conditional tail expectation measure applied to the set

! Note the following when considering these principles:
a. The principles should be considered in their entirety.
b. The Guideline requires companies to meet these principles with respect to only those contracts that fall within the scope of
the Guideline and are inforce as of the valuation date to which the requirements are applied.

2 Examples where full aggregation between contracts may not be possible include experience rated group contracts and the
operation of reinsurance treaties.
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of scenario specific greatest present values of accumulated statutory deficiencies that is deemed to
be reasonably conservative over the span of economic cycles.

Principle 3. The implementation of a model involves decisions about the experience assumptions
and the modeling techniques to be used in measuring the risks to which the company is exposed.
Generally, assumptions are to be based on the conservative end of the actuary’s confidence
interval. The choice of a conservative estimate for each assumption may result in a distorted
measure of the total risk. Conceptually,® the choice of assumptions and the modeling decisions
should be made so that the final result approximates what would be obtained fogthe Conditional
Tail Expectation Amount at the required CTE level if it were possible to calc
joint distribution of all future outcomes. In applying this concept to the actu
Conditional Tail Expectation Amount, the actuary should be guided

expanding knowledge base in the measurement and management ofyrisk

practice and

Principle 4. While a stochastic cash flow model attempts to inc a I world risks relevant
to the objective of the stochastic cash flow model and relationgki g the risks, it will still
contain limitations because it is only a model. The calculation of onditional Tail Expectation
chastic cash flow model to
scenarios while the actual statutory reserve needs @f t " arise from the risks to which
the company is (or will be) exposed in reality. §n t between the model and reality
should be reflected in setting Prudent Estimate as the extent not addressed by other
means.

Principle 5. Neither a cash flow scenario mM method based on factors calibrated to the
results of a cash flow scenario model, ¢ y quantify a company’s exposure to risk. A
model attempts to represent reality@but W ys remain an approximation thereto and hence
uncertainty in future experience is.an Of. consideration when determining the Conditional
Tail Expectation Amount. Thgfe e of assumptions, methods, models, risk management
strategies (e.g., hedging), de@/ative inSkuments, structured investments or any other risk transfer
arrangements (such as reinsure serve solely to reduce the calculated Conditional Tail
Expectation Amount without also cing risk on scenarios similar to those used in the actual

cash flow modeling argfinconsistent with these principles. The use of assumptions and risk

management strategies Id be appropriate to the business and not merely constructed to
exploit “foreknowl tif®components of the required methodology.
The methodology pre e e Guideline is applied to a company’s entire portfolio of variable

annuities (whether or not contain guaranteed benefits), as well as other affected products that contain
guaranteed ben&§ies. Current guaranteed benefits include Guaranteed Minimum Death Benefits,
Guaranteed Min Accumulation Benefits, Guaranteed Minimum Income Benefits, Guaranteed
enefits, Guaranteed Lifetime Withdrawal Benefits, and Guaranteed Payout
5 also expected that the methodology in the Guideline will be applied to future

prior to and net of reinsurance.

The Guideline also requires an allocation of the total reported reserve between the General and Separate
Accounts and prescribes a method for doing this allocation.

% The intent of Principle 3 is to describe the conceptual framework for setting assumptions. Appendix 9 provides the
requirements and guidance for setting contractholder behavior and includes alternatives to this framework if the actuary is unable
to fully apply this principle.
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Actuarial certification of the work done to calculate reserves is required by the Guideline. A qualified
actuary (referred to throughout the Guideline as “the actuary”) shall certify that the work has been done in
a way that meets all applicable Actuarial Standards of Practice.

For more details on the development of these requirements, including the development of the calibration
criteria, see the American Academy of Actuaries recommendation on C-3 Phase Il risk-based capital.

This Guideline and its Appendices require the actuary to make various determinations, verifications and
certifications. The company shall provide the actuary with the necessary information suffici
the actuary to fulfill the responsibilities set forth in this Guideline and its Appendices and res
arising from applicable Actuarial Standards of Practice, including ASOP No. 23, Data Q

L 2
The risks reflected in the calculation of reserves under this Guideline arise from actu ial events
or activities which are both:

a) Directly related to the contracts falling under the scope ofgthi eline or their
supporting assets; and
b) Capable of materially affecting the reserve.

Categories and examples of risks reflected in the reserve calcugatic @ e but are not necessarily
limited to:
a) Asset Risks

(1) Separate Account fund performanc

(i) Credit risks (e.g., default or rating d adeyy;

(iii) ~ Commercial mortgage loan rollo ates -over of bullet loans);

(iv) Uncertainty in the timing®or of asset cash flows (e.g., shortening

(prepayment risk) and lenathe ( sion risk));
(v) Performance of equitigf; rediggtat®yand Schedule BA assets;

(vi) Call risk on callable€s
(vii)  Risk associated with isstrument (includes basis, gap, price, parameter
estimation risks, and varia In assumptions); and
(viii)  Currency risk.
b) Liability Risks
(i) Reinsurer ¢

airment or rating downgrade known to have occurred

beforor o duation date;

(i) Mortaliilo , persistency/lapse, partial withdrawal and premium payment
risks;

(iii) gization risk associated with guaranteed living benefits;

(iv) ipated mortality trends based on observed patterns of mortality

arovement or deterioration, where permitted;
itization risks; and
gitional premium dump-ins (high interest rate guarantees in low interest rate
environments);
C) Combination Risks
i Risks modeled in the company’s risk assessment processes that are related to the
contracts, as described above;
(i) Disintermediation risk (including such risk related to payment of surrender or
partial withdrawal benefits); and
(iii) Risks associated with Revenue Sharing Income.

V)
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The risks not necessarily reflected in the calculation of reserves under this Guideline are:
a) Those not reflected in the determination of Risk-Based Capital; and
b) Those reflected in the determination of Risk-Based Capital but arising from obligations
of the company not directly related to the contracts falling under the scope of this
Guideline, or their supporting assets, as described above.

Categories and examples of risks not reflected in the reserve calculations include but are not
necessarily limited to:
a) Asset Risks
Liquidity risks associated with a “run on the bank.”
b) Liability Risks
Q) Reinsurer default, impairment or rating downgrade ingy after the
valuation date; V'S
(i) Catastrophic events (e.g., epidemics or terrorist eve
(i) Major breakthroughs in life extension tech
fundamentally altered recently observed mortali
(iv) Significant future reserve increases as an unfavor
C) General Business Risks
Q) Deterioration of reputation;

(i) Future changes in anticipated exgerie %

stochastic processes) which would rig

outcomes were to actually occur;
(iii) Poor management performamx‘
(iv)  The expense risks associate fluSuating amounts of new business;
(V) Risks associated with fut nowic viability of the company;

(vi) Moral hazards; ande

(vii)  Fraud and theft. \

Section 11) Scope

scenario is realized.

arameterization in the case of
d if and when adverse modeled

A) The Guideline applies to contra hether directly written or assumed through reinsurance,
falling into any of the fo ing categories:

1) Variable dgfc uity contracts subject to the Commissioner’s Annuity Reserve

Valugio (CARVM), whether or not such contracts contain Guaranteed
Mini Benefits (GMDBs), or Variable Annuity Guaranteed Living Benefits
(VAGLB

2) le immediate annuity contracts, whether or not such contracts contain GMDBs or

p annuity contracts that are not subject to CARVM, but contain guarantees similar in
nature* to GMDBs, VAGLBs, or any combination thereof; and

All other products that contain guarantees similar in nature to GMDBs or VAGLBs, even
if the insurer does not offer the mutual funds or variable funds to which these guarantees
relate, where there is no other explicit reserve requirement.’

* The term “similar in nature,” as used in sections 11)A)3) and 11)A)4) is intended to capture both current products and benefits as
well as product and benefit designs that may emerge in the future. Examples of the currently known designs are listed in footnote
#5 below. Any product or benefit design that does not clearly fit the Scope should be evaluated on a case-by-case basis taking
into consideration factors that include, but are not limited to, the nature of the guarantees, the definitions of GMDB and VAGLB
in sections 111)A)1) and I11)A)2) and whether the contractual amounts paid in the absence of the guarantee are based on the
investment performance of a market-value fund or market-value index (whether or not part of the company’s separate account).
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B)

C)

If such a benefit is offered as part of a contract that has an explicit reserve requirement
and that benefit does not currently have an explicit reserve requirement:

a) The Guideline shall be applied to the benefit on a standalone basis (i.e., for
purposes of the reserve calculation, the benefit shall be treated as a separate
contract);

b) The reserve for the underlying contract is determined according to the explicit
reserve requirement; and

c) The reserve held for the contract shall be the sum of a) and b).

The Guideline does not apply to contracts falling under the scope of the NAIC Mo oditfed
Guaranteed Annuity Regulation (MGAS); however, it does apply to contracts 4 3 that
include one or more subaccounts containing features similar in naturegfo t ained in

MGAs (e.g., market value adjustments). \
Separate account products that guarantee an index and do not offer & VAGLBs are

excluded from the scope of the Guideline.

Section I11)  Definitions

A)

Definitions of Benefit Guarantees ’\

1) Guaranteed Minimum Death Benefit (G : GMDB is a guaranteed benefit
providing, or resulting in the provision that ount payable on the death of a
contractholder, annuitant, participant, or i e increased and/or will be at least a
minimum amount. Only such guar@nte the potential to produce a contractual
total amount payable on death th S ccount value, or in the case of an annuity

providing income payments, 2
guaranteed income payment
portion of the excess of the a
withdrawals made (e.g., an Earn
definition.

ble on death other than continuation of any
d in this definition. GMDBs that are based on a
alue over the net of premiums paid less partial
nhanced Death Benefit) are also included in this

2) Variable Annuity @Garagtee® Living Benefit (VAGLB). A VAGLB is a guaranteed
ting in the provision that, one or more guaranteed benefit

; ing to a living contractholder or living annuitant, under
contractually speC¥§ed conditions (e.g., at the end of a specified waiting period, upon
annuitizgign, or upon withdrawal of premium over a period of time), will increase
contract efits should the contract value referenced by the guarantee (e.g., account
el&W a given level or fail to achieve certain performance levels. Only such
aving the potential to provide benefits with a present value as of the benefit
ent date that exceeds the contract value referenced by the guarantee are
in this definition. Payout annuities without minimum payout or performance

Guaranteed Minimum Income Benefit (GMIB). A GMIB is a VAGLB design for which
the benefit is contingent on annuitization of a variable deferred annuity or similar
contract. The benefit is typically expressed as a contractholder option, on one or more

® For example, a group life contract that wraps a GMDB around a mutual fund would generally fall under the scope of the
Guideline since there is not an explicit reserve requirement for this type of group life contract. However, for an individual
variable life contract with a GMDB and a benefit similar in nature to a VAGLB, the Guideline would generally apply only to the
VAGLB-type benefit, since there is an explicit reserve requirement that applies to the variable life contract and the GMDB.
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option dates, to have a minimum amount applied to provide periodic income using a
specified purchase basis.

4) Guaranteed Payout Annuity Floor (GPAF). A GPAF is a VAGLB design guaranteeing
that one or more of the periodic payments under a variable immediate annuity will not be
less than @ minimum amount.

B) Definitions of Reserve Methodology Terminology

1) Scenario. A scenario consists of a set of asset growth rates and inv eryeeturns from
which assets and liabilities supporting a set of contracts may be deterigned for each year
of a projection.

contract is the amount available to the contractholder ender of the contract.
Generally, it is equal to the account value less any a render charges, where
the surrender charge reflects the availability of any fre rtial surrender options. For
contracts where all or a portion of the amount avw§ilablgito the contractholder upon
surrender is subject to a market value adjigst % r, the Cash Surrender Value

N4
2) Cash Surrender Value. For purposes of the Guideling, the& nder Value for a
n

ica

shall reflect the market value adjustmeng,co ith the required treatment of the
underlying assets. That is, the Cash Surr@gde de shall reflect any market value
adjustments where the underlying assets e repgted at market value, but shall not reflect
any market value adjustments wher rlying assets are reported at book value.

3) Scenario Greatest Present Valu a en scenario, the Scenario Greatest Present
Value is the sum of: L 4
a) The greatest of the r% s, as of the projection start date, of the projected

i

Accumulated es¥or the scenario; and
b) The Starting nt, as defined below.

>

4) Conditional Tail Expectatid@géAmount. The Conditional Tail Expectation Amount is equal
to the numerical €Verage of the 30 percent largest values of the Scenario Greatest Present
Values.

5) Work; he Working Reserve is the assumed reserve used in the projections of
gficiencies supporting the calculation of the Scenario Greatest Present
. AQany point in the projections, including at the start of the projection, the
wRes rve shall equal the projected Cash Surrender Value.
a Wdriable payout annuity without a Cash Surrender Value, the Working Reserve
@ equal the present value, at the valuation interest rate and the valuation mortality
gfe specified for such a product by the Standard Valuation Law of future income
payments projected using a return based on the valuation interest rate less appropriate
asset based charges. For annuitizations that occur during the projection, the valuation
interest rate as of the current valuation date may be used in determining the Working
Reserve. Alternatively, if an integrated model of equity returns and interest rates is used,
a future estimate of valuation interest rates may be incorporated into the Working
Reserve.

For contracts not covered above, the actuary shall determine the Working Reserve in a
manner that is consistent with the above requirements.
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6)

7)

8)

9

10

Appendix C

Accumulated Deficiency. Accumulated Deficiency is an amount measured as of the end
of a projection year and equals the projected Working Reserve less the amount of
projected assets, both as of the end of the projection year. Accumulated Deficiencies may
be positive or negative.®

Starting Asset Amount. The Starting Asset Amount equals the value of the assets at the
start of the projection, as defined in section A1.4)A) of Appendix 1.

the actuary’s confidence interval as to the true underlying probabili
parameter(s) in question, based on the availability of relevant experience
credibility. V'S

A Prudent Estimate assumption is developed by applying a mar Nertainty to the
“Anticipated Experience” assumption. The margin for uncegain | provide for
estimation error and margins for adverse deviation. The_ res rudent Estimate
¢ cycles and over a
plausible range of expected experience, in recoggitio inciples described in
ary’s reasonable estimate

to the contingencies being valued. Recognizing a ptions are simply assertions of

future unknown experience, the margin sh irectly related to uncertainty in the
underlying risk factor. The greater the unc , larger the margin. Each margin
should serve to increase the Aggregat servednat would otherwise be held in its
absence (i.e., using only the Anticip@ted IEfce assumption).

For example, assumptions for,
margins for error than thefs
available.

anc¥s that have never been observed require more
h abundant and relevant experience data are

This means that valuatigh” assumptions not stochastically modeled are to be consistent
with the stated PrincipleS@g Section I, be based on any relevant and credible experience
that is available, a e set to produce, in concert with other Prudent Estimate
assumptions, 0 @ Tail Expectation Amount that is consistent with the stated
CTE level.

The act shall follow the principles discussed in Appendices 9 and 10 in determining
Prudent te assumptions.

S m Ratio. The Gross Wealth Ratio is the cumulative return for the indicated
gfand percentile (e.g., 1.0 indicates that the index is at its original level).

Defined Hedging Strategy. The designation of Clearly Defined Hedging Strategy
oplies to strategies undertaken by a company to manage risks through the future
purchase or sale of hedging instruments and the opening and closing of hedging
positions. In order to qualify as a Clearly Defined Hedging Strategy, the strategy must
meet the principles outlined in the Background section of the Guideline (particularly
Principle 5) and shall, at a minimum, identify:

a) The specific risks being hedged (e.g., delta, rho, vega, etc.),

® Note that a positive Accumulated Deficiency means that there is a cumulative loss and a negative Accumulated Deficiency
means that there is a cumulative gain.
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b) The hedge objectives,

c) The risks not being hedged (e.g., variation from expected mortality, withdrawal,
and other utilization or decrement rates assumed in the hedging strategy, etc.),

d) The financial instruments that will be used to hedge the risks,

e) The hedge trading rules including the permitted tolerances from hedging
objectives,

f) The metric(s) for measuring hedging effectiveness,

) The criteria that will be used to measure effectiveness,

h) The frequency of measuring hedging effectiveness,

i) The conditions under which hedging will not take place, and

)i The person or persons responsible for implementing the hedgiwgstrategy.

The hedge strategy may be dynamic, static, or a combinatigp th

It is important to note that strategies involving the offse 0 risks associated with

variable annuity guarantees with other products outsigg o cope of the Guideline

(e.g., equity-indexed annuities) do not currently quali a Clearly Defined Hedging

Strategy under the Guideline.

11) Revenue Sharing. Revenue Sharing, #r
arrangement or understanding by which an

other types of services makes payments

payments are typically in exchange®§gpatiginistrative services provided by the company

(or its affiliate), such as marketing, ibuti®n and recordkeeping. Only payments that
n

are attributable to charges or fe m the underlying variable funds or mutual
funds supporting the contrads t der the scope of the Guideline shall be included
in

in the definition of Reve 5\

12) Domiciliary Commi purposes of the Guideline, this term refers to the chief
insurance regulatory Orggi e state of domicile of the company.

@ of the Guideline, means any
aawonsible for providing investment or
pany (or to one of its affiliates). Such

it

13) . The minimum reserve requirement as of the valuation date for the
in the scope of the Guideline.
14) ari nuity MGDB Mortality Table. This mortality table is shown in
Section 1V) inition of'General Reserve Methodology
A) Geneyl ion. The Aggregate Reserve for contracts falling within the scope of the

Il equal the Conditional Tail Expectation Amount but not less than the Standard
ount, where the Aggregate Reserve is calculated as the Standard Scenario Amount

B)

pact of Reinsurance Ceded. Where reinsurance is ceded for all or a portion of the contracts,
both components in the above general description (and thus the Aggregate Reserve) shall be
determined net of any reinsurance treaties that meet the statutory requirements that would allow
the treaty to be accounted for as reinsurance.

An Aggregate Reserve before reinsurance shall also be calculated if needed for regulatory
reporting or other purposes, using methods described in Appendix 2.
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C)

D)

E)

The Standard Scenario Amount. The Standard Scenario Amount is the aggregate of the reserves
determined by applying the Standard Scenario method to each of the contracts falling within the
scope of the Guideline. The Standard Scenario method is outlined in Appendix 3.

The Conditional Tail Expectation Amount. The Conditional Tail Expectation Amount shall be
determined based on a projection of the contracts falling within the scope of the Guideline, and
the assets supporting these contracts, over a broad range of stochastically generated projection
scenarios and using Prudent Estimate assumptions.

The stochastically generated projection scenarios shall meet the Scenario Calibrati iteria
described in Appendix 5.

The Conditional Tail Expectation Amount may be determined in aggrggate @
falling within the scope of the Guideline (i.e., a single grouping). At the ppti dgompany, it
may be determined by applying the methodology outlined below to sub- &f contracts, in
which case, the Conditional Tail Expectation Amount shall equal the amounts
computed for each such sub-grouping.

The Conditional Tail Expectation Amount shall be determi e 1&riowing steps:

1) For each scenario, projected aggregate Accumula cies are determined at the
start of the projection (i.e., “time 0”) and at the 0 hprojection year as the sum of
the Accumulated Deficiencies for each cont&ing.

2) The Scenario Greatest Present Value is d ineGWOr each scenario based on the sum of
the aggregate Accumulated Deficie@cie regate Starting Asset Amounts for the
contracts for which the Aggregate Re g computed.

)r all scenarios are then ranked from smallest to
ation Amount is the average of the largest 30

3) The Scenario Greatest Prese
largest and the Conditional T%
percent of these ranked values.

The projections shall be perfor in accordance with Appendix 1. The actuary shall document
the assumptions and proceg or the projections and summarize the results obtained as

described in Appendi dix 8.
Alternative Methodology"§Eor variable deferred annuity contracts that contain either no
or onl

guaranteed ben GMDBs (i.e., no VAGLBs), the Conditional Tail Expectation
Amount may be ined using the Alternative Methodology described in Appendix 4 rather
than using thgPapigoat® described in subsection D) above. However, in the event the approach
describgd in on D) has been used in prior valuations the Alternative Methodology may
not be uSe ; approval from the Domiciliary Commissioner.

al Tail Expectation Amount for the group of contracts to which the Alternative
ogy is applied shall not be less than the aggregate Cash Surrender Value of those
contracts.

The actuary shall document the assumptions and procedures used for the Alternative
Methodology and summarize the results obtained as described in Appendix 2 and Appendix 8.

" The Scenario Greatest Present Value is therefore based on the greatest projected Accumulated Deficiency, in aggregate, for all
contracts for which the Aggregate Reserve is computed hereunder, rather than based on the sum of the greatest projected
Accumulated Deficiency for each grouping of contracts.
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F) Allocation of Results to Contracts. The Aggregate Reserve shall be allocated to the contracts
falling within the scope of the Guideline using the method outlined in Appendix 6.

G) Reserve as of January 1, 2009. The reserve as of January 1, 2009 shall be the sum of the reserves
from the asset adequacy analysis requirements in Actuarial Guideline XXXIV and Actuarial
Guideline XXXIX.

Section V) Effective Date

The Guideline affects all contracts issued on or after January 1, 1981, effective mber” 31, 2009.
Where the application of the Guideline produces higher reserves than the g8 g ad otherwise
established by their previously used interpretation, such company may regues % in period, not to
exceed three (3) years, from the Domiciliary Commissioner upon satisfé@gtoryigggsionstration of the
previous interpretation and that such delay of implementation will &a hazardous financial
condition or potential harm to its policyholders. The grading shall be gon on the reserves on the
contracts in-force as of December 31, 2009. The reserves under the o SIS and new basis shall be

compared each year - 2/3 of the difference shall be subtracted fro e rgserve under the new basis in
2009 and 1/3 of the difference shall be subtracted from the rgser; new basis in 2010.

L 4

N
q\\
N\

L 4

9

o
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Al.l)

A)

B)

C)

D)

APPENDIX 1 - Determination of Conditional Tail Expectation Amount Based on Projections
Projection of Accumulated Deficiencies

General Description of Projection. The projection of Accumulated Deficiencies shall be made
ignoring Federal Income Tax and reflect the dynamics of the expected cash flows for the entire
group of contracts, reflecting all product features, including the guarantees provided under the
contracts. Insurance company expenses (including overhead and investment expense), fund
expenses, contractual fees and charges, revenue sharing income received by the company (net of

to be reflected on a basis consistent with the requirements herein. Cash flows fro
account options shall also be included. Any market value adjustment assessg
withdrawals or surrenders shall also be included (whether or not the Sash {5

reflects market value adjustments). Throughout the projection, where estl

estimates shall be on a Prudent Estimate basis. x

Federal Income Tax shall not be included in the projection of Accumulat efiCiencies.
Grouping of Variable Funds and Subaccounts. The portion of ths™ g sset Amount held in
the Separate Account represented by the variable fundszant esponding account values

may be grouped for modeling using an approach that recoggize? nvestment guidelines and
¢ variable subaccounts to a

grouping for projection purposes, the fundamental &stic of the fund shall be reflected
to
th

and the parameters shall have the appropriate relatiorc§ required calibration points of the
S&P 500. The grouping shall reflect characteristi cient frontier (i.e., returns generally
cannot be increased without assuming additignal

An appropriate proxy for each variah
investment return paths. The devela
step in the modeling and can have a sigg
each variable account to an appropriate d
combination of recognized markegfindices (or sub-indices).

shall be designed in order to develop the
2 scenarios for the proxy funds is a fundamental
mpact on results. As such, the actuary must map

Grouping of Contracts. Prok
valuation or by grgfipin
characteristics and cri

the responsibility of the ary but may not be done in a manner that intentionally understates
the resulting resigs.

y be performed for each contract inforce on the date of
acts into representative cells of model plans using all

ac ropriate costs and benefits of hedge positions expected to be held in the future
throu e execution of that strategy.

To the degree either the currently held hedge positions or the hedge positions expected to be held
in the future introduce basis, gap, price, or assumption risk, a suitable reduction for effectiveness
of hedges shall be made. The actuary is responsible for verifying compliance with a Clearly
Defined Hedging Strategy and the requirements in Appendix 7 for all hedge instruments included
in the projections.
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While hedging strategies may change over time, any change in hedging strategy shall be
documented and include an effective date of the change in strategy.

The use of products not falling under the scope of the Guideline (e.g., equity-indexed annuities)
as a hedge shall not be recognized in the determination of Accumulated Deficiencies.

These requirements do not supersede any statutes, laws, or regulations of any state or jurisdiction
related to the use of derivative instruments for hedging purposes and should not be used in
determining whether a company is permitted to use such instruments in any stategr jurisdiction.

Upon request of the company’s domiciliary commissioner and for informati urposes to show
the effect of including future hedge positions in the projections, the g@ig all show the
results of performing an additional set of projections reflecting onjy the urrently held by

the company in support of the contracts falling under the scope of@4e ine. Because this
ins@ ments, the investment
the Conditional Tail

additional set of projections excludes some or all of the deriva
strategy used may not be the same as that used in the dete
e income from projected future
) applicable projected expenses (“Net
quirements are met:

Expectation Amount.
a) The Net Revenue Sharing In eived® by the company,’
b) Signed contractual agreegferit ements are in place as of the valuation date
and support the curfent f the Net Revenue Sharing Income; and
C) The Net Revenue in ome is not already accounted for directly or
indirectly as a

in

E) Revenue Sharing.

1) Projections of Accumulated Deficiencies
Revenue Sharing, as defined in Sectio
Revenue Sharing Income”) if the fo i

2) The amount of Net Sharing Income to be used shall reflect the actuary’s
assessment of factors tha ude but are not limited to the following (not all of these
factors will necedfiarily be present in all situations):

a) The ter nd limitations of the agreement(s), including anticipated revenue,

L expenses and any contingent payments incurred or made by either the

)r the entity providing the Net Revenue Sharing as part of the

s);

elationship between the company and the entity providing the Net Revenue

Sharing Income that might affect the likelihood of payment and the level of

expenses;

he benefits and risks to both the company and the entity paying the Net
Revenue Sharing Income of continuing the arrangement.

b)

® For purposes of this section, Net Revenue Sharing Income is considered to be received by the company if it is paid directly to
the company through a contractual agreement with either the entity providing the Net Revenue Sharing Income or an affiliated
company that receives the Net Revenue Sharing Income. Net Revenue Sharing Income would also be considered to be received,
if it is paid to a subsidiary that is owned by the company and if 100% of the statutory income from that subsidiary is reported as
statutory income of the company. In this case the actuary needs to assess the likelihood that future Net Revenue Sharing Income
is reduced due to the reported statutory income of the subsidiary being less than future Net Revenue Sharing Income received.

® As in other sections of the Guideline, the term “the company” is used exclusively as a reference to the insurance company
writing the business falling under the scope of the Guideline. The term “entity providing the Net Revenue Sharing Income” is
self-explanatory and is used consistently in this subsection.
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3)

4)

5)

6)

Appendix C

d) The likelihood that the company will collect the Net Revenue Sharing Income
during the term(s) of the agreement(s) and the likelihood of continuing to receive
future revenue after the agreement(s) has ended;

e) The ability of the company to replace the services provided to it by the entity
providing the Net Revenue Sharing Income or to provide the services itself,
along with the likelihood that the replaced or provided services will cost more to

provide; and

f) The ability of the entity providing the Net Revenue Sharing Income to replace
the services provided to it by the company or to provide the services it along
with the likelihood that the replaced or provided services will ¢ to
provide.

The amount of projected Net Revenue Sharing Income shall also ggflec§a
decreases the assumed Net Revenue Sharing Income) directly relate

ainty is driven
by many factors including the potential for changes in the securgies d regulations,

assume that uncertainty increases over time, a larger margin
has elapsed in the projection increases.

All expenses required or assumed to be incurred b
arrangement providing the Net Revenue Shag
ith the assumed replacement of

assumed to be incurred by the company in Qg@juriQg

the services provided to it (as discussed in s ioT®)e) above) shall be included in the
projections as a company expense under equird®ients of section A1.1)A). In addition,
expenses incurred by either the ently p the Net Revenue Sharing Income or an

affiliate of the company shall be incl i applicable expenses discussed in section
Al.1)A) and AL.1)E)1) that re evenue Sharing Income.

y in conjunction with the
, as well as any expenses

The actuary is responsible TG ng the revenue sharing agreements, verifying
compliance with these requireme d documenting the rationale for any source of Net
Revenue Sharing Income@ised in the projections.

Sharing Income assumed in a given scenario shall not
where:
guaranteed Net Revenue Sharing Income projected under the

e actuary’s estimate of non-contractually guaranteed Net Revenue Sharing
e before reflecting any margins for uncertainty multiplied by the following

1.0 in the first projection year;

0.9 in the second projection year;

0.8 in the third projection year;

0.7 in the fourth projection year;

0.6 in the fifth projection year;

0.5 in the sixth and all subsequent projection years. The resulting amount
of non-contractually guaranteed Net Revenue Sharing Income after
application of this factor shall not exceed 0.25% per year on separate
account assets in the sixth and all subsequent projection years.
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F) Length of Projections. Projections of Accumulated Deficiencies shall be run for as many future
years as needed so that no materially greater reserve value would result from longer projection
periods.

G) AVR/IMR. The AVR and the IMR shall be handled consistently with the treatment in the
company’s cash flow testing.

Al.2) Determination of Scenario Greatest Present Values

A) Scenario Greatest Present Values. For a given scenario, the Scenario Greatest freseigValue is the
sum of:

1) The greatest present value, as of the projection start dateqof ti ¢rted Accumulated

Deficiencies defined in Section 111)B)6); and
2) The Starting Asset Amount.

B) Discount Rates. In determining the Scenario Greatest Prese@ Accumulated Deficiencies
shall be discounted using the same interest rates gt wj 20 cash flows are invested, as
determined in section A1.4)D). Such interest rags @ educed to reflect expected credit
losses. Note that the interest rates used do not inclu on for Federal Income Taxes.

Al1.3) Projection Scenarios x&

A) Minimum Required Scenarios. The nu arios for which projected greatest present
values of Accumulated Deficiencie@psha puted shall be the responsibility of the actuary
and shall be considered to be suffiCiat i resulting understatement in total reserves, as
compared with that resulting f ingYgditional scenarios, is not material.

B) Scenario Calibration Criteria. r the groupings of variable funds shall be determined on
a stochastic basis such that the re g distribution of the Gross Wealth Ratios of the scenarios
meets the Scenario Calibifttion Criteria specified in Appendix 5.

Al.4) Projection Assets

A) r the projections of Accumulated Deficiencies, the value of assets at

the start of the progggtion shall be set equal to the approximate value of statutory reserves at the

start of rojection” Assets shall be valued consistently with their annual statement values. The
amount h asset values shall equal the sum of the following items, all as of the start of the
proj

f the Separate Account assets supporting the contracts;

An amount of assets held in the General Account equal to the approximate value of
statutory reserves as of the start of the projections less the amount in 1), above.

In many instances the initial General Account assets may be negative, resulting in a projected
interest expense. General Account assets chosen for use as described above shall be selected on a
consistent basis from one reserve valuation hereunder to the next.

Any hedge assets meeting the requirements described in section A1.1)D) shall be reflected in the
projections and included with other General Account assets under item 2) above. To the extent
the sum of the value of such hedge assets and the value of assets in item 1) above is greater than
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B)

C)

D)

Al5)

A)

the approximate value of statutory reserves as of the start of the projections, then item 2) above
may include enough negative General Account assets or cash such that the sum of items 1) and 2)
above equals the approximate value of statutory reserves as of the start of the projections.*®

The actuary shall document which assets were used as of the start of the projection, the approach
used to determine which assets were chosen and shall verify that the value of the assets equals the
approximate value of statutory reserves at the start of the projection.

Valuation of Projected Assets. For purposes of determining the projected Accwmulated
Deficiencies, the value of projected assets shall be determined in a manner consisten eir
value at the start of the projection. For assets assumed to be purchased during a pr
value shall be determined in a manner consistent with the value of assets a@a f the

projection that have similar investment characteristics. V'S

Separate Account Assets. For purposes of determining the Starting Asse N in subsection
A) and the valuation of projected assets in subsection B), assets held ingg S Account shall
be summarized into asset categories determined by the actuary as disus@section Al.1)B).

General Account Assets. General Account assets shall begoroifc® f projected defaults,
using assumed investment returns consistent with their bggk v @ expected to be realized in

future periods as of the date of valuation. Initial assets g during the projection and
positive cash flows projected for future periods shall bgfnve interest rates, which, at the

option of the actuary, are one of the following: x
1) The forward interest rates implied by the u in effect as of the valuation date,
L 4
2) The 200 interest rate scenarios_avairdgle rescribed for Phase I, C-3 Risk Based
Capital calculation, coupled TERgepagete Account return scenarios by mating them

up with the first 200 such sefQ G\repeating this process until all Separate Account
return scenarios have been mate Phase | scenario, or

3) Interest rates develope r this purpose from a stochastic model that integrates the
development of interest and the Separate Account returns.

When the option des ove (the forward interest rates implied by the swap curve) is

used, an amount shapisbe cted from the interest rates to reflect the current market

expectations about future est rates using the process described in section AL.5)A).

The actuary ma iich from 1) to 2), from 1) to 3) or from 2) to 3) from one valuation date to
the next, bu no@switch in the other direction without approval from the Domiciliary
Commigsi

nnuitization Benefits (including GMIBs)

Assum nnuitization Purchase Rates at Election. For purposes of projecting annuitization
benefits (including annuitizations stemming from the election of a GMIB), the projected
annuitization purchase rates shall be determined assuming that market interest rates available at
the time of election are the interest rates used to project General Account Assets, as determined in

10 Fyrther elaboration on potential practices with regard to this issue may be included in a practice note.

! The swap curve is based on the Federal Reserve H.15 interest swap rates. The rates are for a Fixed Rate Payer in return for
receiving three month LIBOR. One place where these rates can be found is
http://www.federalreserve.gov/releases/h15/default.htm.
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Al1.4)D). However, where the interest rates used to project General Account Assets are based
upon the forward interest rates implied by the swap curve in effect as of the valuation date (i.e.,
the option described in section A1.4)D)1) is used, herein referred to as a point estimate), the
margin between the cost to purchase an annuity using the guaranteed purchase basis and the cost
using the interest rates prevailing at the time of annuitization shall be adjusted as discussed
below.

If a point estimate is being used, it is important that the margin assumed reflects the current
market expectations about future interest rates at the time of annuitization, escribed more
fully below, and a downward adjustment to the interest rate assumed in the rate basis.
The latter adjustment is necessary since a greater proportion of contracth select an

practical matter, this effect can be approximated by using an igteres ssumption in the
purchase rate basis that is 0.30 percent below that implied by M@fd swap curve, as
described below.

To calculate market expectations of future interest rates, the_par urrent coupon swap curve is
used (documented daily in Federal Reserve H.15 with som erpiration needed). Deriving the
expected rate curve from this swap curve at a future e following steps:

1) Calculate the implied zero-coupon rates.? is documented “bootstrap” process.
For this process we use the equation 10 \+ V2 + ... +V") + 100v" where the “v"”’
terms are used to stand for the di tors ‘applicable to cash flows 1,2,...n years
hence and C" is the n-year swap rategach®f these discount factors are based on the
forward curve and therefore are rent rates, however (i.e. “v*” does not equal

v times v). Given the one y@ar ayy, one can solve for v. Given v and the two year
swap rate one can then back i , S0 on.

2) Convert the zero co

‘ 0\ one year forward rates by calculating the discount factor
needed to get from v*™

3) Develop the expglied rate curve.

This recognj ati¥or example, the five-year forward one-year rate is not the rate the
markg exy one year instruments five years from now. The reason is that as the
bond the “risk premium” in the rate diminishes. This is sometimes
characteriZ§gl as “rolling down” the yield curve. Table A shows the historic average risk
ium at various durations. From this table, one can see that to get the rate the market

s a 1 year swap to have five years from now; one must subtract the risk premium
cla¥ed with six year rates (.95%) and add back that associated with 1 year rates

0). This results in a net reduction of .45%.
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Table A: Risk Premium by Duration
Risk Risk
Duration | Premium | Duration | Premium
1 0.500% 6 0.950%
2 0.750% 7 1.000%
3 0.750% 8 1.100%
4 0.850% 9+ 1.150%
5 0.900%
The Exhibit below combines the three steps. Columns A through D conveithe ve to the
implied forward rate for each future payment date. Columns E through kg r e rrent risk
premium, add the risk premium t years in the future (the Exhibit shows at ve five years
in the future), and uses that to get the discount factors to apply to the 1 fgar, r,...5 year cash
flows 5 years from now.
Exhibit: Derivation of discount rates expecte
A B C G H
Expected
1 Forward | PV of Zero
) Swap | PV of Rate Coupon
Projection | Curve | Zero In Five In5
Years Rate Coupon Years Years
3
4 1 2.57% | 0.97494
5 2 3.07% | 0.94118
6 3 3.44% | 0.90302 2251% | 0.75000%
7 4 3.74% | 0.86 8% | 0.85000%
8 5 3.97% 0010% | 0.90000%
9 6 5.3249% | 0.95000% | 0.50000% | 4.8749% | 0.95352
10 |7 0.73868 | 5.5557% | 1.00000% | 0.75000% | 5.3057% | 0.90547
11 |8 0.69894 | 5.6860% | 1.10000% | 0.75000% | 5.3360% | 0.85961
12 |9 0.66050 | 5.8209% | 1.15000% | 0.85000% | 5.5209% | 0.81463
13 |10 1% ] 0.62303 | 6.0131% | 1.15000% [ 0.90000% | 5.7631% [ 0.77024
=(1-B13*
SUM($C
Cell formulas for | $4:C12)) [ =C12/C13 =D13- =H12/(1+G
14 | Projection Year 10: /(1+B13) | -1 =E8 E13+F13 | 13)

Where interest rates are projected stochastically using an integrated model, although one would
“expect” the interest rate n years hence to be that implied for an appropriate duration asset by the
forward swap curve as described above, there is a steadily widening confidence interval about
that point estimate with increasing time until the annuitization date. The “expected margin” in the
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purchase rate is less than that produced by the point estimate based on the expected rate, since a
greater proportion of contractholders will have an annuitization benefit whose worth is in excess
of cash surrender value when margins are low than when margins are high. As a practical matter,
this effect can be approximated by using a purchase rate margin based on an earnings rate .30
percent below that implied by the forward swap curve. If a stochastic model of interest rates is
used instead of a point estimate then no such adjustment is needed.

B) Projected Election of Guaranteed Minimum Income Benefit and other Annuitization Options. For
contracts projected to elect annuitization options (including annuitizations st ing from the
election of a GMIB), the projections may assume one of the following at the ary@g. option:

1) The contract is treated as if surrendered at an amount equal to y reserve that
would be required at such time for the payout annuity bengfits,

2) The contract is assumed to stay inforce, the projected pe Nents are paid, and the
Working Reserve is equal to one of the following:
a) The statutory reserve required for the payout ity, if it is a fixed payout
annuity, or

b) If it is a variable payout annuity,
annuity as defined in Section I11)g)5):

If the projected payout annuity is a variable payw\y
t

eserve for a variable payout

containing a floor guarantee (such as
ion2) above shall be used.

a GPAF) under a specified contractual optix
Where mortality improvement is used to e annuitization purchase rates, as discussed

in A) above, mortality improveme#t sh e reflected on a consistent basis in either the
determination of the reserve in 1) abovar t ojection of the periodic payments in 2) above.

Al1.6) Relationship to Risk Basec quirements

A) The Guideline anticipates that the ections described herein may be used for the determination
of Risk Based Capital (th§™*RBC requirements”) for some or all of the contracts falling within the
scope of the Guideline. e are several differences between the requirements of the Guideline
and the RBC requirgfiic among them are two major differences. First, the Conditional Tail
Expectation I w rent (CTE (70) for the Guideline and CTE (90) for the RBC
requirements). 0 > projections described in the Guideline are performed on a basis that
ignores Federal | e Tax. That is, under the Guideline, the Accumulated Deficiencies do not

include &Fe ral Income Tax and the interest rates used to discount the Scenario Greatest

0

Present (i.e., the interest rates determined in section A1.4)D)) contain no reduction for
ax. Under the RBC requirements, the projections do include projected Federal
@ and the discount interest rates used in the RBC requirement do contain a reduction

B) er aid the understanding of the Guideline and any instructions relating to the RBC
uirement, it is important to note the equivalence in meaning between the following terms,

subject to the differences noted above:

1) The amount that is added to the Starting Asset Amount in Section I11)B)6) of the
Guideline is similar to the Additional Asset Requirement referenced in the RBC
requirement.

2) The Conditional Tail Expectation Amount referenced in the Guideline is similar to the
Total Asset Requirement referenced in the RBC requirement.
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Al1.7) Compliance with Actuarial Standards of Practice (ASOPs)

When determining the Conditional Tail Expectation Amount using projections, the analysis shall conform
to the Actuarial Standards of Practice as promulgated from time to time by the Actuarial Standards Board.

Al1.8) Compliance with Principles

When determining the Conditional Tail Expectation Amount using projections, any interpretation and
application of the requirements of the Guideline shall follow the principles discussed in thefSe 1)
Background.

- O
N
>
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APPENDIX 2 - Reinsurance and Statutory Reporting Issues

A2.1) Treatment of Reinsurance Ceded in the Aggregate Reserve

A) Adgaregate Reserve Net of and Prior to Reinsurance Ceded. As noted in Section 1V)B), the
Aggregate Reserve is determined net of reinsurance ceded. Therefore, it is necessary to determine
the components needed to determine the Aggregate Reserve (i.e., the Standard Scenario Amount,
and either the Conditional Tail Expectation Amount determined using projections or the
Conditional Tail Expectation Amount determined using the Alternative Metho
reinsurance basis. In addition, as noted in Section 1V)B), it may be necess,
Aggregate Reserve determined on a “direct” basis, or prior to reflection o

nce. Sections
B) through D) below discuss methods necessary to determine thes@®co on both a “net of
reinsurance” and a “prior to reinsurance” basis. Note thatyd e for reasonable
approximations may be used where appropriate.

B) Conditional Tail Expectation Amount Determined using Projec

reflecting the effects of reinsurance treaties that ngget
the treaty to be accounted for as reinsurance wi
where appropriate, all anticipated reinsurance,
recoveries, where both premiums and recovey

the reinsurance treaties, such as caps on reco or

remrdgas or other costs and all reinsurance
etermined by recognizing any limitations in
ors on premiums.

In order to determine the Conditignal {Laj pectation Amount prior to reinsurance ceded,
Accumulated Deficiencies, Scenario % esent Values, and the resulting Conditional Tail

Expectation Amount shall ignoring the effects of reinsurance within the
projections. One acceptablegs volves a projection based on the same Starting Asset
Amount as for the Aggregate et of reinsurance and by ignoring, where appropriate, all
anticipated reinsurance premium er costs and all reinsurance recoveries in the projections.

C) Conditional Tail Expe@ition Amount Determined using the Alternative Methodology. If a
company chooses Alternative Methodology, as allowed in Section IV)E), it is
important to nethodology produces reserves on a prior to reinsurance ceded basis.
Therefore, w e is ceded, the Alternative Methodology must be modified to reflect
the reinsuran reinsurance recoveries under the reinsurance treaties in the

determigation of t® Aggregate Reserve net of reinsurance. In addition, the Alternative

Method , unadjusted for reinsurance, shall be applied to the contracts falling under the scope

ide determine the Aggregate Reserve prior to reinsurance.

@ nario Amount. Where reinsurance is ceded, the Standard Scenario Amount shall be
atedras described in Appendix 3 to reflect the reinsurance costs and reinsurance recoveries
se reinsurance treaties. If it is necessary, the Standard Scenario Amount shall be calculated
prior to reinsurance ceded using the methods described in Appendix 3, but ignoring the effects of
y reinsurance ceded.

D)

A.2.2) Aggregate Reserve to be held in the General Account
The amount of the reserve held in the General Account shall not be less than the excess of the Aggregate

Reserve over the sum of the Basic Reserve, as defined in section A3.2), attributable to the variable portion
of all such contracts.
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A.2.3) Actuarial Certification and Memorandum

A) Actuarial Certification. Actuarial Certification of the work done to determine the Aggregate
Reserve shall be required. The actuary shall certify that the work performed has been done in a
way that substantially complies with all applicable Actuarial Standards of Practice. The scope of
this certification does not include an opinion on the adequacy of the Aggregate Reserve,* the
company’s surplus or the company’s future financial condition. The actuary shall also note any
material change in the model or assumptions from that used previously and the estimated impact
of such changes.

Appendix 8 contains more information on the contents of the required Actuarial Certi jon.
B) Required Memorandum. An actuarial memorandum shall be construgfed ting the
methodology and assumptions upon which the Aggregate Reserye i ed. The

memorandum shall also include sensitivity tests that the actuary fee proNgiate, given the
composition of the company’s block of business (i.e., identifying thegke ptions that, if
changed, produce the largest changes in the Aggregate Reserve). This orandum shall have
the same confidential status as the actuarial memorandum supporti arial opinion*® and
shall be available to regulators upon request.

Appendix 8 contains more information on the contents of%x emorandum.
Alt

ative Methodology. Where the

the underlying assumptions and

ense, revenue, fund mapping, and
, shall be required.

C) Conditional Tail Expectation Amount Determined usin
Alternative Methodology is used, there is no nee
model in the required memorandum. Certificati
product parameters have been properly refle‘ted, 0

ha

Appendix 8 contains more information gg
memorandum.

e f the required Actuarial Certification and

D) Material Changes. If there is a materia
previous year, the memorandum shall incl&
estimate of the impact it has on th¥ results.

results due to a change in assumptions from the
a discussion of such change in assumptions and an

12 The adequacy of total company reserves, which includes the Aggregate Reserve, is addressed in the company's Actuarial
Opinion as required by the NAIC Model Actuarial Opinion and Memorandum Regulation.

'3 This is consistent with Section 3D(8) of the Standard Valuation Law, which states: “Except as provided in Paragraphs (12),
(13) and (14), documents, materials or other information in the possession or control of the Department of Insurance that are a
memorandum in support of the opinion, and any other material provided by the company to the commissioner in connection with
the memorandum, shall be confidential by law and privileged, shall not be subject to [insert open records, freedom of
information, sunshine or other appropriate phrase], shall not be subject to subpoena, and shall not be subject to discovery or
admissible in evidence in any private civil action. However, the commissioner is authorized to use the documents, materials or
other information in the furtherance of any regulatory or legal action brought as a part of the commissioner’s official duties.”
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APPENDIX 3 - Standard Scenario Requirements
A3.1) Overview

A) Application to Determine Reserves. A Standard Scenario Reserve shall be determined for each of
the contracts falling under the scope of the Guideline by applying section A3.3). This includes
those contracts to which the Alternative Methodology is applied.

The Standard Scenario Reserve for a contract with guaranteed living benefits or guaranteed death
benefits is based on a projection of the account value based on specified returns for supporting
assets equal to the account value. An initial drop is applied to the supportin
value on the valuation date. Subsequently, account values are projected at s
by the supporting assets less contract and fund charges. The assumptig ; projection of
account values and margins are prescribed in section A3.3)C). Fqgan @ with guarantees
the Standard Scenario Reserve includes the greatest present valu g.hfnefit payments in
excess of account values applied over the present value of reven e&i by the margins.

B) The Standard Scenario Amount

C) of this Guideline as the

1) The Standard Scenario Amount is defineg, in 4508
: standard Scenario Method to each

aggregate of the reserves determined by gop
of the contracts falling under the scope of t c. Except as provided in subsection
A3.3)B)1), the Standard Scenario Amgfnt the sum over all contracts of the

Standard Scenario Reserve deter eachl contract as of the statement date as
described in A3.1)B)2).

2) The Standard Scenario Metigod r e Standard Scenario Amount to not be less than
the sum over all contracts of St rd Scenario Reserve determined for the contract
as of the statement datgfe iD&L in section A3.3), where the Discount Rate is equal to
DR, which is defin uation interest rate specified by the Standard Valuation
Law for annuities varg issue year basis, using Plan Type A and a Guarantee
Duration greater than 10 Y@g#s but not more than 20 years. The presence of guarantees of
interest on futureforemiums and/or cash settlement options is to be determined using the
terms of the conliggts.

o

the Standard Scenario to a Projection or Model Office. If the

Conditional Tg on Amount is determined based on a projection of an inforce prior to

the statement dat€§gnd/or by the use of a model office, which is a grouping of contracts into

represerfgipve cells, then additional determinations of A3.1)B)2) shall be performed on the prior

inforce model office. The calculations are for illustrative purposes to assist in validating
I

the r s of the projection and/or the model office.

C) IHustrative

g table identifies the illustrative additional determinations required by this section

e Discount Rate, DR, as defined in A3.1)B)2). The additional determinations required are

ased uh how the Conditional Tail Expectation projection or Alternative Methodology is applied.
r completeness, the table also includes the determinations required by section A3.1)B)2).

1) Run A in the table is required for all companies by section A3.1)B)2). No additional
determinations are required if a company’s stochastic or alternative methodology result is
calculated on individual contracts as of the statement date.

2) A company that uses a model office as of the statement date to determine its stochastic or
alternative methodology result must provide an additional determination for the model
office based on the Discount Rate DR, run B.
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A3.2)

A)

B)

C)

D)

3) A company that uses a contract by contract listing of a prior inforce to determine its
stochastic or alternative methodology with result PS and then projects requirements to the
statement date with result S must provide an additional determination for the prior inforce
based on the Discount Rate DR, run C.

4) A company that uses a model office of a prior inforce to determine its stochastic or
alternative methodology requirements with result PM and then projects requirements to
the statement date with result S must provide an additional determination for_the prior
model office based on the Discount Rate DR, run D.

Validata a S
. - . Mod® rojection
Standard Scenario Run Guideline Variations . & of Prior
Inforce
A. Valuation on the statement date on None on None

inforce contracts with discount rate DR

B. Valuation on the statement date on the If not materi None
model office with discount rate DR model o1¥i
validatj .

C. Valuation on a prior inforce date on If no i None A/C - S/PS
prior inforce contracts with discount rate | projectigigyvaliCRgion compare to
DR 0

I rial to (A/D - SIPM)
D. Valuation on a prior inforce date on a | gffice or compare to 0

model office with discount rate DR ion validation.

Modification of the requirements in .3) when applied to a prior inforce or a model
office is permitted if such modification fadglitgfcs validating the projection of inforce or the model
office. All such modifications shogild be doctimented.

Basic and Basic Adjusted pplication of Actuarial Guideline XXXIII

The Basic Reserve ntract shall be determined by applying statutory statement
valuation requirements‘appticable immediately prior to adoption of the Guideline to the contract

ignoring any g teed dea® benefits in excess of account values or guaranteed living benefits
applying procee excess of account values.

The calculat @ e Basic Reserve shall assume a return on separate account assets based on

iSOye utory valuation rate less appropriate asset based charges, including charges
death benefits or guaranteed living benefits. It shall also assume a return for
te account and general account options equal to the rates guaranteed under the

The Basic Reserve shall be no less than the Cash Surrender Value on the valuation date, as
defined in Section I11)B) of the Guideline.

The Basic Adjusted Reserve shall be that determined based on A3.2)A) and A3.2)B) except in
A3.2)A) free partial withdrawal provisions shall be disregarded when determining surrender
charges in applying the statutory statement valuation requirement prior to adoption of the
Guideline. Section A3.2)C) shall not apply to the Basic Adjusted Reserve.

© 1999-2018 National Association of Insurance Commissioners AG43-24



Appendix C AG XLIII

A3.3) Standard Scenario Reserve - Application of the Standard Scenario Method

A) General. Where not inconsistent with the guidance given here, the process and methods used to
determine the Standard Scenario Reserve under the Standard Scenario Method shall be the same
as required in the calculation of the Conditional Tail Expectation Amount as described in Section
IV) of the Guideline. Any additional assumptions needed to determine the Standard Scenario
Reserve shall be explicitly documented.

B) Results for the Standard Scenario Method. For each contract, the Standard §Cena®g Reserve is
the reserve based on 1) or 2) where:

1) For contracts without any guaranteed benefits, as defiged @@ on 111)A) of the
Guideline and where not subsequently disapproved by, the y Commissioner,
the Standard Scenario Reserve is the Basic Reserve & in section A3.2)A),
A3.2)B) and A3.2)C).

2) For all other contracts the Standard Scenario Res is pqual to the greater of Cash
Surrender Value on the valuation date, as dgfi I11)B) of the Guideline, and
the quantity a) + b) - ), where: 7S
a) Is the Basic Adjusted Reserve cal e e contract, as described in section

A3.2)D); \
b) Is the greater of zero an atest present value at the Discount Rate

e
measured as of the end M rojection year of the negative of the
Accumulated Net Reve r below using the assumptions described in
A3.3)C). The Accutula effRevenue at the end of a projection year is equal
to (i) + (ii) - (iii
(i) Is th

alelh,Net Revenue at the end of the prior projection year

(i) e the margins generated during the projection year on account values
mulated at the Discount Rate to the end of the projection year (the
t and assumptions to be used in calculating the margins and
ount values are in A3.3)C)); and
ii) e the contract benefits in excess of account values applied, Individual
reinsurance premiums and Individual reinsurance benefits payable or
receivable during the projection year accumulated at the Discount Rate to
the end of the projection year. Individual reinsurance is defined in
A3.3)C)2).
Is the contract’s allocation of the value of hedges and Aggregate reinsurance as
described in section A3.3)D). Aggregate reinsurance is defined in section
A3.3)C)2).

reinsurance shall be considered in the Standard Scenario Amount if such reinsurance does not
meet the statutory requirements that would allow the treaty to be accounted for as reinsurance.
The actuary shall determine the projected reinsurance premiums and benefits reflecting all treaty
limitations and assuming any options in the treaty to the other party are exercised to decrease the
value of reinsurance to the reporting company (e.g., options to increase premiums or terminate
coverage). The positive value of any reinsurance treaty that is not guaranteed to the insurer or its
successor shall be excluded from the value of reinsurance. The commissioner may require the
exclusion of a reinsurance treaty or any portion of a reinsurance treaty if the terms of the
reinsurance ) treaty or the portion required to be excluded serves solely to reduce the calculated

© 1999-2018 National Association of Insurance Commissioners AG43-25



AG XLIII

C)

Appendix C

Standard Scenario Reserve without also reducing risk on scenarios similar to those used to
determine the Conditional Tail Expectation Reserve. Any reinsurance reflected in the Standard
Scenario Reserve shall be appropriate to the business and not merely constructed to exploit
‘foreknowledge’ of the components of the Standard Scenario Method.

Assumptions for use in paragraph A3.3)B)2)b) for Accumulated Net Revenue and Account

Values.

1)

Account Value Return Assumptions. The bases for return assumptions assets

supporting the Account Value are shown in Table I. The “Initial” returns sha

drops, resulting in the Account Value at time 0. The “Year 1,” “Years ardy Year
6+" returns for the equity, bond and balanced classes are gross agpual 2 rates of
return and are used (along with other decrements and/or ingcre oduce the
Account Value as of the end of each projection interval. For a&f this section,
money market funds supporting Account Value shall be congide t of the Bond
class.

in the contract or 4%
ds on the valuation date.

Account Values shall be projected using the gross rates from Table I for
equity, bond and balanced classes applie t upporting assets less all fund and
contract charges according to the provision e Tonds and contract and applying the
Fixed funds rate from Table I as if it we eseiing net rate after deduction for fund
or contract charges. L

The annual margins on Accoug areQefined as follows:
a) During the Surrender € ortization Period, as determined following the
step outlined in section A below:
(1) 0.20% offAccount Value; plus
(i) Any N venue Sharing Income, as defined in section A1.1)E), that is
s uaranteed to the insurer and its liquidator, receiver, and
gyccessor; plus
(iii) . he guaranteed living benefits of a given contract combined,™*
t eater of:

- 0.20% of Account Value; or
- Explicit and optional contract charges for guaranteed living

benefits; plus
w For all guaranteed death benefits of a given contract combined,' the
greater of:
- 0.20% of Account Value; or
- Explicit and optional contract charges for guaranteed death
benefits.
b After the Surrender Charge Amortization Period:

Y This excludes any guaranteed living benefit that is added to the contract simply for the purpose of increasing the revenue
allowed under this section.

> This excludes any guaranteed death benefit that is added to the contract simply for the purpose of increasing the revenue
allowed under this section.
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The amount determined in a) above; plus 50% of the excess, if any, of all
contract charges (excluding Net Revenue Sharing Income) over the sum of a)(i) ,
a)(iii) and a)(iv) above.

However, on fixed funds after the surrender charge period, a margin of up to the

amount in a) above plus .4% may be used.

Table |

Initial Year 1 Years2-5
Equity Class -13.5% 0% 4.0%
Bond Class 0% 0%
Balanced Class -8.1% 0% 5.24%
Fixed Separate Accounts 0% Fixed Fund Fi Fixed Fund
and General Account Rate Rate
(net)
2) Reinsurance Credit. Individual reinsuragce 1 as reinsurance where the total

premiums for and benefits of the reinsuran getermined by applying the terms of
the reinsurance to each contract covered \&fith eference to the premiums or benefits of

any other contract covered and the results over all contracts covered.
Reinsurance that is not Individual is&

Individual reinsurance prengum d to be payable on ceded risk and receivable on
assumed risk shall be inclu I Projected Net Revenue. Similarly, Individual
reinsurance benefits p 0 syreceivable on ceded risk and payable on assumed risk
shall be included i ted Net Revenue. No Aggregate reinsurance shall be
included in Projected

guaranteed livi enefits, see A3.3)C)7), or required contractually (e.g., a contract
operating tomatic withdrawal provision on the valuation date) are to be
dedugfed Account Value in each projection interval consistent with the
proje y used, as described in A3.3)C)6), and according to the terms of the
contract. other partial withdrawals, including free partial withdrawals, are to be

Wfr Account Value. All lapse rates should be applied as full contract
ders.

m ourposes of determining the dynamic lapse assumptions shown in Table Il below, a

auganteed living benefit is in the money (ITM) for any projection interval if the Account
Value at the beginning of the projection interval is less than the Current Value of the
guaranteed living benefit (as defined below) also at the beginning of that projection
interval.

3) Lapses, Partial%rawa s, and In-The-Moneyness. Partial withdrawals elected as

The Current Value of the guaranteed living benefit at the beginning of any projection
interval is either the amount of the current lump sum payment (if exercisable) or the
present value of future lump sum or income payments. More specific guidance is
provided below. For the purpose of determining the present value, the discount rate shall
be equal DR as defined in A3.1)B)2). If future living benefit payments are life contingent
(i.e., either the right of future exercise or the right to future income benefits expires with
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the death of the annuitant or the owner), then the company shall determine the present
value of such payments using the mortality table specified in A3.3)C)5).

If a guaranteed living benefit is exercisable (withdrawal can start or, in the case of a
GMWAB, has begun) at the beginning of the projection interval, then the Current Value of
the guaranteed living benefit shall be determined assuming immediate or continued
exercise of that benefit.

exercise using the mortality table specified in A3.3)C)5).

Determination of the Current Value of a guaranteed living bene at is exercisable or
payable at a future projection interval shall take account of uasanteed growth in the

basis for the guarantee (e.g., where the basis growgac index or an interest
rate). 7S

For a GMWB, the Current Value shall be deter. mu ing the earliest penalty-free
withdrawal of guaranteed benefits after Qgth als” begin and by applying the
constraints of any applicable maximum ini withdrawal provisions. If the
GMWSB is currently exercisable and the 0 re GMWB payments is contingent
upon the survival of the annuitant oow efjthe Current Value shall assume survival
using the mortality table specified in 74g,3) . After a GMWB that has payments that

are contingent upon the survifal O0Wghe uitant or owner has commenced, then the
Current Value shall assume g the Annuity 2000 Mortality Table.

For an unexercised GMIB, the Ceygfnt Value shall be determined assuming the option
with a reserve closest tofithe reserve for a 10 year certain and life option. The reserve
values and the value of GMIB on the assumed date of exercise shall be determined
using the discount g cified in A3.1)B)2) and for life contingent payments, the
Annuity 200 able. The Current Value of an unexercised GMIB, however,
shall be set e ccount Value if the contractholder can receive higher income
payments on the med date of exercise by electing the same option under the normal
settlem ption provisions of the contract.

of applying the lapse assumptions specified in Table Il below or
r elections rates specified in A3.3)C)7), the contract shall be considered
money” (OTM) for a projection interval if the Current Value of the
eed living benefit at the beginning of the projection interval is less than or equal
ccount Value at the beginning of the same projection interval. If the Current
lue of the guaranteed living benefit at the beginning of the projection interval is
greater than the Account Value also at the beginning of the projection interval, the
contract shall be considered ‘in the money’ (ITM) and the percent ITM shall equal:

100 * ((Current Value of the guaranteed living benefit /Account Value) - 1)

If a contract has multiple living benefit guarantees then the guarantee having the largest
Current Value shall be used to determine the percent in the money.
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Table Il - Lapse Assumptions

During After Surrender Charge Period
Surrender
Charge Period
Death Benefit Only 5% 10%
Contracts
All Guaranteed Living 5% 10%
Benefits OTM
ITM < 10% 10%<=ITM 0%<=ITM

20%
Any Guaranteed Minimum 2% 2% 0% 0%
Accumulation Benefit ITM
Any Other Guaranteed 3% 7% 5 2%
Living Benefits ITM
4) Account Transfers and Future Deposits. No transfers b e ds shall be assumed in

the projection used to the determine the greatest @gasent $%lue amount required under
section A3.3)B)2)b) unless required by the copfigct transfers from a dollar cost
averaging fund or contractual rights given'\g w rer to implement a contractually
specified portfolio insurance managem re4Rdy 49r a contract operating under an
automatic re-balancing option). When s wust be modeled, to the extent not
inconsistent with contract langua llocation of transfers to funds must be in
proportion to the contract’s current a ti funds.

interval on funds supporting account value are
evenue and are subsequently accumulated at the
supporting account values are to be reduced in
each asset classes at the time of transfer of margins or
plied to the payment of benefits.

Margins generated during?pr e
transferred to the Accumulati

contract to prefat contract or guaranteed benefit lapse, in which case they must be
modeled. Wiaigy fR

the allocation of the deposit to funds must be in proportion to the
location to such funds.

tality at 70% of the 1994 Variable Annuity MGDB Mortality Tables (1994

5) tality.
B tables) through age 85 increasing by 1% each year to 100% of the 1994 MGDB
3bl ge 115 shall be assumed in the projection used to the determine the greatest

% ent value amount required under section A3.3)B)2)b).

6) Projection Frequency. The projection used to determine the greatest present value amount
required under section A3.3)B)2)b) shall be calculated using an annual or more frequent
time step, such as quarterly. For time steps more frequent than annual, assets supporting
Account Values at the start of a year may be retained in such funds until year-end (i.e.,
margin earned during the year will earn the fund rates instead of the Discount Rate until
year end) or removed after each time step. However, the same approach shall be applied
for all years. Similarly, projected benefits, lapses, elections and other contractholder
activity can be assumed to occur annually or at the end of each time step, but the

approach shall be consistent for all years.
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Contractholder Election Rates. Contractholder election rates for exercisable ITM
guaranteed living benefits other than GMWBs shall be 5% per annum in every projection
interval where the living benefit is less than 10% ITM, 15% per annum in every
projection interval where the living benefit is 10% or more ITM and less than 20% ITM,
and 25% per annum in every projection interval where the living benefit is more than
20% ITM. In addition, the election rate for an exercisable ITM guaranteed living benefit
shall be 100% at the last model duration to elect such benefit. This 100% election rate
shall be used when a Guaranteed Minimum Accumulation Benefit is at the earliest date
that the benefit is exercisable and in-the-money. However, the contractholdergelection
rate for any exercisable ITM guaranteed living benefit shall be zero if ex
cause the extinction of a guaranteed living benefit having a larger Current Va
purpose, GMDBs are not benefits subject to election.

For guaranteed minimum withdrawal benefits, a partial wi
contract provisions, equal to the applicable percentage in
contract’s maximum allowable partial withdrawal shall be
contract’s minimum allowable partial withdrawal exceeds the ial withdrawal from
applying the rate in Table Il to the contract’s maximum abf="partial withdrawal,
then the contract’s minimum allowable partial W|th sumed.

Table 111 - Guaranteed Wlthdrawal

Attained ttalned Age 50 | Attained Age 60
less than to 59 or Greater

Withdrawals do not reduce other L 2 5 75% 100%
elective Guarantees that are in the
money

Withdrawals reduce elective % 50% 75%
Guarantees that are in the money

8)

D)

Indices. If an interest_in is required to determine projected benefits or reinsurance
obligations, the ind asdume interest rates have not changed since the last reported
Cate. If an equity index is required the index shall be consistent

and the subseque uity returns in the standard scenario projection. The sources of
informa and how they are used to determine the indexes shall be documented and, to
the exten ible, consistent from year to year.

n Section A3.3)B)2)c).

lue of Aggregate Reinsurance. The value of Aggregate reinsurance shall be
calculated separately from the Accumulated Net Revenue. The value of Aggregate
insurance is the discounted value, using the statutory valuation rate described in the
following paragraph, of the excess of (a) the projected benefit payments from the
reinsurance; over (b) the projected gross reinsurance premiums, where (a) and (b) are
determined under the assumptions described in section A3.3)C) for all applicable
contracts in aggregate.

In order for the value of the Aggregate reinsurance to be consistent with the underlying
Standard Scenario reserve, the discount rate shall be a weighted average of the valuation
rates (DR) of the contracts that are supported by the Aggregate reinsurance treaty. The
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weights used to determine this discount rate shall be reasonably related to the risks that
are being covered by the Aggregate reinsurance (e.g., account value or values of
guaranteed benefits) and shall be applied consistently from year to year. If an appropriate
method to determine this discount rate does not exist, the value of the Aggregate
reinsurance shall be determined using the statutory valuation rate in effect on the
valuation date for annuities valued on an issue year basis using Plan Type A and a
Guarantee Duration greater than 10 years but not more than 20 years, determined
assuming there are cash settlement options but no interest guarantees on future premiums.

2) The Value of Approved Hedges. The value of approved hedges gha calculated
separately from the Accumulated Net Revenue. The value of appreyed hedges is the
difference between: a) the discounted value at the 1-year CMT'% thigypvaluation date
of the pre-tax cash flows from the approved hedges; less f) the ent values on the
valuation date.

To be an approved hedge for purposes of the Standard¢gcerigiosReserve, a derivative or
other investment has to be an actual asset held by the colgany on the valuation date, be
used as a hedge supporting the contracts falling u theiScope of the Guideline, and
comply with any statutes, laws, or regulatiq g applicable documentation
requirements) of the domiciliary state q§ j @ related to the use of derivative

approved hedges upon a findin e company’s documentation, controls,
measurement, execution of stra rical results are not adequate to support a
future expectation of risk re@ucti ensurate with the value of approved hedges.

The cash flow projects

instruments. \
The Domiciliary Commissioner ma@e xclusion of any portion of the value of
t

Dp d hedges that expire in less than one year from the
n holding the hedges to their expiration. For hedges with
an expiration of more ar, the value of hedges should be based on liquidation of
the hedges one year fro valuation date. Where applicable, the liquidation value of
nsistent with the assumed returns in the Standard Scenario from the
ion to the date of liquidation, Black-Scholes pricing, a risk free rate
T as of the valuation date and the annual volatility implicit as of
Ain the statement value of the hedges when the statement value of
o with Black-Scholes pricing and a risk-free rate equal to the 5-year
CMT as oMgge valuation date."’

Mo credit in the Standard Scenario for dynamic hedging beyond the credit that
ItS¥¥om hedges actually held on the valuation date.

cation of the Value of Hedges and the Value of Aggregate Reinsurance. The value of
approved hedges and Aggregate reinsurance shall be allocated to the contracts which are
supported by the applicable Aggregate reinsurance agreements and approved hedges. A

18 For purposes of this Appendix, the term CMT refers to the nominal yields on actively traded non-inflation-indexed issues
adjusted to constant maturities, as released daily by the Federal Reserve Board. As of this writing, the current and historical one-
year rates may be found at http://www.federalreserve.gov/releases/h15/data/Business_day/H15 TCMNOM_Y1l.txt and the
current and historical five-year rates may be found at http://www.federalreserve.gov/releases/hl5/data/Business
day/H15 TCMNOM_YS5.txt.

v Conceptually, the item being hedged, the contract guarantees, and the approved hedges are accounted for at the average
present value of the worst 30% of all scenarios, the tail scenarios for a CTE (70) measure. However, the statement value of
approved hedges is at market. Therefore, the standard scenario value of approved hedges is a proxy of the adjustment needed to
move approved hedges from a market value to a tail value.
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E)

contract’s allocation shall be the lesser of the amount in A3.3)B)2)b) for the contract or

the product of a) and b) where:

a) Is the sum of the value of the applicable approved hedges plus the value of the
applicable Aggregate reinsurance for all contracts supported by the same hedges
and/or the Aggregate reinsurance agreement; and

b) Is the ratio of the amount in A3.3)B)2)b) for the contract to the sum of the
amount in A3.3)B)2)b) for all contracts supported by the same hedges and/or the
Aggregate reinsurance agreement.

4) Retention of components. For the seriatim Standard Scenario Reserve on th¢'st ent
date under each of Sections A3.1)B)1) and A3.1)B)2), the actuary should havavailaole
to the Commissioner the following values for each contract: @

0 3)D)3)

a) The Standard Scenario Reserve prior to adjustment under pgrag
b) The Standard Scenario Reserve net of the adjustment in A3.

N

n A3.3)C)1)a)

Determination of the Surrender Charge Amortization Period to be us
and b).

The purpose of the Surrender Charge Amortization Period i : ine how much of the
surrender charge is amortized in the Basic Adjusted Regervei@ of the Standard Scenario
Amount and how much needs to be amortized in the Ac ae

determined, the Surrender Charge Amortization Period (%ter s the duration over which the
lower level of margins, as described in A3.3)C)1)a)N After that duration, the higher level
of margins, as described in A3.3)C)1)b), is used.

A separate Surrender Charge Amortization Derio%mined for each contract and is based on
amounts determined in the calculation of th Si justed Reserve for that contract. A key
component of the calculation is the a
Basic Adjusted Reserve calculatio
between the account value and the
Reserve calculation for the contract.

thidgsurrender charge that is not amortized in the
ontract. This is represented by the difference
der value projected within the Basic Adjusted

The Surrender Charge Amortiza Period for a given contract is determined by following the
steps:

1) Measure the e greatest present value used in the Basic Adjusted Reserve.
The Basic Adjus eserve is determined for a contract by taking the greatest present
value o tream of projected benefits. The benefit stream that determines the greatest
present typically includes an “ultimate” event (e.g., 100% surrender, 100%

annuj E" an, maturity). The “BAR Duration” is the length of time between the

alu g e and the projected “ultimate” event.

ine the amount of the surrender charge not amortized in the Basic Adjusted
eserve. The surrender charge not amortized in the Basic Adjusted Reserve is the
ifference between the projected account value and the projected cash surrender value at
the BAR Duration (i.e., at the time of that projected “ultimate” event). This value for a
given contract shall not be less than zero.

3) Determine the Surrender Charge Amortization Period before rounding. This equals a)
time b) plus ¢), where:
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a) Equals the ratio of the amount determined in step 2 to the Account Value on the
valuation date;

b) Equals 100; and

c) Equals the BAR Duration determined in step 1.

4) Determine the Surrender Charge Amortization Period for the contract. This is the amount
determined in step 3, rounded to the nearest number that represents a projection duration,
taking into account the projection frequency described in A3.3)C)6). For example, step 3
produces a value of 2.15 and the projection frequency is quarterly, the Surrender Charge
Amortization Period for the contract is 2.25.
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APPENDIX 4 - Alternative Methodology
A4.1) General Methodology

A) General Methodology Description. For variable deferred annuity contracts that either contain no
guaranteed benefits or only GMDBs™ (i.e., no VAGLBs), the Conditional Tail Expectation
Amount may be determined by using the method outlined below rather than by using the
approach described in Section I1V)D) (i.e., based on projections), provided the approach described
in Section 1VV)D) has not been used in prior valuations or else approval has been obtained from
the Domiciliary Commissioner.

The Conditional Tail Expectation Amount determined using the Alternative Mgyme for a
group of contracts with GMDBs shall be determined as the sum of amountg obti @ applying
anigict’s Cash

Surrender Value.'® The resulting Conditional Tail Expectation Amount nobe less than the
Cash Surrender Value in aggregate for the group of contracts
Methodology is applied.

factors to each contract inforce as of a valuation date and adding this toﬁ
I

e Alternative

The Conditional Tail Expectation Amount determined using thg
group of contracts that contain no guaranteed benefits®® sha
of Actuarial Guideline XXXIII, as described below.

For purposes of performing the Alternative Metho '

group may be combined together into subgroﬁ& itate application of the factors.
Specifically, all contracts comprising a “s u ust display substantially similar
characteristics for those attributes expecteg to eserves (e.g., definition of guaranteed
benefits, attained age, contract duration, years<@gmatsity, market-to-guaranteed value, asset mix,

etc.). Grouping shall be the responsibi uary but may not be done in a manner that
intentionally understates the resulting

e Methodology for a
ined using an application

ly similar contracts within the

B) Definitions of Terms Used in this Appenad

1) Annualized Account Ch Differential. This term is the charge as percentage account
value (revenue for t ) minus the expense as percentage of account value.

2) Asset Expos A posure refers to the greatest possible loss to the insurance
company from theQglue of assets underlying general or separate account contracts falling

to zero. x
3) Benchsi hmarks have similar risk characteristics to the entity (e.g., asset class,
inde @ ) to be modeled.

4) e inistic_Calculations. In a Deterministic Calculation, a given event (e.g., asset
going up by 7% then down by 5%) is assumed to occur with certainty. In a
ochastic calculation, events are assigned probabilities.

5) Foreign Securities. Securities issued by entities outside the United States and Canada.

'8 This includes “earnings enhanced death benefits,” as discussed in Section I11)A)1).

1% The amount that is added to a contract's Cash Surrender Value may be negative, zero or positive, thus resulting in a reserve for
a given contract that could be less than, equal to, or greater than, the Cash Surrender Value.

2 The term “contracts that contain no guaranteed benefits” means that there are no guaranteed benefits at any time during the life
of the contract (past, present or future).
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6) Grouped Fund Holdings. Grouped Fund Holdings relate to guarantees that apply across
multiple deposits or for an entire contract instead of on a deposit-by-deposit basis.

7) Guaranteed Value. The Guaranteed Value is the benefit base or a substitute for the
account value (if greater than the account value) in the calculation of living benefits or
death benefits. The methodology for setting the Guaranteed Value is defined in the
variable annuity contract.

8) High-Yield Bonds. High-Yield Bonds are below investment

predominately containing securities that are not NAIC dgsigns
agency ratings) are considered to be High-Yield.

9) Investment Grade Fixed Income Securities. Securities
are Investment Grade. Funds containing securitie
designations of 1 or 2 or with similar agency rati
Grade.

ith designations of 1 or 2
redominately with NAIC
nsidered to be Investment

&
10) Liquid Securities. These securities can be a verted into cash at a price close to
its true value in a short period of time.
harges plus any Revenue Sharing allowed

11) Margin Offset. Margin Offset is them
under section A1l.1)E) availabl f aims and amortization of the unamortized

surrender charges allowanc@

12) oWyl his methodology is documented in mathematical
based on multiple attributes categorized with discrete
al values may be between the discrete values.
13) Model Office. odel Office converts many contracts with similar features into one
contract with spegific features for modeling purposes.
14) arios. The Pre-Packaged Scenarios are the year-by-year asset returns

d (but are not mandated) in projections related to the alternative

methodolG These scenarios are available on an American Academy of Actuaries

site.
h‘ ()
1 Resets. A Reset benefit results in a future minimum guaranteed benefit being set equal to
the contract’s account value at previous set date(s) after contract inception.

15)

ta=&nare Reinsurance. In this type of reinsurance treaty, the same proportion is ceded
I cessions. The reinsurer assumes a set percentage of risk for the same percentage of
premium, minus an allowance for the ceding company’s expenses.

17) Risk Mitigation Strategy. A Risk Mitigation Strategy is a device to reduce the probability
and/or impact of a risk below an acceptable threshold.

18) Risk Profile. Risk Profile in the Guideline relates to the prescribed asset class categorized
by the volatility of returns associated with that class.
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C)

D)

E)

19) Risk Transfer Arrangements. A Risk Transfer Arrangement shifts risk exposures (e.g., the
responsibility to pay at least a portion of future contingent claims) away from the original
insurer.

20) Roll-Up. A Roll-Up benefit results in the guaranteed value associated with a minimum
contractual guarantee increasing at a contractually defined interest rate.

21) Volatility. Volatility refers to the annualized standard deviation of asset returns.

application shall assume a return on separate account assets equal to the year (
interest rate less appropriate asset based charges. It shall also assumg a [
separate account and general account options equal to the rates guarantee@nde contract

The reserve for such contracts shall be no less than the Cash Surrender§glue on the valuation
date, as defined in Section I11)B).

amount to be added for any given contract may be

applied to each contract shall reflect the following of the valuation date:

1) The contractual features of the varizﬁl\y oduct,

2) The actual issue age, period
applicable to the contract,

ttained age, years-to-maturity, and gender

3) The account value and compositio type of underlying variable or fixed fund,
4) Any surrender charge

@v adjustment made to the GMDB for partial withdrawals (e.g.,
#¥=dollar adjustment), and

5) The GMDB
proportional o

6) Expens be incurred and revenues to be received by the company as estimated on a
basis as described in Section 111)B)8) and complying with the
Revenue Sharing as described in section A1.1)E).

Factor C . Factors shall be applied to determine each of the following components.”

CA = Provision for amortization of the unamortized surrender charges calculated by the
rer based on each contract’s surrender charge schedule, using prescribed
assumptions, except that lapse rates shall be based on the insurer’s Prudent Estimate, but

with no provision for Federal Income Taxes or mortality;

FE = Provision for fixed dollar expenses less fixed dollar revenue calculated using
prescribed assumptions, the contract’s actual expense charges, the insurer’s anticipated

2L Material to assist in the calculation of the components is available on the American Academy of Actuaries’ website, at
http://www.actuary.org/life/phase2.asp.
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actual expenses and lapse rates, both estimated on a Prudent Estimate basis, and with no
provision for Federal Income Taxes or mortality;

= Provision for the costs of providing the GMDB less net available spread-based
charges determined by the formula FxGV —Gx AV xR, where GV and AV are as
defined in section A4.3)A);

= A scaling factor that is a linear function of the ratio of the margin offset to Total
Account Charges (W) and takes the form R(5y, £;) = £y + B, xW . The igtarcept and slope
factors for this linear function vary according to:

a) Product type,
b) Pro-rata or dollar-for-dollar reductions in guar& ollowing partial

e) Contract duration,
f) Asset-based charges, and

withdrawals,
C) Fund class,
d) Attained age, Q
goatal

9) 90% of the ratio of account va J nteed value, determined in the
aggregate for all contracts sharing¥

duct characteristics.
Tables of factors for F, G, /%, an lues;eflecting a 65% confidence level and

ignoring Federal Income Tax, are ableyfrom the National Association of Insurance
Commissioners. In calculating R(Ge/; )W y from the linear function provided above,

the margin ratio W must be‘ons i values greater than or equal to 0.2 and less than
or equal to 0.6.

Xalculated using the linear function described above)

2 product characteristics and asset class shall be derived
g% using multi-point linear interpolation over the following

Interpolated values g
for all contracts havii
from the pre-calculated Vlu
four contract-levedattributes:
Attained ag

Cont

jo of accGunt value to GMDB, and
Qe of all asset based charges, including any fund management fees or allowances

d on the underlying variable annuity funds received by the insurer.

0SS asset-based charges for a product shall equal the sum of all contractual asset-based
plus fund management fees or allowances based on the underlying variable annuity funds

ceived by the insurer determined by complying with the requirements for Prudent Estimate
cribed in Section 111)B)8) and Revenue Sharing described in section A1.1)E). Net asset-based

charges equal gross asset-based charges less any company expenses assumed to be incurred
expressed as a percentage of account value. All expenses that would be assumed if the
Conditional Tail Expectation Amount were being computed as described in section Al.1)A)
should be reflected either in the calculation of the net asset based charges or in the expenses
reflected in the calculation of the amount FE.

No adjustment is made for Federal Income Taxes in any of the components listed above.
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A4.2)

A)

B)

For purposes of determining the Conditional Tail Expectation Amount using the Alternative
Methodology, any interpretation and application of the requirements of the Guideline shall follow
the principles discussed in the Section 1) Background.

Calculation of CA and FE

General Description. Components CA and FE shall be calculated for each contract, thus reflecting
the actual account value and GMDB, as of the valuation date, which is unique to each coatract.

Components CA and FE are defined by deterministic “single-scenario” calculations account
for asset growth, interest and inflation at prescribed rates. Mortality is ignorg@re two
components. Lapse rates shall be determined on a Prudent Estimate basis g5 des @ Section
111)B)8). Lapse rates shall be adjusted by the formula shown below ( afnic Lapse
Multiplier, A1), which bases the relationship of the GMDB (denoted as mormula) to the
account value (denoted as AV in the formula) on the valuation date. iscted lapse rates
are smaller when the GMDB s greater than the account value and larger n the GMDB is less
than the account value.

A= MIN{U , MAX{L,l— M x (ﬂ—
AV
where U=1, L=0.5, M=1.25, and D=1.1.

Present values shall be computed over the period frm& tion date to contract maturity at a

discount rate of 5.75%.

Projected fund performance underlying theg urt valyes is as shown in the table below. Unlike
the GC component, which requires t4 ire'Qgcount value to be mapped, using the Fund
Categorization Rules set forth in secti® ) a single “equivalent” asset class (as described in
A4.4)C)), the CA and FE calculation projects each variable subaccount (as mapped to
the 8 prescribed categories shown in seQgio#’A4.4)) using the net asset returns shown in the
following table. If surrender chagges are based wholly on deposits or premiums as opposed to
account value, use of this table not be necessary.

Net Annualized Return
Guaranteed Rate

Money Market 0%
come (Bond) 0%
Balanced -1%
iversified Equity 2%
ersified International Equity -3%
Intermediate Risk Equity -5%
Aggressive or Exotic Equity —8%

Component CA. Component CA is computed as the present value of the projected change in
surrender charges plus the present value of an implied borrowing cost of 25 basis points at the
beginning of each future period applied to the surrender charge at such time.
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This component can be interpreted as the “amount needed to amortize the unamortized surrender
charge allowance for the persisting policies plus the implied borrowing cost.” By definition, the
amortization for non-persisting lives in each time period is exactly offset by the collected
surrender charge revenue (ignoring timing differences and any waiver upon death). The
unamortized balance must be projected to the end of the surrender charge period using the net
asset returns and Dynamic Lapse Multiplier, 4, both as described above and the year-by-year
amortization discounted also as described above. For simplicity, mortality is ignored in the
calculations. Surrender charges and free partial withdrawal provisions are as specified in the
contract. Lapse and withdrawal rates are determined on a Prudent Estimate basis. and may vary
according to the attributes of the business being valued, including, but not limiged ttained age,
contract duration, etc.

C) Component FE. Component FE establishes a provision for fixed golla @ 2s (e.g., allocated
costs, including overhead expressed as “per contract” and thgse - defined on a “per
tiv
e

contract” basis) less any fixed dollar revenue (e.g., annual admin arges or contract fees)
through the earlier of contract maturity or 30 years. FE is co e present value of the
company’s assumed fixed expenses projected at an assumed annuaWgate of inflation starting in the
jecti flation rate (“CIR™) into an
aluation date. The CIR is the
the company’s most recent asset

t

greater of 3% and the inflation rate assumed fogexP @

adequacy analysis for similar business. \

A4.3) Calculation of the GC Component

atlon date. F, G and the slope and intercept for

ed symbolically as 3, and ;) are pre-calculated
ciagon of Insurance Commissioners and known herein as
tors shall be interpolated as described in subsection F),
ribed in sections A4.3)G) and A4.3)H).

A) GC Factors. GC is calculated as F xGV where GV is the amount of GMDB and AV
is the contract account value, both4s o a
i d

B) Five Steps. There are fivgimajor steps in determining the GC component for a given contract:
1) Classifyin posure (as specified in subparagraph C), below);

2) Deter

3) Mg the appropriate nodal factors from the factor grid (as described in
S

k attributes (as specified in subparagraphs D) and E), below);

agraph F) below;

olating the nodal factors, where applicable (optional) also as described in
aragraph F), below; and

5) Applying the factors to the contract values.

C) Classifying Asset Exposure. For purposes of calculating GC (unlike what is done for components
CA and FE), the entire account value for each contract must be assigned to one of the eight
prescribed fund classes shown in section A4.4), using the Fund Categorization rules in section
Ad.4).

D) Product Designs. Factors F, G and R(f,, f3,)are available within the Pre-Calculated Factors for
the following GMDB product designs:
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E)

F

1) Return of Premium (“ROP”),

2) Premiums less withdrawals accumulated at 3% per annum, capped at 2.5 times premiums
less withdrawals, with no further increase beyond age 80 (“ROLL3"),

3) Premiums less withdrawals accumulated at 5% per annum, capped at 2.5 times premiums
less withdrawals, with no further increase beyond age 80 (“ROLL5"),

4) An annual ratchet design (maximum anniversary value), for which the guaranteed, benefit
never decreases and is increased to equal the previous contract anniversary acobun ue,
if larger, with no further increases beyond age 80 (“MAV”),

5) A design having a guaranteed benefit equal to the larger of the begefits @ ns 3 and
4, above (“HIGH”), \
6) An enhanced death benefit (“EDB”) equal to 40% of the net ea Nﬁe account (i.e.,
a

40% of account value less total premiums paid plus withdraw ade) with this latter
benefit capped at 40% of premiums less withdrawals (“EDB

Other Attributes. Factors F, G and R(f,,/,) are availably Pre-Calculated Factors for

the following set of attributes: \

1) Two Partial Withdrawal Rules — one for ra aving a pro-rata reduction in the
GMDB and another for contracts having a dollai§ar;dollar reduction,

2) The eight asset classes described in&i\< 4EB),
3) Eight attained ages, with a 5-yfa athadk for females,

4) Five contract durations,

5) Seven values of GV/AVgSind
6) Three levels of,assq

Interpolation of F, G a®d

1) Values 0 G and R(A,,5,) apply to a contract having the product characteristics listed
in sectimp AZGM) and shall be determined by selecting values for the appropriate partial
% ule and asset class and then using multi-point linear interpolation among

s ues for the last four attributes shown in section A4.3)E).

2 tion over all four dimensions is not required, but if not performed over one or
ore dimensions, the factor used must result in a conservative (higher) value of GC.
ever, simple linear interpolation using the AV + GV ratio is mandatory. In this case,
the company must choose nodes for the other three dimensions according to the
following rules: next highest attained age, nearest duration, and nearest Annualized
Account Charge Differential, as listed in A4.5)C) (i.e., capped at +100 and floored at —

100 bps).
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3) For R(S., /), the interpolation should be performed on the Scaling Factors R calculated

using S, [, using the ratio of Margin Offset to Total Asset Charges (W), not on the
factors £ and £, themselves.

4) An Excel® workbook, Excel® add-in and companion dynamic link library (.dll) program

is available from the National Association of Insurance Commissioners that can be used
to determine the correct values and perform the multi-point linear interpolation.

5) Alternatively, published documentation can be referenced on perfoy§gg multi-point
linear interpolation and the required sixteen values determined fing y that is
_Upll

documented in the table “Components of Key Used for GC Fact located in
section A4.5)C).
L 4
G) Adjustments to GC for Product Variations & Risk Mitigation/Tl e cases, it may be

necessary to make adjustments to the published factors due to:

1) A variation in product form wherein the definition g§th
different from those for which factors are availab

2) A risk mitigation or other managemen®strate er than a hedging strategy, that
cannot be accommodated through a yard and direct adjustment to the
published values.

Adjustments may not be made to GC for h M gies.

Any adjustments to the publisheo’f t
stochastic analysis. Such analysigmg \ tochastic simulations, but would not ordinarily be
4 q

based on full inforce projec ad, ¥ representative “model office” should be sufficient.
Use of these adjusted factorsSSgy ported by a periodic review of the appropriateness of the
assumptions and methods used T¢
when deemed necessary by such revee

e nteed benefit is materially
n A4.3)H)); and/or

Note that minor varia
cases, it may

roduct design do not necessarily require additional effort. In some
use the factors/formulas for a different product form (e.g., for a
roll-up GM beyond the maximum reset age or amount, the ROP GMDB
factors/formul sed, possibly adjusting the guaranteed value to reflect further resets, if
any). In other casesfgthe reserves may be based on two different guarantee definitions and the
results i olated to obtain an appropriate value for the given contract/cell. Likewise, it may be

ible_to “Nliust the Alternative Methodology results for certain risk transfer arrangements
% ificant additional work (e.g., quota-share reinsurance without caps, floors or sliding

normally be reflected by a simple pro-rata adjustment to the “gross” GC results).

r, if the contract design is sufficiently different from those provided and/or the risk
itigation strategy is non-linear in its impact on the Conditional Tail Expectation Amount, and
e is no practical or obvious way to obtain a good result from the prescribed factors/formulas,
any adjustments or approximations must be supported using stochastic modeling. Notably this
modeling need not be performed on the whole portfolio, but can be undertaken on an appropriate
set of representative policies.

H) Adjusting F and G for Product Design Variations. This subsection describes the typical process
for adjusting F and G factors due to a variation in product design. Note that R (as determined by
the slope and intercept terms in the factor table) would not be adjusted.
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1) Select a contract design among those described in section A4.3)D) that is similar to the
product being valued. Execute cash flow projections using the documented assumptions
(see table of Liability Modeling Assumptions & Product Characteristics in section
A4.5)A) and table of Asset Based Fund Charges in section A4.5)B)) and the pre-
packaged scenarios for a set of representative cells (combinations of attained age,
contract duration, asset class, AV/GMDB ratio and asset-based charges). These cells
should correspond to nodes in the table of pre-calculated factors. Rank (order) the sample
distribution of results for the present value of net cost.”> Determine those scenarios that
comprise CTE (65).

2) Using the results from step 1, average the present value of cost for theQETE (05)
scenarios and divide by the current guaranteed value. For the J" cell, de i ue by
F;. Similarly, average the present value of margin offset revenuegfor ti& asubset of

scenarios and divide by account value. For the J" cell, denote th& 7 -
3) Extract the corresponding pre-calculated factors. For each g@ to the published
teri

tables by defining a “model adjustment factor” (denoted separately for the

“cost” and “margin offset” components:
Ff:fe and G} =9
Fs G, \

4) Execute “product specific” cash flow proje
pre-packaged scenarios for the same set of tafive cells. Here, the company should
model the actual product design. Rank ample distribution of results for the
present value of net cost. Determin S nagyos that comprise CTE (65).

the documented assumptions and

5) Using the results from step e present value of cost for the CTE (65)
scenarios and divide by the &§rent gualinteed value. For the J" cell, denote this value by
F,. Similarly, average the prese

scenarios and divide by aglount valtle. For the J" cell, denote this value by G .

6) To calculate the ' Tail Expectation Amount for the specific product in

question, the gomy Id implement the Alternative Methodology as documented,
but use F, x in ¢ of F and G, xG; instead of G. The same R factors as
appropriate for the Mgduct evaluated in step 1 shall be used for this step (i.e., the product

used to rate the cash flow model).
Adjusting 0 ality Experience. The factors that have been developed for use in
determilgyi me male mortality at 100% of the 1994 Variable Annuity MGDB ALB
Mortality cagompanies electing to use the Alternative Methodology that have not conducted
i their mortality experience shall use these factors. Other companies should use

Appendix 10. Once a company uses the modified method for a block of business, the option to
use the unadjusted factors is no longer available for that part of its business. In applying the
factors to actual inforce business, a 5-year age setback should be used for female annuitants.

22 present value of net cost = PV [guaranteed benefit claims in excess of account value] — PV [margin offset]. The discounting
includes cash flows in all future years (i.e., to the earlier of contract maturity and the end of the horizon).

© 1999-2018 National Association of Insurance Commissioners AG43-42



Appendix C AG XLIII

1) Develop a set of mortality assumptions based on Prudent Estimate. In setting these
assumptions, the actuary shall be guided by the definition of Prudent Estimate and the
principles discussed in Appendices 9 and 10 of the Guideline.

2) Calculate two sets of net single premiums (NSP) at each attained age: one valued using
100% of the 1994 Variable Annuity MGDB ALB Mortality Table (with the
aforementioned 5-year age setback for females) and the other using Prudent Estimate
mortality. These calculations shall assume an interest rate of 3.75% and a lapse rate of
7% per year.

3) The GC factor is multiplied by the ratio, for the specific attained age ¥§ing vaiued, of the
NSP calculated using the Prudent Estimate mortality to the N& alcéipted using the
1994 Variable Annuity MGDB ALB Mortality Table (wjth t @ entioned 5-year

age setback for females). \
A4.4) Fund Categorization \

A) Criteria. The following criteria should be used to select th@ate factors, parameters and
formulas for the exposure represented by a specified ZUgute®& benefit. When available, the
volatility of the long-term annualized total returngor @ — or an appropriate benchmark —

should conform to the limits presented. For this ong-term” is defined as twice the
average projection period that would be appli€d t the product in a stochastic model

(generally, at least 30 years). x
Where data for the fund or benchmark a or unreliable, the fund exposure should be

moved to the next higher volatiley c% otherwise indicated. In reviewing the asset
efl

classifications, care should be taken ny additional volatility of returns added by the
presence of currency risk, liqua -aswy effects, short selling and speculative positions.

B) Asset Classes. Variable subac t be categorized into one of the following eight (8) asset
classes. For purposes of calcula A or FE, each contract will have one or more of the
following asset classes refitesented, whereas for component GC, all subaccounts will be mapped
into a single asset class.

s class is credited interest at guaranteed rates for a specified term or
adortfolio rate” or ‘benchmark’ index. This class offers a minimum
positive gegtanteed rate that is periodically adjusted according to company policy and

Qndl ions.
eY®Market/Short-Term. This class is invested in money market instruments with an

2) :
ge remaining term-to-maturity of less than 365 days.

Fixed Income. This class is invested primarily in investment grade fixed income
securities. Up to 25% of the funds within this class may be invested in diversified equities
or high-yield bonds. The expected volatility of the returns for this class will be lower than
the Balanced fund class.

4) Balanced. This class is a combination of fixed income securities with a larger equity
component. The fixed income component should exceed 25% of the portfolio.
Additionally, any aggressive or ‘specialized’ equity component should not exceed one-
third (33.3%) of the total equities held. Should the fund violate either of these constraints,
it should be categorized as an equity fund. This class usually has a long-term volatility in
the range of 8% — 13%.
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C)

5) Diversified Equity. This class is invested in a broad-based mix of U.S. and foreign
equities. The foreign equity component (maximum 25% of total holdings) must be
comprised of liquid securities in well-developed markets. Funds in this class would
exhibit long-term volatility comparable to that of the S&P500. These funds should
usually have a long-term volatility in the range of 13% — 18%.

6) Diversified International Equity. This class is similar to the Diversified Equity class,
except that the majority of fund holdings are in foreign securities. This clags,should
usually have a long-term volatility in the range of 14% — 19%.

Diversified and Aggressive Equity Classes. This class has a longyter ty in the

range of 19% — 25%. \
8) Aqggressive or Exotic Equity. This class comprises more vol xwhere risk can

arise from: underdeveloped markets, uncertain markets, high vola of returns, narrow
focus (e.g., specific market sector), etc. This class (or marke ark) either does not

2 expected volatility, or
the volatility is very high. This class would be 4sead er the long-term expected

7) Intermediate Risk Equity. This class has a mix of characteristic % the

Selecting Appropriate Investment Classes. The sele
be done at the level for which the guarantee appli

, Where the guarantee applies across
ore complicated. In such instances, the
uped holdings” fit within the categories

et proxies), and to classify the entire ‘asset exposure” into one

t exposure’ refers to the underlying assets (separate and/or
5) 'On which the guarantee will be determined. For example, if
each deposit year within the contract, then the classification
for the exposure of each deposit year.

with reference to the indicated
of the specified choices. Here,_*

general account investmentgoptic
the guarantee applies
process would be appl epc

In summary, m g the benefit exposure (i.e., the asset exposure that applies to the calculation
of the guarantee imum death benefits) to one of the prescribed asset classes is a multi-step

process:

1) eparate and/or general account investment option to one of the prescribed
sses. For some funds, this mapping will be obvious, but for others it will involve
a review of the fund’s investment policy, performance benchmarks, composition and

ected long-term volatility.

2) Combine the mapped exposure to determine the expected long-term “volatility of current
fund holdings.” This will require a calculation based on the expected long-term volatility
for each fund and the correlations between the prescribed asset classes as given in the
table “Correlation Matrix for Prescribed Asset Classes,” in section A4.4)D).
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3) Evaluate the asset composition and expected volatility (as calculated in step 2) of current
holdings to determine the single asset class that best represents the exposure, with due
consideration to the constraints and guidelines presented earlier in this section.

In step 1, the company should use the fund’s actual experience (i.e., historical performance,
inclusive of reinvestment) only as a guide in determining the expected long-term volatility. Due
to limited data and changes in investment objectives, style and/or management (e.g., fund
mergers, revised investment policy, different fund managers, etc.); the company may need to give
more weight to the expected long-term volatility of the fund’s benchmarksgln general, the
company should exercise caution and not be overly optimistic in assuming thaftu returns will
consistently be less volatile than the underlying markets.

In step 2, the company should calculate the “volatility of current figad he @ (for the exposure

being categorized) by the following formula \\

n n
U\/ZZWIWJIO”O'IGJQ
i=1j=1
using the volatilities and correlations in the followg e w, = AVi is the relative

. %AVK
value of fund i expressed as a proportion of tot& ctWalue, p;; is the correlation between

asset classes i and j and o is the volatility &
L 2 \O. ,

ss i. An example is provided after the table.
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duct with a contract level

D) Correlation Matrix for Prescribed Asset Classes.

ANNUAL FIXED | MONEY | FIXED [, - [DIVERSE| INTL | INTERM | AGGR
VOLATILITY ACCOUNT | MARKET | INCOME EQUITY | EQUITY | EQUITY | EQUITY
L T 1 050 0.15 0 0 0 0
5.0% |;::)gE|\I2E 0.15 0.20 1 0.30 0.10 0.10 0.10 0.05
10.0% g ALANCED 0 0 0.30 1 0.95 0.60 60
15.5% EI)EI(\Q/EI'?I'S\I(E 0 0 0.10 0.95 1 0.60 0.70
17.5% E(IQI\llJ-I;'II_'Y 0 0 0.10 0.60 0.60 * 0.60
21.5% L’gjﬁ'\\f 0 0 0.10 0.75 0.80 1 0.70
26.0% £%?$v 0 0 0.05 0.60 0.70 0.6 0.70 1
E)  Fund Categorization Example. As an example, suppose @Fixed Income, diversified

0

U.S. Equity and Aggressive Equity) are offered to cl
guarantee (i.e., across all funds held within the co
for five sample contracts are shown in the following

5

rent fund holdings (in dollars)

3 4 5
MV Fund X (Fixed Income): 8,000 - 5,000
MV Fund Y (Diversified Equity): 2,000 6,000 -
MV Fund Z (Aggressive Equity): - 4,000 5,000
Total Market Value: 10,000 10,000 10,000
Total Equity Market Value: 2,000 10,000 5,000
Fixed Income % (A): 80% 0% 50%
Fixed Income Test (A>75% Yes No No
Aggressive % of Equity (B): 10% 36% n/a 40% 100%
Yes No n/a No No
10.9% 13.2% 5.3% 19.2% 13.4%
Balanced Diversified** | Fixed Income | Intermediate Diversified

2 Although the volatility suggests “Balanced Fund,” the Balanced Fund criteria were not met. Therefore, this ‘exposure’ is
moved “up” to Diversified Equity. For those funds classified as Diversified Equity, additional analysis would be required to
assess whether they should be instead designated as “Diversified International Equity.”
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As an example, the “Volatility of Current Fund Holdings” for contract #1 is calculated as ¥ A+B where:

2
2
A= (ixo.os) + [ﬂ X 0.155} +
15

15

2
(iXO.ZG)
15

51 91

B=2. (E-E}O.BO.OSXO.l%) +2- (—~—}0.05><0.05><0.26) +2- (—-—}0.7><0.155<0.26)
1515 1515 1515

So the volatility for contract #1 = 4/0.0092+0.0026 = 0.109 or 10.9%.

A4.5) Tables

A)

Liability Modeling Assumptions & Product Characteristics used for GC F,

.

Asset Based Charges
(MER)

Vary by fund class. See section A4.5)B).

Base Margin Offset

100 basis points per annum.

GMDB Description

1. ROP =return of premium ROP.

2. ROLL3 = 3% roll-up, caf premium, frozen at age 80.

3. ROLL5 = 5% roll-up, et® % premium, frozen at age 80.

4. MAV = annual ratchet K anniversary value), frozen at age
80.

5. HIGH = Higher ol r p and annual ratchet.

6. EDB=40%E ce h Benefit (capped at 40% of deposit). Note
that the F§e- actors were originally calculated with a
combine , but they have been adjusted to remove the

us, the factors for this benefit 5 are solely for the

Adjustment to GMDB
Upon Partial
Withdrawal

Surrender Charges

Single Premium /
Deposit
Base Contract Lapse

@ ). No future deposits; no intra-contract fund rebalancing.

Pro-rata by MV:
Dollar-for-dollar:

10% p.a. at all contact durations (before dynamics)
2% p.a. at all contract durations (no dynamics)

Rate (Total Surw
Partial Withd

« Pro-rataby MV:  None (i.e., zero)
« Dollar-for-dollar:  Flat 8% p.a. at all contract durations (as a % of AV).
No dynamics or anti-selective behavior.

100% of the 1994 Variable Annuity MGDB Mortality Table (MGDB 94
ALB). For reference, 1000 x gy rates at ages 65 and 70 for 100% of MGDB 94
ALB Male are 18.191 and 29.363 respectively. Note that section A4.3)I)
allows modification to this assumption.

Distribution

100% male. Methodology accommodates different attained ages.
A 5-year age setback will be used for female annuitants.

Max. Annuitization Age

All policies terminate at age 95.

Fixed Expenses

Ignored (i.e., zero). Included in the FE component.

Annual Fee and Waiver

Ignored (i.e., zero). Included in the FE component.
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Discount Rate

5.75% pre-tax.

Dynamic Lapse
Multiplier

(Applies only to policies
where GMDB is
adjusted “pro-rata by

B P I |

U=1, L=0.5, M=1.25, D=1.1
= Applied to the ‘Base Contract Lapse Rate’
= Does not apply to partial withdrawals.

MV upon withdrawal)

B) Asset-Based Fund Charges (bps per annum).

Asset Class / Fund Accgt:]r;tr;;alue’
Fixed Account 0
Money Market 110
Fixed Income (Bond) 200
Balanced 25@
Diversified Equity 25
Diversified International Equity 5
Intermediate Risk Equity
Aggressive or Exotic Equity 5
C) Components of Key Used for GC F4¢
(Eirst Dig ways “1”)

Contract Attribute

: Possible Values & Description

Product Definition, P

Return-of-premium.

Roll-up (3% per annum).

Roll-up (5% per annum).

Maximum Anniversary Value (MAV).

High of MAV and 5% Roll-up.

Enhanced Death Benefit (excludes the ROP
GMDB, which would have to be added separately
if the contract in question has an ROP benefit.)

GV Adjustme
Withdrawal, A

Pro-rata by market value.
Dollar-for-dollar.

~No ook~ WNEFE Ok O
~NoO ok~ wWwNDEFE Ok O

Fixed Account.

Money Market.

Fixed Income (Bond).
Balanced Asset Allocation.
Diversified Equity.
International Equity.
Intermediate Risk Equity.
Aggressive / Exotic Equity.
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Attained Age (Last Birthday), X 0:35 4: 65
1:45 5:70
2:55 6:75
3:60 7:80
Contract Duration (years-since- | 0: 0.5 1:35
issue), D 2:6.5 3:95
4:125
Account Value-to-Guaranteed 0:0.25 4:1.25
Value Ratio, ¢ 1:0.50 5:1.50
2:0.75 6:2.00
3:1.00 *
Annualized Account Charge 0 :-100 bps
Differential from A4.5)B) 1:+0
Assumptions 2:+100 0
2Q
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APPENDIX 5 - Scenario Calibration Criteria

A5.1) General

This Appendix outlines the requirements for the stochastic models used to simulate fund performance.?
Specifically, it sets certain standards that must be satisfied and offers guidance to the actuary in the
development and validation of the scenario models. Background material and analysis are presented to
support the recommendation. The Appendix focuses on the S&P 500 as a proxy for returns on a broadly
diversified U.S. equity fund, but there is also advice on how the techniques and requirements waould apply
to other types of funds. General modeling considerations such as the number of scenarios andfpr ion
frequency are also discussed.

The calibration points given in this Appendix are applicable to gross returns (befogg the @
fees or charges). To determine the net returns appropriate for the projections requir@gl bygshs
the actuary shall reflect applicable fees and contractholder charges in the d N of projected
account values. The projections shall also include the costs of managing the ingest nd converting
the assets into cash when necessary.

olatilities and in the
brable correlation to other

As a general rule, funds with higher expected returns should have Righg
absence of well-documented mitigating factors (e.g., a highly reljab
fund returns), should lead to higher reserve requirements.”

calibration criteria. To the degree that the model uses mean or path-dependent dynamics, this
must be well supported by research and clearly documen emorandum supporting the required
actuarial certification. 23

State or path dependent models are not prohibited, but mus%ed by the historic data and meet the
rsi
n th

The equity scenarios used to determine reserv ilable in an electronic format to facilitate any
regulatory review.

Ab.2) Gross Wealth Ratios

Gross Wealth Ratios derived from the st stic return scenarios for use with a Separate Account variable
fund category for diversified U.S. g st satisfy calibration criteria consistent with that for the
S&P 500 shown in the followifig tal er these calibration criteria, Gross Wealth Ratios for quantiles
less than 50 percent may not value from the table corresponding to the quantile, while at
quantiles greater than 50 percent; ss Wealth Ratios may not be less than the corresponding value for

the quantile from the talgeGross Wealth Ratios must be tested for holding period 1, 5, 10 and 20 years
throughout the projections,"&cept as noted in section A5.3).

@ ined as gross accumulated values (i.e., before the deduction of fees and
aigvestment of income and maturities, starting with a unit investment. These can
meaning a zero return over the holding period.

The “wealth fagtors
charges) with co
be less th i

2% For more details on the development of these requirements, including the development of the calibration points, see the
American Academy of Actuaries recommendation on C-3 Phase Il risk-based capital.

25 While the model need not strictly adhere to ‘mean-variance efficiency,” prudence dictates some form of consistent risk/return
relationship between the proxy investment funds. In general, it would be inappropriate to assume consistently ‘superior’ expected
returns (i.e., risk/return point above the frontier).
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S&P 500 Total Return Gross Wealth Ratios at the Calibration Points

Calibration Point One Year Five Year Ten Year Twenty Year

2.5% 0.78 0.72 0.79

5.0% 0.84 0.81 0.94 1.51

10.0% 0.90 0.94 1.16 2.10

90.0% 1.28 2.17 3.63 02

95.0% 1.35 2.45 4.36 11.

97.5% 1.42 2.72 5.12 %

L 2

The scenarios need not strictly satisfy all calibration points, but the ac satisfied that any
differences do not materially reduce the resulting reserves.? In particula aCWary should be mindful
of which tail most affects the business being valued. If reserves are le t on the right (left) tail

for all products under consideration (e.g., a return of premium guargnte
left tail, an enhanced death benefit equal to a percentage of the gai
tail, etc.), it is not necessary to meet the right (left) calibrati

Id primarily depend on the

p
e
Idfbe most sensitive to the right

L 4
For models that require starting values for certain state m long-term (“average’ or ‘neutral’)
values should be used for calibration. The same values @ oul mally be used to initialize the models
for generating the actual projection scenarios unless It ive assumption can be clearly justified.” It
should be noted that a different set of initialization pararfgters ‘might produce scenarios that do not satisfy
all the calibration points shown in the above tahfe. ever, the S&P 500 scenarios used to determine
reserves must meet the calibration criteria.
Ab5.3) Calibration Requirements B eny Years

It is possible to parameterize some path™ ate dependent models to produce higher volatility (and/or
s in order to meet the calibration criteria, but with lower
returns) for other periods during the forecast horizon. While this
rios (e.g., the state variables would evolve over the course of the
rns), it would be inappropriate and unacceptable for a company to
its characteristics for periods beyond year 20 in a fashion not

projection and primarily for the purpose(s) of reducing the volatility
29

volatility (and/or higher expe
property may occur for certain.s

alter the model par
contemplated at the s
and/or severity qf ultimate rns.

A5.4) Other

arkets (funds) is left to the judgment of the actuary, but the scenarios so generated
ith the calibration points in the table in section A5.2). This does not imply a strict
jonship between the model parameters for various markets/funds, but it would generally be

%6 See the Preamble to the Accounting Practices and Procedures Manual for an explanation of materiality.

%" For example, a stochastic log volatility (“SLV”) model requires the starting volatility. Also, the regime-switching lognormal
model requires an assumption about the starting regime.

2 A clear justification exists when state variables are observable or “known” to a high degree of certainty and not merely
estimated or inferred based on a “balance of probabilities.”

2 sych adjustments must be clearly documented and justified by the historic data.
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The actuary shall document the actual 1-, 5-, 10- and 20-year wealth factors of the scenarios at the same
frequencies as in the “S&P 500 Total Return Gross Wealth Ratios at the Calibration Points” table in
section A5.2). The annualized mean and standard deviation of the wealth factors for the 1-, 5-, 10- and
20-year holding periods must also be provided. For equity funds, the actuary shall explain the
reasonableness of any significant differences from the S&P500 calibration points.

When parameters are fit to historic data without consideration of the economic setting in which the
historic data emerged, the market price of risk may not be consistent with a reasonable long-tecma model
of market equilibrium. One possibility for establishing ‘consistent’ parameters (or scenariosj’ac all
funds would be to assume that the market price of risk is constant (or nearly constant) and
some functional (e.g., linear) relationship. That is, higher expected returns can only, rieged by
assuming greater risk.* S

Specifically, two return distributions X and Y would satisfy the following relatior%
Market Price of Risk = [ E[Rx]- rj - ( E[Rv] - ]
O X Oy

where E[R] and o are respectively the (unconditional) expected 4gtu volatilities and r is the

expected risk-free rate over a suitably long holding period comafenstgte with the projection horizon.
One approach to establish consistent scenarios would se&el parameters to maintain a near-

constant market price of risk.

A closely related method would assume some fornfof * -vgyiance’ efficiency to establish consistent
model parameters. Using the historic data, the_mear§gari (alternatively, ‘drift-volatility’) frontier

driare from a collection of world market indices.
The frontier could be assumed to follow s€e functifinal form,* with the coefficients determined by
ing the uncertainty in the data, a ‘corridor’ could
be established for the frontier. Model parameters Wgrd then be adjusted to move the proxy market (fund)
inside the corridor.

Clearly, there are many other tec could be used to establishing consistency between the
scenarios. While appealing, oaches do have drawbacks® and the actuary should not be
overly optimistic in constructi

Funds can be grouped wcte as a single fund if such grouping is not anticipated to materially

reduce reserves. However, should be taken to avoid exaggerating the benefits of diversification. The
actuary must docum lopment of the investment return scenarios and be able to justify the
mapping of thegom riable accounts to the proxy funds used in the modeling.

% Asan example, the standard deviation of log returns is often used as a measure of risk.
3! Quadratic polynomials and logarithmic functions tend to work well.
%2 For example, mean-variance measures ignore the asymmetric and fat-tailed profile of most equity market returns.
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A5.5) Correlation of Fund Returns

In constructing the scenarios for the proxy funds, the company may require parameter estimates for a
number of different market indices. When more than one index is projected, it is generally necessary to
allow for correlations in the simulations. It is not necessary to assume that all markets are perfectly
positively correlated, but an assumption of independence (zero correlation) between the equity markets
would inappropriately exaggerate the benefits of diversification. An examination of the historic data
suggests that correlations are not stationary and that they tend to increase during times of high volatility
or negative returns. As such, the actuary should take care not to underestimate the coggelations in those
scenarios used for the reserve calculations.

If the projections include the simulation of interest rates (other than for discountig§ s&g
as equity returns, the processes may be independent provided that the acfyary @

assumption (i.e., zero correlation) does not materially underestimate the %

train) as well
onstrate that this

A5.6) Number of Scenarios and Efficiency in Estimation

For straight Monte Carlo simulation (with equally probable “path$§.of #iind returns), the number of
scenarios should typically equal or exceed 1000. The aggr n er will depend on how the
scenarios will be used and the materiality of the results. Thg a uld use a number of scenarios that

will provide an acceptable level of precision. \

Fewer than 1000 scenarios may be used provided thegactuary has determined through prior testing
(perhaps on a subset of the portfolio) that the CTE s S& obtained materially reproduce the results
from running a larger scenario set.
Variance reduction and other sampling
more efficiently than simply increasigg
the actuary can demonstrate that thé*
techniques are specifically designed
accuracy (and efficiency) relative to straig

S ntended to improve the accuracy of an estimate

of simulations. Such methods can be used provided
ad to a material understatement of results. Many of the
ing means, not tail measures, and could in fact reduce
fionte Carlo simulation.*®

The above requirements and waigings are not meant to preclude or discourage the use of valid and
appropriate sampling methog# uasi Random Monte Carlo (QRMC), importance sampling or other
techniques designed td efficiency of the simulations (relative to pseudo-random Monte Carlo
methods). However, a should maintain documentation that adequately describes any such
techniques used in the profstions. Specifically, the documentation should include the reasons why such
methods can be@ygected not™to result in systematic or material under-statement of the resulting reserves
compared to usin do-random Monte Carlo numbers.

AbL.7) gFrec @ f Projection and Time Horizon

| cashflow frequency (“timestep”) is generally acceptable for benefits/features that are not
ive to projection frequency. The lack of sensitivity to projection frequency should be validated by
rein the actuary should determine that the use of a more frequent (i.e., shorter) time step does
not materially increase reserves. A more frequent time increment should always be used when the product
features are sensitive to projection period frequency.

% However, with careful implementation, many variance reduction techniques can work well for CTE estimators. For example,
see Manistre, B.J. and Hancock, G. (2003), “Variance of the CTE Estimator,” 2003 Stochastic Modeling Symposium, Toronto,
ON, September 2003.
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Care must be taken in simulating fee income and expenses when using an annual time step. For example,
recognizing fee income at the end of each period after market movements, but prior to persistency
decrements, would normally be an inappropriate assumption. It is also important that the frequency of the
investment return model be linked appropriately to the projection horizon in the liability model. In
particular, the horizon should be sufficiently long so as to capture the vast majority of costs (on a present
value basis) from the scenarios.*

Ab5.8) Pre-Packaged Scenarios

The American Academy of Actuaries has provided 10,000 scenarios on its website® for t@ng
nineteen asset classes.®®

2) 6-month U.S. Treasury yields \\
3) 1-year U.S. Treasury yields 0

4) 2-year U.S. Treasury yields

5) 3-year U.S. Treasury yields ’Q

6) 5-year U.S. Treasury yields &\

7) 7-year U.S. Treasury yields \

8) 10-year U.S. Treasury yields ‘\%

9) 20-year U.S. Treasury yields

1) 3-month U.S. Treasury yields TS

10) 30-year U.S. Treasury yields

11) Money Market / Short-Term

12) U.S. Intermediate Tergh Go
13) U.S. Long Term Corporaté@§gonds
14) Diversified Fixe me

15) Diversified

16)  Di

* As a general guide, the forecast horizon should not be less than 20 years.

% The pre-packaged scenarios can be found at http://www.actuary.org/life/phase2.asp and are fully documented at
http://www.actuary.org/pdf/life/c3supp_march05.pdf.

% Because the reserves calculated using projections involve cash flow projections, the pre-packaged scenarios were developed
under the “real world” probability measure (as opposed to a “risk-neutral” basis). Therefore, the pre-packaged scenarios may not
be appropriate for purposes of projecting the market value of future hedge instruments within a projection (to the extent such
instruments are used in the projections). For this purpose, it may be more appropriate to use risk neutral scenarios to determine
the market value of hedge instruments in the cash flow projections that are based on real world scenarios.
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17) Diversified International Equity
18) Intermediate Risk Equity
19) Aggressive or Specialized Equity

The scenarios are available as gross monthly accumulation factors (or U.S. Treasury yields) over a 30-
year horizon in comma-separated value format (*.csv). These scenarios have been appropriately
correlated so that the K™ scenario for each asset class must be used together and considered one “future
investment return scenario.”® Hence, the scenarios can be combined (by blendi h cumulation
factors®) to create additional ‘proxy’ scenarios for the company’s funds.

For example, suppose the actuary wanted to construct scenarios for a “balagced @ t targets a 60/40
allocation between bonds and U.S. equities. If we denote [ AF* ] as the rpatri 3 lation factors for
asset class X, then the balanced scenarios would be defined by [ AF®A- ’&[ AFPONP 1+ 0.40 x [
AF4P30 1 Care should be taken to avoid exaggerating the benefits of¢gliveMgfigation. The actuary shall
document the development of the investment return scenarios and be ab Justify the mapping of the
company’s variable accounts to the proxy funds used in the modeling?

@ juivalent yields in decimal format.
argaisiccumulation factors (i.e., monthly

The U.S. Treasury yields are expressed as nominal semi-agnus
All other returns are expressed as periodic (not cumulativ J
“gross wealth ratios”). Interest rates are assumed to chande at tg,start of each month, hence the value in
column T applies for month T-1. The market accu&acto in column T represents the growth in
month T-1.

If all or a portion of these scenarios are udd, t ctuary shall verify that the scenario calibration
criteria are met.

N

%7 It is inappropriate to misalign the ordering of scenarios (e.g., scenario J for “Diversified U.S. Equity” cannot be combined with
scenario K for “Diversified International Equity,” where J # K).

Bitis important to blend the accumulation factors (not the returns) in order to achieve the desired asset mix.
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APPENDIX 6 - Allocation of the Aggregate Reserves to the Contract Level

Section 1V states that the Aggregate Reserve shall be allocated to the contracts falling within the scope of
the Guideline. When the Conditional Tail Expectation Amount is greater that the Standard Scenario
Amount, this allocation requires that the excess be allocated to the contracts falling within the scope of
the Guideline.

A6.1) Allocation when the Aggregate Reserve equals the Conditional Tail Expectation Amount

A) Single sub-grouping. When the Aggregate Reserve is equal to the Conditional Tail BXpe&gation
Amount and the Conditional Tail Expectation Amount is determined in aggregate for&@.contracts
falling within the scope of the Guideline (i.e., a single grouping), as described ig iolV)D),
the excess of the Conditional Tail Expectation Amount over the Standard Scena
be allocated to each contract on the basis of the difference betwee
Reserve and the Cash Surrender Value* on the valuation date for t. If the cash
surrender value is not defined or not available, the Standard Scenario ill'be the basis of
allocation.

e Conditional Tail
ptermined using more than
excess of the Conditional
all reflect that sub-grouping
mount, as described in Section

B) Multiple sub-groupings. When the Aggregate Reserve ,is 480
Expectation Amount and the Conditional Tail Expectatio @

one sub-grouping, as described in Section 1V)D), the allocagions
Tail Expectation Amount over the Standard Scenario Amfun
ion

of contracts used to determine the Conditional Tail e
IV)D).

For example, when the Conditional Tail Expectat§on is determined using sub-grouping, the
excess of the aggregate (i.e., the total for all contracts §ithi scope of the Guideline) Conditional Tail
Expectation Amount over the aggregate StapfdrG g io Amount shall be allocated only to those

contracts that are part of sub-groupings wha (hions to the Conditional Tail Expectation Amount
exceed their contribution to the Standard Sceng

In the case of such sub-groupings, the ex¢?ss of the aggregate Conditional Tail Expectation Amount over
the aggregate Standard Scenario Amouiigshall be allocated to each sub-grouping in proportion to the
difference between the Conditiona tation and the Standard Scenario Reserve for each sub-
grouping for which that excesgfts

Once the allocation to each sub- ing is determined, the excess of the reserve allocated to such sub-
grouping over the Stan cenario /Amount determined for that sub-grouping shall be allocated to each
contract within that SUM on the basis of the difference between the Standard Scenario Reserve
and the Cash Surrend
defined or not ayaila

alu the valuation date for the contracts. If the cash surrender value is not
@ standard Scenario Amount will be the basis of allocation.

% Note that since the Standard Scenario Reserve for a contract is, by definition, greater than or equal to the Cash Surrender
Value, it is understood that the difference between the Standard Scenario Reserve and the Cash Surrender Value for each
contract will never be less than zero.
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As an example, consider a company with the results of the following three sub-groupings:

Sub-grouping A B C Total
Expectation Amount | %3 0 52 120
StandAa;?OSlJ%(inario 20 45 30 95
Aggregate Reserve 120
D -©? 8 -5 22
Allocation 6.67 0 18.33

In this example, the excess of the Conditional Tail Expectation Am u#t tandard Scenario

X} 0 — 95). This excess
of 25 would be allocated only to those contracts that are part of sub-groawiriggwhose contributions to the

example, that would be contracts in sub-groupings A and C (since i
the Standard Scenario Amount exceeds the contribution tq, theg@ugd
oupings A and C in proportion to

Therefore, the excess of 25 would be allocated to the con&a : %
the difference between the Conditional Tail Expectation ngfthe Standard Scenario Reserve for
erence between the Conditional Tail

u ‘]
those sub-groupings (i.e. row 4). In this example, the N
Expectation Amount and the Standard Scenario l&r the contracts in sub-groupings A and C
SS
all

al Tail Expectation Amount).

equals 8 + 22, or 30. This would result in 8/30 of th e the Conditional Tail Expectation Amount
over the Standard Scenario Amount (or 6.67) t d to the contracts in sub-groupings A and
22/30 of the excess of the Conditional Tailggxp mount over the Standard Scenario Amount (or
18.33) to be allocated to the contracts in SUb_M as shown on line (5) above.

In this example, the allocation of thgfAggregat@\Reserve to contracts within sub-grouping B would equal
the Standard Scenario Reserve for 1 acts (as described in section A6.2) below). For sub-
groupings A and C, the difference betwec@thfe allocation of the Aggregate Reserve to each of those sub-
grouping and the Standard Scegario Amount determined for each of those sub-grouping would be
allocated to each contract withweach of those sub-groupings based on the difference between the
Standard Scenario Reserve g®8he“§ash Surrender Value for each of the contracts within the relevant
sub-group. The resultgvou @ allocated Aggregate Reserve for a given contract that would be equal
to the Standard Scenaid Reqgugror that contract plus the amount of the difference between 1) and 2)
below that is allocated to contract, where:

1) Equals tMion of the Aggregate Reserve to that contract’s sub-grouping; and

qus % andard Scenario Amount determined for that contract’s sub-grouping.

I ion when the Aggregate Reserve equals the Standard Scenario Amount

ard Scenario Amount, as required by Section IV)C), is calculated on a contract-by-contract
basis, as described in Appendix 3. Therefore, when the Aggregate Reserve is equal to the Standard
Scenario Amount, the reserve allocated to each contract shall be the reserve calculated for each contract
under the Standard Scenario method.
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APPENDIX 7 — Modeling of Hedges

AT7.1) Initial Considerations

The appropriate costs and benefits of hedging instruments that are currently held by the company in
support of the contracts falling under the scope of the Guideline (excluding those that involve the
offsetting of the risks associated with variable annuity guarantees with other products outside of the scope
of the Guideline, such as equity-indexed annuities) shall be included in the calculation of the Conditional
Tail Expectation Amount, determined in accordance with Section 1V)D) and section Al.4) of the

investment policy adopted by the Board of Directors, or a committee of Board member $ ny is
eligible to reduce the amount of the Conditional Tail Expectation Amount usingyproj i
calculated. The investment policy must clearly articulate the company’s hedging, objefgti
metrics that drive rebalancing/trading. This specification could include maxi
investment losses, earnings, volatility, exposure, etc. in either absolute or relati I one or more
investment horizons vis-a-vis the chance of occurrence. Company manage responsible for
developing, documenting, executing and evaluating the investment stra ingiuding the hedging
strategy, used to implement the investment policy.

te

For this purpose, the investment assets refer to all the assets in& in atives supporting covered

products and guarantees. This is also referred to as the investm NI . The investment strategy is

the set of all asset holdings at all points in time in all sceyagioSLhe hedging portfolio, which is also

referred to as the hedging assets, is a subset of the investme ts. “®he hedging strategy is the hedging

asset holdings at all points in time in all scenarios. There 460 at t to distinguish what is the hedging

portfolio and what is the investment portfolio in thigpA . gor is the distinction between investment
e

strategy and hedging strategy formally made here. ssary to give effect to the intent of this
Appendix, the requirements applicable to the io or the hedging strategy are to apply to the
overall investment portfolio and investment g

This particularly applies to restrictions on the reaS@ggdleness or acceptability of the models that make up
the stochastic cash flow model used to, @erform the projections, since these restrictions are inherently
restrictions on the joint modeling of t edging and non-hedging portfolio. To give effect to these
requirements, they must apply to th estment strategy and investment portfolio.

The cost and benefits of hed i nts that are currently held by the company in support of the
contracts falling under the scope 0Wghe Guideline shall be included in the stochastic cash flow model used
to calculate the Conditi Tail Expéectation Amount in accordance with Section IV)D) (the “model”). If
the company is followin early Defined Hedging Strategy, the model shall take into account the cost
and benefits of hedg
of the hedging gtrate

pected to be held by the company in the future based on the operation

evised hedging strategy can be used to reduce the amount of the Conditional Tail
herwise calculated, the hedging strategy should be in place (i.e., effectively
implemented byfhe company) for at least three months. The company may meet the time requirement by
having evaluated the effective implementation of the hedging strategy for at least three months without
actually having executed the trades indicated by the hedging strategy (e.g., mock testing or by having
effectively implemented the strategy with similar annuity products for at least three months).

These requirements do not supersede any statutes, laws, or regulations of any state or jurisdiction related

to the use of derivative instruments for hedging purposes and should not be used in determining whether a
company is permitted to use such instruments in any state or jurisdiction.
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A7.2) Background

The analysis of the impact of the hedging strategy on cash flows is typically performed using either one
of two methods as described below. Although a hedging strategy would normally be expected to reduce
risk provisions, the nature of the hedging strategy and the costs to implement the strategy may result in an
increase in the amount of the Conditional Tail Expectation Amount otherwise calculated.

The fundamental characteristic of the first method is that all hedging positions, both the currently held
positions and those expected to be held in the future, are included in the stochastic cash flow model used

strategy (including currently held hedge positions) on future cash flows isggvalis
outside of the stochastic cash flow model. In this case, the reduction to the v
Amount otherwise calculated should be commensurate with the degree\'veness of the hedging

part or in whole,
Tail Expectation

strategy in reducing accumulated deficiencies otherwise calculated.

e current hedging strategy

e

(including currently held hedge positions), on the Conditiog® pectation Amount needs to

recognize all risks, associated costs, imperfections in &le @ d hedging mismatch tolerances

associated with the hedging strategy. The risks include, but gfited to: basis, gap, price, parameter
e

Regardless of the methodology used by the company, the ultimate ct 0

estimation, and variation in assumptions (mortality, pe thdrawal, annuitization, etc.). Costs
include, but are not limited to: transaction, i portunity costs associated with margin
requirements) and administration. In addition, the % the Conditional Tail Expectation Amount
attributable to the hedging strategy may need t | due to the uncertainty associated with the
company’s ability to implement the hedgigg s a timely and effective manner. The level of

operational uncertainty varies indirectly with m of time that the new or revised strategy has been
in effect or mock tested.

No hedging strategy is perfect. A give J strategy may eliminate or reduce some but not all risks,
transforms some risks into others, introdudgfiiew risks or has other imperfections. For example, a delta-
only hedging strategy does not giequately hedge the risks measured by the “Greeks” other than delta.
Another example is that financia ices underlying typical hedging instruments typically do not perform
exactly like the separate a , and hence the use of hedging instruments has the potential for
introducing basis risk

A7.3) Calculation o Amount (reported)
The company sh begin by calculating “CTE Amount (best efforts)” — the results obtained when the

Conditional T, ion Amount (or “CTE Amount”) is based on incorporating the hedging strategy
i eld hedge positions) into the stochastic cash flow model, including all of the factors

odels will include at least some approximations or idealistic assumptions, CTE Amount
ts) may overstate the impact of the hedging strategy. To compensate for potential overstatement
ct of the hedging strategy, the company shall recalculate the Conditional Tail Expectation
Amount assuming the company has no dynamic hedging strategy (i.e., reflect only hedge positions held
by the company on the valuation date. The result so obtained is called “CTE Amount (adjusted).” In some
situations the determination of CTE Amount (adjusted) may include both direct and indirect techniques.
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Finally, the reported value for the Conditional Tail Expectation Amount is given by:
CTE Amount (reported) = E x CTE Amount (best efforts) +
(1 - E) x CTE Amount (adjusted)

The value for E (an “effectiveness factor”) reflects the actuary’s view as to the level of sophistication of
the stochastic cash flow model and its ability to properly reflect the parameters of the hedging strategy
(i.e., the “Greeks” being covered by the strategy) as well as the associated costs, risks, and benefits E will
be no greater than 0.70. As the sophistication of the stochastic cash flow model increases, the value for E
increases (i.e., the greater the ability of the CTE Amount (best efforts) model to capture all £isks and

those risks, E must be in the lower end of the range. If hedge cash flows are not ngpdele y, E will

be no greater than 0.30. Simplistic hedge cash flow models will have a valug o ifigafiow range
between 0.00 and 0.70. \

Additionally, the company shall demonstrate that, based on an analysis of at | the most recent 12
months, the model is able to replicate the hedging strategy in a way that justit§gs th¥ value used for E. A

company that does not have 12 months of experience to date shall s u greater than 0.30.
L 4
A7.4) Specific Considerations and Requirements \
r

As part of the process of choosing a methodology and assurig estimating the future effectiveness
of the current hedging strategy (including currently held h osi®ons) for purposes of reducing the
Conditional Tail Expectation Amount, the actuary shoul ie al historical hedging effectiveness.

The actuary shall evaluate the appropriateness of th@ass on future trading, transaction costs, and
other elements of the model, the strategy, the mix of §gine d other items that are likely to result in
materially adverse results. This includes an a | assumptions that, when combined with the
reliance on the hedging strategy, are likel adverse results relative to those modeled. The
parameters and assumptions shall be adjusted (g esting contingent on the strategy used and other
assumptions) to levels that fully reflect the risk bas@gsn historical ranges and foreseeable future ranges of
the assumptions and parameters. If thi not possible by parameter adjustment, the model shall be
modified to reflect them at either Anticip Experience or adverse estimates of the parameters.

g strategy where the relationships between the sensitivities to
ly referred to as the Greeks) associated with the guaranteed

A discontinuous hedging stra
equity markets and interest r
contractholder options embedde
sensitivities associated vlitpthe hedging assets are subject to material discontinuities. This includes, but is
not limited to, a hedgin tegy where material hedging assets will be obtained when the variable
annuity account bala a predetermined level in relationship to the guarantees. Any hedging

strategy, including a

dging strategy, can be a discontinuous hedging strategy if implementation of
discontinuities between the sensitivities to equity markets and interest rates

e same sensitivities associated with the hedging assets. There may be scenarios
ly costly to discontinuous hedging strategies, especially where those result in large
discontinuous chariges in sensitivities (Greeks) associated with the hedging assets. Where discontinuous
hedging strategies contribute materially to a reduction in the Conditional Tail Expectation Amount, the
actuary must evaluate the interaction of future trigger definitions and the discontinuous hedging strategy,
in addition to the items mentioned in the previous paragraph. This includes an analysis of model
assumptions that, when combined with the reliance on the discontinuous hedging strategy, may result in
adverse results relative to those modeled.
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Implementing a strategy that has a strong dependence on acquiring hedging assets at specific times that
depend on specific values of an index or other market indicators may not be implemented as precisely as
planned.

The combination of elements of the stochastic cash flow model, including the initial actual market asset
prices, prices for trading at future dates, transaction costs, and other assumptions should be analyzed by
the actuary as to whether the stochastic cash flow model permits hedging strategies that make money in
some scenarios without losing a reasonable amount in some other scenarios. This includes, but is not
limited to:

A) Hedging strategies with no initial investment that never lose money in any ario and in some

scenarios make money; or
an accumulation
hi One or more scenarios.

I satisfied that the results
addition, the actuary should
afdctuary believes the situations
nt. If the results do materially rely
g’/may not be used to reduce the

B) Hedging strategies that with a given amount of initial money n ve‘r
at the one-period risk free rates in any scenario but make more t

If the stochastic cash flow model allows for such situations, the actuary
do not materially rely directly or indirectly on the use of such strat€i
disclose the situations and provide supporting documentation as
are not material for determining the Conditional Tail Expectadg

directly or indirectly on the use of such strategies, thegqstraig
Conditional Tail Expectation Amount otherwise calculate \

In addition to the above, the method used to detem s of financial instruments for trading in

scenarios should be compared to actual initial t . If there are substantial discrepancies, the

actuary should disclose the substantial discigpan rovide supporting documentation as to why the

model-based prices are appropriate for determﬂ onditional Tail Expectation Amount. In addition
M, SHll

to comparisons to initial market priceg be testing of the pricing models that are used to
determine subsequent prices when 4 volve trading financial instruments. This testing should
consider historical relationships. For exgmple, iZfa method is used where recent volatility in the scenario is
one of the determinants of prices for trad that scenario, then that model should approximate actual
historic prices in similar circumstghces in history.

A7.5) Certification and Dg tion

The actuary must pro ation that the values for E, CTE Amount (adjusted) and CTE Amount
(best efforts) were c sing the process discussed above and the assumptions used in the
calculations we asonable¥for the purpose of determining the Conditional Tail Expectation Amount.
The actuary sha cument the method(s) and assumptions (including data) used to determine CTE
Amount (adjusiag TE Amount (best efforts) and maintain adequate documentation as to the
methods, pra @ and assumptions used to determine the value of E.

The actua provide a certification as to whether the Clearly Defined Hedging Strategy is fully
the stochastic cash flow model and any supplementary analysis of the impact of the
hedgifgstrategy on the Conditional Tail Expectation Amount. The actuary must document the extent to
ents of the hedging strategy (e.g., time between portfolio rebalancing) are not fully
incorporated into the stochastic cash flow model and any supplementary analysis to determine the impact,
if any. In addition, the actuary must provide a certification and maintain documentation to support the
certification that the hedging strategy designated as the Clearly Defined Hedging Strategy meets the
requirements of a Clearly Defined Hedging Strategy including that the implementation of the hedging
strategy in the stochastic cash flow model and any supplementary analysis does not include knowledge of
events that occur after any action dictated by the hedging strategy (i.e. the model cannot use information
about the future that would not be known in actual practice).

© 1999-2018 National Association of Insurance Commissioners AG43-61



AG XLIII Appendix C

A financial officer of the company (e.g., Chief Financial Officer, Treasurer or Chief Investment Officer)
or a person designated by them who has direct or indirect supervisory authority over the actual trading of
assets and derivatives must certify that the hedging strategy meets the definition of a Clearly Defined
Hedging Strategy and that the Clearly Defined Hedging Strategy is the hedging strategy being used by the
company in its actual day to day risk mitigation efforts.
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APPENDIX 8 — Certification Requirements
A8.1) Management Certification

Management must provide signed and dated written representations as part of the valuation
documentation that the valuation appropriately reflects management’s intent and ability to carry out
specific courses of actions on behalf of the entity where such is relevant to the valuation. This
certification will be submitted no later than March 1. Upon written request by the company, the
commissioner may grant an extension of the date for submission of the certification.

A8.2) Actuarial Certification Q

A) General Description. The certification shall be provided by a quagified @ and consist of at

least the following: \
1) A paragraph identifying the actuary and his or her quali &

2) A scope paragraph identifying the reserves as of the
in the certification categorized by the app

uatifif date for contracts included
determine the reserves (e.g.,

4 e
Alternative Methodology, Projections, Stapda @ 0);
3) A reliance paragraph describing those Aa y, where the certifying actuary has
relied on other experts;
a) A reliance statement from those relied on should accompany the
certification.
b) The reliance statedpent note the information being provided and a

statement as to the
the informatiQ

a% mpleteness or reasonableness, as applicable, of

4) A paragraph certifying
and requirements of the

eserve was calculated in accordance with the principles

5) A paragraph cer@fving that the assumptions used for these calculations are Prudent
Estimate as i or the products, scenarios, and purpose being tested; and
6) A par g that the qualified actuary is not opining on the adequacy of the

company rplus or its future financial condition.

7) ertification will be submitted no later than March 1. Upon written request by the
, the commissioner may grant an extension of the date for submission of the

ication.

ting Memorandum

A) neral Description. A supporting memorandum shall be created to document the methodology
ard assumptions used to determine the Aggregate Reserve. The information shall include the
comparison of the Standard Scenario Amount to the Conditional Tail Expectation Amount
required by Section IV)A) in the determination of the Aggregate Reserve.

B) Alternative Methodology using Published Factors.

1) If a seriatim approach was not used, disclose how contracts were grouped.
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2) Disclosure of assumptions to include:
a) Component CA
Q) Mapping to prescribed asset categories

(i) Lapse and withdrawal rates
0)] Component FE
Q) Determination of fixed dollar costs and revenues
(i) Lapse and withdrawal rates
(iii) Inflation rates
c) Component GC
M Disclosure of contract features and how the company
contract form to those forms covered by the Alternative
factors

- Product Definition - If not conservatively gssig @

factor, company specific factors or ,sto
required. x

- Partial Withdrawal Provision

- Fund Class - Disclose the process used etermine the single
asset class that best represents the osire for a contract. If

individual funds are mapae

process used to map the igdi @

- Attained Age
- Contract Duration
- Ratio of Account V! aranteed Value

ibed categories, the
Is should be disclosed.

t
- Annualized Accoun& ifferential from Base Assumption
(i) Derivation of Equivalent nt'&rarges

(iii)  Derivation of margi® o
(iv) Disclosure of inter
determinatio

3) Disclosure, if applicable, of rcWgs
published factors (For some fre
stochastic modeling ma required.).

a) Discuss how reseiges before reinsurance were determined.

C) Alternative Factors bg

1) Disclosure of requ
above.

gft in subsequent years. Adjustments may include:
Contract design;
Risk mitigation strategy (excluding hedging); and
Reinsurance.

D) Stochastic Modeling.

1) Assets
a) Description including type and quality
b) Investment & disinvestment assumptions
C) Describe assets used at the start of the projection
d) Source of asset data
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Asset valuation basis
Documentation of assumptions
Q) Default costs
(i) Prepayment functions
(iii) Market value determination
(iv) Yield on assets acquired
(V) Mapping and grouping of funds to modeled asset classes
Hedging Strategy
Q) Documentation of strategy
(i) Identification of current positions
(i) Description on how strategy was incorporated into m ing
- Basis risk, gap risk, price risk, assumptiggfiid
- Document the methods and criterign us @
ion raised in section

imate the a priori

effectiveness of the hedging strate

(iv) Documentation required for specific
AT7.4).

(V) Documentation and certification require section A7.5).

2) Liabilities

a) Product descriptions 7S
b) Source of Liabilities
C) Grouping of contracts \
d) Reserve method and modelifygge. orking Reserves were set to CSV)
e) Investment Reserves
f) Describe how reinsuran led in the models, including how reserves
gross of reinsurané® we ed.
Q) Documentation of a ti 1.e., list assumptions, discuss the sources and the
rationale for ) & ptions).
() Pre bsequent deposits
(i) Witha bse and Termination Rates
- c Withdrawal (including treatment of dollar-for-dollar
offsets on GMDBs and VAGLBs, and Required Minimum
Distributions
Lapses / Surrenders
diting Strategy
) rtality
( Annuitization rates
(vi) Income Purchase rates
vii)  GMIB and GMWB Utilization rates
iii) Commissions
(ix) Expenses
x) Persistency Bonuses
(xi) Investment / Fund Choice
(xii)  Revenue Sharing
(xiii)  Asset Allocation, Rebalancing and Transfer Assumptions
- Dollar Cost Averaging
h) The section showing the assumptions used for lapse and utilization assumptions
for contracts with guaranteed living benefits in the development of the
Conditional Tail Expectation Amount, as described in section A9.7).
3) Scenarios
a) Description of scenario generation for interest rates and equity returns
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E)

(i Disclose the number “n” of scenarios used and the methods used to
determine the sampling error of the CTE (70) statistic when using “n”
scenarios.

(i) Time step of model (e.g., monthly, quarterly, annual)
(iii)  Correlation of fund returns
b) Calibration
Q) Gross Wealth Ratios for equity funds
- Disclosure of adjustments to model parameters, if any.
- Disclosure of 1-year, 5-year and 10-year wealth factorsgas well
as mean and standard deviation.
(i) Consistency of other funds to equity funds

(i) Correlation between all funds @

(iv) Estimate of market return volatility assumpgions ing the
generated scenarios compared to actual obseryed @gla anderlying
market values. \

C) Extent of use of pre-packaged scenarios and supp
accounts to proxy funds

ping variable

4) Description and results of sensitivity tests performgd. N st of the domiciliary
commissioner, the company shall provide a sengjti @ owing an estimate of the
impact of the market return volatility assumptio gatket volatility is materially
higher than assumed in the generated scenarios. \

e

5) Documentation of all material changes in oGl or assumptions from that used
previously and the estimated impact of sy€r"'chang®. This documentation, or a summary
of this documentation, shall be dclu n executive summary or some other
prominent place in the memorand

6) A description of the method@: idate the model and a summary of the results of
the validation testing.

Standard Scenario.

1) For the amounts i ) 4) below report the Basic Reserve in A3.3)B)2)a), the
projection regfir @ A3.3)B)2)b), the value of Aggregate reinsurance in A3.3)D)1),
the value of esWisA3.3)D)2), the total allocation of the value of hedges and

Aggregate reinsur in A3.3)B)2)c) and the Standard Scenario Reserve.
2) Report t dard Scenario Amount as of the valuation date.

3) f ap @ report the Standard Scenario Amount on the inforce prior to the valuation
t

used to project the reserve requirements to the valuation date.

4) If applicable, report the Standard Scenario Amount on the model office used to represent

inforce.

5) Discuss modifications, if any, in the application of the standard scenario requirements to
produce the amounts in 2), 3) and 4) above.

6) Document any assumptions, judgments or procedures not prescribed in the Standard
Scenario Method or in the Guideline that are used to produce the Standard Scenario
Amount.
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7) If applicable, documentation of approval by the commissioner to use the Basic Reserve as
the Standard Scenario Amount.

8) Document the company’s calculation of DR.
9) Document the allocation of funds to Equity, Bond, Balanced and Fixed classes.

10) A statement by the actuary that none of the reinsurance treaties included in the Standard
Scenario serve solely to reduce the calculated Standard Scenario Resgave without also

Expectation Reserve. This should be accompanied by a description Q€ any Teinsurance
treaties that have been excluded from the Standard Scenario alo
why the treaty was excluded. 'S

F) The memorandum shall be made available for examination by t sioner upon his or her
request but shall be returned to the company after such examinagion all not be considered a
record of the insurance department or subject to automatic filing commissioner.
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APPENDIX 9 — Contractholder Behavior
A9.1) General

Contractholder behavior assumptions encompass actions such as lapses, withdrawals, transfers, recurring
deposits, benefit utilization, option election, etc. Contractholder behavior is difficult to predict and
behavior assumptions can significantly impact the results. In the absence of relevant and fully credible
empirical data, the actuary should set behavior assumptions on the conservative end of the plausible
spectrum (consistent with the definition of Prudent Estimate).

In setting behavior assumptions, the actuary should examine, but not be limited by, th llowihg
considerations:

&
1) Behavior can vary by product, market, distribution channel, fund perforian e/product
duration, etc.

2) Options embedded in the product may impact behavior.

3) Options may be elective or non-elective in nature. Living &en e n elective and death
benefit options are generally non-elective. V'S

4) Elective contractholder options may be more driven b CONC conditions than non-elective
options.

5) As the value of a product option increases, therggfs¥an irf@#ased likelihood that contractholders

will behave in a manner that maximizes thefr fi

fi
utilization, etc.). \

and irrational components (irrational behavior is
defined as situations where some CONga ers may not always act in their best financial
interest). The rational component should Sggfynamic but the concept of rationality need not be
interpreted in strict financial tern@ and might change over time in response to observed trends in
contractholder behavior based offgacreased or decreased financial efficiency in exercising their
contractual options.

terest (e.g., lower lapses, higher benefit

6) Behavior formulas may have bot

7) Options that are ancli primary product features may not be significant drivers of
behavior. Whether an opti€g,is ancillary to the primary product features depends on many things
such as:

a) For wha ose was the product purchased?

ive or non-elective?
f the option well known?

8) ces, including emergence of viatical / life settlement companies, may impact

A9.2) Aggregate vs. Individual Margins

As noted in Section 111)B)8), Prudent Estimate assumptions are developed by applying a margin for
uncertainty to the Anticipated Experience assumption. The issue of whether the level of the margin
applied to the Anticipated Experience assumption is determined in aggregate or independently for each
and every behavior assumption is discussed in Principle 3 in Section Il) of this Guideline, which states:
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The choice of a conservative estimate for each assumption may result in a distorted
measure of the total risk. Conceptually, the choice of assumptions and the modeling
decisions should be made so that the final result approximates what would be obtained
for the Conditional Tail Expectation Amount at the required CTE level if it were possible
to calculate results over the joint distribution of all future outcomes. In applying this
concept to the actual calculation of the Conditional Tail Expectation Amount, the actuary
should be guided by evolving practice and expanding knowledge base in the
measurement and management of risk.

Although this Principle discusses the concept of determining the level of margins infag te, it notes
that the application of this concept shall be guided by evolving practice and expandi nowledge. From
a practical standpoint, it may not always be possible to completely apply this t etermine the
level of margins in aggregate for all behavior assumptions. V'S

Therefore, the actuary shall determine Prudent Estimate assumptions Ntly for each behavior
(e.g., mortality lapses, and benefit utilization), using the requirements g e in this Appendix and
throughout the guideline, unless the actuary can demonstrate that an a priate method was used to
determine the level of margin in aggregate for two or more behaviors:

A9.3) Sensitivity Testing &

The impact of behavior can vary by product, time p

required and shall be more complex than e.g., bas se@ssumption minus 1% across all contracts. A

more appropriate sensitivity test in this example bewo devise parameters in a dynamic lapse

formula to reflect more out-of-the-money contra(% d/or more holders of in-the-money contracts
t

d, ensitivity testing of assumptions is

persisting and eventually utilizing the gu@rant actuary should apply more caution in setting
assumptions for behaviors where testing_sug ochastic modeling results are sensitive to small
changes in such assumptions. For suchfse : viors, the actuary shall use higher margins when the
underlying experience is less than f cand credible.

A9.4) Specific Considerations and Reqeg#ements

Within materiality consideratiori@ythe actuary should consider all relevant forms of contractholder

behavior and persistency, i not limited to the following:
1) Morta ( al guidance and requirements regarding mortality is contained in
Appendix
2) ders

@ al Withdrawals (Systematic and Elective)
Fund Transfers (Switching/Exchanges)
Resets/Ratchets of the Guaranteed Amounts (Automatic and Elective)
6) Future Deposits

It may be acceptable to ignore certain items that might otherwise be explicitly modeled in an ideal world,
particularly if the inclusion of such items reduces the calculated provisions. For example:
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1) The impact of fund transfers (intra-contract fund “switching™) might be ignored, unless
required under the terms of the contract (e.g., automatic asset re-allocation/rebalancing,
dollar cost averaging accounts, etc.)

2) Future deposits might be excluded from the model, unless required by the terms of the
contracts under consideration and then only in such cases where future premiums can
reasonably be anticipated (e.g., with respect to timing and amount).

However, the actuary should exercise caution in assuming that current behavior will be i initely
maintained. For example, it might be appropriate to test the impact of a shifting asset mix and/ i

Normally, the underlying model assumptions would differ according to the attributgs of

valued. This would typically mean that contractholder behavior and persistency ma NG
according to such characteristics as (this is not an exhaustive list):
1) Gender 0
2) Attained age
L 4
3) Issue age \
4) Contract duration \&

5) Time to maturity
L 4
6) Tax status \

7) Fund value
8) Investment option
9) Guaranteed benefit amo

10) Surrender chafes, @ on fees or other contract charges
11) Distribution chan

Unless there is clear evi to the contrary, behavior assumptions should be no less conservative than
past experience. Marg r tractholder behavior assumptions shall assume, without relevant and
credible experi evidence to the contrary, that contractholders’ efficiency will increase over
time.

In determi contractholder behavior assumptions, the company shall use actual experience data
directly applic to the business segment (i.e., direct data) if it is available. In the absence of direct data,
the company shoulid then look to use data from a segment that are similar to the business segment (i.e.,
other than direct experience), whether or not the segment is directly written by the company. If data from
a similar business segment are used, the assumption shall be adjusted to reflect differences between the
two segments. Margins shall reflect the data uncertainty associated with using data from a similar but not
identical business segment. The actuary shall document any significant similarities or differences between
the two business segments, the data quality of the similar business segment and the adjustments and the
margins applied.
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Where relevant and fully credible empirical data do not exist for a given contractholder behavior
assumption, the actuary shall set the contractholder behavior assumption to reflect the increased
uncertainty such that the contractholder behavior assumption is shifted towards the conservative end of
the plausible range of expected experience that serves to increase the Aggregate Reserve. If there are no
relevant data, the actuary shall set the contractholder behavior assumption to reflect the increased
uncertainty such that the contractholder behavior assumption is at the conservative end of the range. Such
adjustments shall be consistent with the definition of Prudent Estimate, with the Principles described in
Section I, and with the guidance and requirements in this Appendix.

Ideally, contractholder behavior would be modeled dynamically according to the u economic
environment and/or other conditions. It is important to note, however, that contractho behavior should
neither assume that all contractholders act with 100% efficiency in a financi Il manner nor
assume that contractholders will always act irrationally. V'S

A9.5) Dynamic Assumptions

Consistent with the concept of Prudent Estimate assumptions described eawi e liability model should
ihi.e., the non-scenario tested
assumptions) and are assumed not to vary according to the fi of the contractholder.

The actuary should exercise care in using static assu‘
reasonable to use a dynamic model or other scenario t formulation for behavior. With due
regard to considerations of materiality and practical hequse of dynamic models is encouraged, but not

mandatory. Risk factors which are not scenario tested; couw reasonably be expected to vary according
to a stochastic process, or future states of the speClally in response to economic drivers) may
require higher margins and/or signal a need4er h gins for certain other assumptions.

Risk factors that are modeled dynamijgf
with the economic scenarios and
assumptions. The actuary shall test t
alternate assumptions and follow the g
behaviors.

compass the plausible range of behavior consistent
bles in the model, including the non-scenario tested
ity of results to understand the materiality of making
gfice discussed above on setting assumptions for sensitive

A9.6) Consistency with vel

All behaviors (i.e., dyZigic, laic and non-scenario tested) should be consistent with the scenarios
used in the CTE calculatiGig, (generally, the approximately top 1/3 of the loss distribution). To maintain
such consistencyld is not netessary to iterate (i.e., successive runs of the model) in order to determine
exactly which sceridgio results are included in the CTE measure. Rather, in light of the products being
valued, the agfdargshddid be mindful of the general characteristics of those scenarios likely to represent
the tai @. stribution and consequently use Prudent Estimate assumptions for behavior that are

gfopriate in such scenarios. For variable annuities, these “valuation” scenarios would
one or more of the following attributes:

Lo

Declining and/or volatile separate account asset values;

2) Market index volatility, price gaps and/or liquidity constraints;

3) Rapidly changing interest rates.
The behavior assumptions should be logical and consistent both individually and in aggregate, especially
in the scenarios that govern the results. In other words, the actuary should not set behavior assumptions in

isolation, but give due consideration to other elements of the model. The interdependence of assumptions
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(particularly those governing customer behaviors) makes this task difficult and by definition requires
professional judgment, but it is important that the model risk factors and assumptions:

1) Remain logically and internally consistent across the scenarios tested:;
2) Represent plausible outcomes; and
3) Lead to appropriate, but not excessive, asset requirements.

The actuary should remember that the continuum of “plausibility” should not be confined or ¢onstigined

to the outcomes and events exhibited by historic experience.

Companies should attempt to track experience for all assumptions that materially affect @ profiles

by collecting and maintaining the data required to conduct credible and, meQging studies of

contractholder behavior. N

A9.7) Additional Considerations and Requirements for Assumptions, Appigable
Living Benefits

m ed use in setting a lapse

to Guaranteed

Experience for contracts without guaranteed living benefits majy bE
assumption for contracts with in-the-money or at-the-money guar
may only be used if it is appropriate (e.g., lapse experience on cogiract

relevance to the early durations of contracts with living fi nd relevant to the business and is
accompanied by documentation that clearly demonstrates the anc® of the experience, as discussed in
the following paragraph.

benefits. Such experience

L 4
ndi 0 s Guideline, shall include a separately
nd utilization assumptions for contracts with

The supporting memorandum required by App
identifiable section showing the assumptions
guaranteed living benefits in the developme ditional Tail Expectation Amount. This section
shall be considered part of the supporting medg and shall show the formulas used to set the
assumptions and describe the key parameters affeCilgf the level of the assumption (e.g., age, duration, in-
the-moneyness, during and after the surg@ider charge period). The section shall include a summary that
shows the lapse and utilization rates th sult from various combinations of the key parameters. The
section shall show any experiencg to develop the assumptions and describe the source,
relevance and credibility of t as svant and credible data were not available, the section should
discuss how the assumption 0 gfit with the requirement that the assumption is to be on the
conservative end of the plausib nge of expected experience. The section shall also discuss the

sensitivity tests perfoeror the assumption. This separately identifiable section shall be made

available on a standalon is if requested by the Domiciliary Commissioner. If it is requested, the
section shall have me “Confidential status as the supporting memorandum and the actuarial
memorandum Spopo @ actuarial opinion, as discussed in section A2.3)B).

Regardin tions for contracts with guaranteed living benefits, the section shall include, at a
minimum, :

1) Actual to expected lapses on two bases, where “expected” equals one of the following:
a) Prudent estimate assumptions used in the development of the Conditional Tail
Expectation Amount;
b) The assumptions used in the Standard Scenario;
2) The lapse assumptions used in the development of Conditional Tail Expectation Amount

and corresponding actual experience separated by:
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Logical blocks of business (based on company’s assessment);

Duration (at a minimum this should show during the surrender charge period vs.
after the surrender charge period);

In-the-moneyness (consistent with how dynamic assumptions are determined);
and

Age (to the extent age impacts the election of benefits lapse).

This data shall be separated by experience incurred in the following periods:

a)
b)

c)

L 4

In the past year;
In the past three years; and
All years.
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APPENDIX 10 — Specific Guidance and Requirements for Setting Prudent Estimate Mortality

A10.1)

A)

B)

C)

D)

A10.2)

A)

Assumptions
Overview

Intent. The guidance and requirements in this Appendix apply for setting Prudent Estimate
mortality assumptions when determining the Conditional Tail Expectation Amount (whether
using projections or the Alternative Methodology). The intent is for Prudent Estimate mortality
assumptions to be based on facts, circumstances and appropriate actuarial practice (whare more
than one approach to appropriate actuarial practice exists, the actuary should select tie tice
that the actuary deems most appropriate under the circumstances) with only a lim role“for
unsupported actuarial judgment.

Description. Prudent Estimate mortality assumptions are determined by irs’t
mortality curves based on either available experience or published t
margins are applied to the experience to reflect data uncertainty. The
are then adjusted based on the credibility of the experience used to
mortality curve. Section A10.2) addresses guidance and requireme
mortality curves and section A10.3) addresses guidance gan
expected mortality curves to determine Prudent Estimate ggor

Finally, the credibility-adjusted tables shall be adjusted N

expected
ere necessary,

ne the expected
ermining expected
ts for adjusting the

Iity improvement (where such

adjustment is permitted or required) using the gmda quirements in section A10.4).
Business Segments. For purposes of setting Prud mortallty assumptions, the products
falling under the scope of the Guideline sh@ll b into business segments with different

mortality assumptions. The grouping sho
and/or reinsurance programs of the copfic
mortality assumption than is used iné:

impact, if material, of the less refined S¢

al low the pricing, marketing, management

less refined segments are used for setting the
anagement the documentation should address the
gyon on the resulting reserves.

Margin for Data Uncertainty. Thefexpected mortality curves that are determined in section A10.2)
may need to include a margin for'@ata uncertainty. The margin could be in the form of an increase
i n the business segment under consideration. The margin
., increase or decrease in mortality) that results in a higher
eeded to determine the appropriate direction of the provision

shall be applied in
reserve. A sen5|t|V|ty

pendix, if mortality must be increased (decreased) to provide for
2ss segment is referred to as a plus (minus) segment.

ent from a plus (minus) segment to a minus (plus) segment to the extent
e with this subsection requires such a reclassification.

Determination of Expected Mortality Curves

Experience Data. In determining expected mortality curves the company shall use actual
experience data directly applicable to the business segment (i.e., direct data) if it is available. In
the absence of direct data, the company should then look to use data from a segment that is
similar to the business segment (i.e., other than direct experience). See section B) below for
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additional considerations. Finally, if there is no data, the company shall use the applicable table,
as required in subsection C) below.

B) Data Other than Direct Experience. If expected mortality curves for a segment are being
determined using data from a similar business segment (whether or not directly written by the
company), the actuary shall document any similarities or differences between the two business
segments (e.g., type of underwriting, marketing channel, average policy size, etc.). The actuary
shall also document the data quality of the mortality experience of the similar business.
Adjustments shall be applied to the data to reflect differences between the busi segments and
margins shall be applied to the adjusted expected mortality curves to reflect tfie uncertainty
associated with using data from a similar but not identical business segme he aCtuary shall
document the adjustments and the margins applied.

L 4

a charges that are
ntidyportion of the mortality

To the extent the mortality of a business segment is reinsure
consistent with the company’s own pricing and applicable to a s
risk may also be a reasonable starting point for the determingtio e company’s expected
mortality curves. The actuary shall document the application of s elnsurance charges and how
they were used to set the company’s expected mortality curv r the"segment.

C) No Data Requirements. When little or no experignct w ation is available on a business
bat’would produce expected deaths no

segment, the company shall use expected mortality @uveNghs

less than using 100% of the 1994 Variable Annuj mortality table for a plus segment and

expected deaths no greater than 100% of th&ZOO table for a minus segment. If mortality
t

experience on the business segment is ex e atypical (e.g., demographics of target
markets are known to have higher (lo 0 y than typical), these “no data” mortality
requirements may not be adequate. 4

D) Additional Considerations In
data specific to the business€:
discussed in subsection A) abov

he following considerations shall apply to mortality
Oawhich assumptions are being determined (i.e., direct data
27r than direct data discussed in subsection B) above).

1) Underreporting eaths. Mortality data shall be examined for possible underreporting of

deaths. Adjustm shall be made to the data if there is any evidence of underreporting.
by lives or amounts on contracts for which death benefits were in
dused to determine expected mortality curves. Underreporting on such
be minimal; however, this reduced subset of data will have less

2) ience by contract duration. Experience of a plus segment shall be examined to
r if mortality by contract duration increases materially due to selection at issue.
e absence of information, the actuary shall assume that expected mortality will
ase by contract duration for an appropriate select period. As an alternative, if the
actuary determines that mortality is impacted by selection, the actuary could apply
margins to the expected mortality in such a way that the actual mortality modeled does

not depend on contract duration.

3) Modification and Relevance of data. Even for a large company the quantity of life
exposures and deaths are such that a significant amount of smoothing may be required to
determine expected mortality curves from mortality experience. Expected mortality
curves, when applied to the recent historic exposures (e.g., 3 to 7 years), should not result
in an estimate of aggregate number of deaths less (greater) than the actual number deaths
during the exposure period for plus (minus) segments. If this condition is not satisfied,
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the actuary must document the rationale in support of using expected mortality that
differs from recent mortality experience.

In determining expected mortality curves (and the credibility of the underlying data),
older data may no longer be relevant. The “age” of the experience data used to determine
expected mortality curves should be documented. There should be commentary in the
documentation on the relevance of the data (e.g., any actual and expected changes in
markets, products and economic conditions over the historic and projected experience).

Other considerations. In determining expected mortality curves, considerationf’'sh be
given to factors that include, but are not limited to, trends in mortality experieqge, trends
in exposure, volatility in year-to-year A/E mortality ratios, mortality b m ive to

mortality by amounts, changes in the mix of business and product fgatu ould lead

E) Documentation Requirements.

1)

to mortality selection. \\

All Segments. The documentation should include any mate@erations necessary
to understand the development of mortality assumpiong#c utory valuation even
% tion. The documentation

if such considerations are not explicitly mentioggd
should be explicit when material judgments were reQglirc@gaé’ such judgments had to be

made without supporting historic experience. &
The documentation shall: x
a) Explain the rationale for the gro racts into different segments for the

determination of mortality @ssu synd characterize the type and quantity of
business that constitute each sc@gne

b) Describe how each seg & rmined to be a plus or minus segment.

C) Summarize any mor > used to support mortality assumptions, quantify
the exposures and corfe iy deaths, describe the important characteristics of
the exposures and comme unusual data points or trends.

d) Document the of the experience data used to determine expected mortality
curves and com on the relevance of the data.

e) Document 4 : atics used to adjust mortality based on credibility and
summngiri t of applying credibility to the mortality segments.

f) Discu ptions made on mortality improvements, the support for such

assumpti nd how such assumptions adjusted the modeled mortality.

9) cribe how the expected mortality curves compare to recent historic
ience and comment on any differences.
SRcuSTnow the mortality assumptions are consistent with the goal of achieving
% equired CTE level over the joint distribution of all future outcomes, in
g#ping with Principle #3 and Appendix 9.
I tudy was done on a similar business segment, identify the differences in the
siness segment on which the data were gathered and the business segment on which the
data were used to determine mortality assumptions for the statutory valuation. Describe
how these differences were reflected in the mortality used in modeling.

h)

If mortality assumptions for the statutory valuation were based in part on reinsurance
rates, document how the rates were used to set expected mortality (e.g., assumptions
made on loadings in the rates and/or whether the assuming company provided their
expected mortality and the rationale for their assumptions).
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2) Plus Segments. For a plus segment, the documentation shall also discuss the examination
of the mortality data for the underreporting of deaths and experience by duration, and
describe any adjustments that were made as a result of the examination.

3) Minus Segments. For a minus segment the documentation shall also discuss how the
mortality deviations on minus segments compare to those on any plus segments. To the
extent the overall margin is reduced, the documentation should include support for this
assumption.

A) Adjustment for Credibility. The expected mortality curves determined ip
adjusted based on the credibility of the experience used to determige th
at Prudent Estimate mortality. The adjustment for credibility sh
mortality curves with a mortality table consistent with a statutor
plus segment, the table shall be consistent with 100% of the 1 Annuity MGDB table
(or a more recent mortality table adopted by the NAIC to r e this table). For a minus
segment, the table shall be consistent with 100% of the 2 AnfUity table (or a more recent

mortality table adopted by the NAIC to replace that bl oach used to adjust the curves
shall suitably account for credibility.*° P

B) Adjustment of Statutory Valuation Mortality for Mﬂ. For purposes of the adjustment for
credibility, the statutory valuation mortalit r a plus segment may be and the statutory
valuation mortality table for a minus segme st b@adjusted for mortality improvement. Such
adjustment shall reflect applicable publi ind wide experience from the effective date of

the respective statutory valuation@mo le to the experience weighted average date
underlying the data used to develgp th mortality curves (discussed in section A10.2)).

A10.3) Adjustment for Credibility to Determine Prudent Estimate Mortality
10.2) shall be
in order to arrive

Nio
"; ding the expected

lu mortality table. For a

C) Credibility Procedure. The o€ pyncedure used shall:

1) Produce results that are rec@gfiable in the professional judgment of the actuary,

2) Not tend to bias esults in any material way,

3) Be prfCtica @, ement,

4) Give con ation to the need to balance responsiveness and stability,

5) 'ntod account not only the level of aggregate claims but the shape of the mortality
€,

ain criteria for full credibility and partial credibility that have a sound statistical
basis and be appropriately applied.

cumentation of the credibility procedure used shall include a description of the procedure, the
statistical basis for the specific elements of the credibility procedure, and any material changes
from prior credibility procedures.

D) Further Adjustment of the Credibility-adjusted Table for Mortality Improvement. The credibility-
adjusted table used for plus segments may be and the credibility adjusted date used for minus

0 For example, when credibility is zero, an appropriate approach should result in a mortality assumption consistent with 100%
of the statutory valuation mortality table used in the blending.
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segments must be adjusted for applicable published industrywide experience from the experience
weighted average date underlying the company experience used in the credibility process to the
valuation date.

Any adjustment for mortality improvement beyond the valuation date is discussed in section
A10.4).

A10.4) Future Mortality Improvement

The mortality assumption resulting from the requirements of section A10.3) shall be adjustey, for
mortality improvements beyond the valuation date if such an adjustment would serve to gase the

resulting Conditional Tail Expectation Amount. If such an adjustment would reduce the FoRiticRgl Tail
Expectation Amount, such assumptions are permitted, but not required. In eitheg,casé % sumption
d rates of

must be based on current relevant data with a margin for uncertainty (increasirfyaSas
improvement if that results in a higher reserve, reducing them otherwise). \
L 4 \< ’
L 2 \0. ,
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APPENDIX 11 - 1994 Variable Annuity MGDB Mortality Table
FEMALE Age Last Birthday
AGE 10009, AGE 10000k AGE 1000gx AGE 1000qx AGE 1000qx

1 0.519 24 0.344 47 1.371 70 16.957 93 192.270
2 0.358 25 0.346 48 1.488 71 18.597 94 210.032
3 0.268 26 0.352 49 1.619 72 20.599 95 228.712
4 0.218 27 0.364 50 1.772 73 22.888 48.306
5 0.201 28 0.382 o1 1.952 74 25.453 68.892

6 0.188 29 0.403 52 2.153 75 28.%/2 @ 290.564
7 0.172 30 0.428 53 2.360 76 31.7 06 313.211
8 0.158 31 0.455 54 2.589 77 3 2\100 336.569
9 0.154 32 0.484 55 2.871 78 6 101 360.379
0 0.159 33 0.514 56 3.241 79 44 102 385.051

11 0.169 34 0.547 57 3.713 8 ' 103 411.515
12 0.185 35 0.585 58 4.270 ¢ 4.980 104 439.065
13 0.209 36 0.628 59 4.909 2 61.410 105 465.584
14 0.239 37 0.679 60 5.636, X 68.384 106 488.958
15 0.271 38 0.739 61 84 75.973 107 507.867
16 0.298 39 0.805 62 84.432 108 522.924
17 0.315 40 0.874 60 86 94.012 109 534.964

18 0.326 41 0.943 87 104.874 110 543.622
' 37 88 116.968 111 548.526

19 0.333 42 1.007
20 0.337 43 1.06 12.094 89 130.161 112 550.000

8

21 0.340 44 1.121 N 13.318 90 144.357 113 550.000
22 0.343 45 6 68 14.469 91 159.461 114 550.000

23 0.344 46 1. 69 15.631 92 175.424 115 1000.000

o
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APPENDIX 11 - 1994 Variable Annuity MGDB Mortality Table
MALE Age Last Birthday
AGE 10009, AGE 1000gx AGE 1000gx AGE 1000qx AGE 1000qx

0.587 24 0.760 47 2.366 70 29.363 93 243.533
0.433 25 0.803 48 2.618 71 32.169 94 264.171

1

2

3 0.350 26 0.842 49 2.900 72 35.268 95 2854199

4 0.293 27 0.876 50 3.223 73 38.558 96 .

5 0.274 28 0.907 51 3.598 74 42.106 97 849
0.263 29 0.935 52 4.019 75 46.121 498 @.977
0.248 30 0.959 53 4.472 76 50.813 757

6
7
8 0.234 31 0.981 54 4.969 77 56.327 0 382.606
9 0.231 32 0.997 55 5.543 78 62.629 @1 401.942
0

3

0.239 33 1.003 56 6.226 79 69.59 422.569

11 025 34 1005 57 7025 80 :
12 0284 35 1013 58 7916  8ly N @
105 491.923

13 0.327 36 1.037 59 8.907 82 93\
14 0.380 37 1.082 60  10.029 8& 106 511.560
1

445.282
104 469.115

8
15 0.435 38 1.146 61 11.312 K 10.252 107 526.441
16 0.486 39 1.225 62 12.78 119.764 108 536.732
17 0.526 40 1.317 63 1943 130.583 109 543.602
18 0.558 41 1.424 : 143.012 110 547.664
19 0.586 42 1.540 op I 88  156.969 111 549.540
20 0.613 43 1.662 ) 89 172199 112 550.000

21 0.642 44 1.796 : 90  188.517 113 550.000
22 0.677 45 1.952 68 24.581 91 205.742 114 550.000
23 0.717 46 2.141 9 26.869 92 223978 115 1000.000

o
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AGE  1000q
1 0628
2 0.409
3 0.306
4 0229
5 0207
6 019
7 0181
8  0.162
9  0.154

10 0.155
11 0.163
12 0175
13 0.195
14 0223
15 0.256
16 0.287
17 0.309
18 0.322
19 0331
20 0.335
21 0.339
22 0342
23 0.344

© 1999-2018 National Association of Insurance Commissioners

AGE

24
25
26
27
28

29
30
31
32
33

34
35
36
37
38

39
40
41
42
43

44
45
46

Appendix C

FEMALE Age Nearest Birthday

10000, AGE  1000q;  AGE
0344 47 1316 70
0344 48 1427 71
0348 49 1549 72
0356 50 1690 73
0372 51 185 74
0392 52 2050 75
0415 53 2256 76
0441 54 2465 77
0470 55 2713 78
0499 56  3.030 79
0530 57  3.453

0565 58

0605 59

AG43-81

10000

16.239
17.687
19.523
21.696
24.107

26.§32

64.885
72.126

80.120
89.120
99.383
110.970
123.714

137.518
152.286
167.926

20.95 @
3

5
o)
o7
3.973¢ 1.986
4.569 8 8.138
0.652 60 5.25 \
0.707 61 KM

0.771 62

e

AG XLIII

10000

184.435
201.876
220.252
39.561
9.807

281.166
303.639
326.956
350.852
375.056

401.045
428.996
456.698
481.939
502.506

518.642
531.820
541.680
547.859
550.000

550.000
550.000
1000.000
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APPENDIX 11 - 1994 Variable Annuity MGDB Mortality Table
MALE Age Nearest Birthday
AGE 10009 AGE 1000gx AGE 1000gx AGE 1000qy AGE 1000qy

0.701 24 0.738 47 2.246 70 28.068 93 234.658
0.473 25 0.782 48 2.486 71 30.696 94 255.130

1

2

3 0.393 26 0.824 49 2.751 72 33.688 95 2764308
4 0.306 27 0.860 50 3.050 73 36.904 96 .

5 0.280 28 0.892 51 3.397 74 40.275 97 953

6 0.268 29 0.922 52 3.800 75 44.013 498 @.425
7 0.257 30 0.948 53 4.239 76 48.326 374
8 0.238 31 0.971 54 4.706 77 53.427 & 375.228
9 0.230 32 0.992 55 5.234 78 59.390 394.416
0 0.233 33 1.003 56 5.854 79 66.03@2 414.369
11 0.245 34 1.004 57 6.601 80 v 03 436.572
12 0.267 35 1.006 58 7.451 le ~ c 104 460.741
2

8
13 0.302 36 1.020 59 8.385 8 105 484.644
14 0.352 37 1.054 60 9.434 8 106 506.047

15 0.408 38 1.111 61 10.629 @994 107 522.720
16 0.463 39 1.182 62 12.00 115.015 108 534.237
17 0.509 40 1.268 63 1956 125.131 109 542.088
18 0.544 41 1.367 64 : 136.815 110 546.908

19 0.573 42 1.481 65 88 150.191 111 549.333
20 0.599 43 1.599 ¢ 89 164.944 112 550.000

21 0.627 44 1.725 67 _ 90 180.886 113 550.000
22 0.658 45 1.867 68  23.489 91 197.834 114 550.000
23 0.696 46 2.037 9  25.700 92 215.601 115  1000.000

o
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Actuarial Guideline XLIV
GROUP TERM LIFE WAIVER OF PREMIUM DISABLED LIFE RESERVES
I. Background

Section 4.G. of the Standard Valuation Law establishes tables approved by the commissioner as the
minimum standard for computing reserves for group life insurance and special benefits. The purpose
of this Actuarial Guideline (Guideline) is to determine the minimum standard of valuation for group
term life waiver of premium disabled life benefits and to recognize the 2005 Groug'Te ife Waiver
(GTLW) Mortality and Recovery Tables.

Group term life policies do not maintain contract reserves beyond thedurat policy issued to
the group policyholder. However, some policies guarantee an extended clatl¥ggaghit to an individual
insured who is disabled according to the terms of the policy. Thus, nt such guarantees are
made, a disabled life reserve must be maintained for each indivi is so disabled. However,

prior to the creation of this guideline, there has been no formal gui regarding the calculation of
these disabled life reserves.

1. Scope .Q
This guideline applies to group term life certificate N‘j als who become disabled on or after

S n
January 1, 2009. Based on the provisions of Se@i %f e Standard Valuation Law, companies
may apply this to group term life certificates on fM&g¢d who became disabled prior to January 1,
2009, provided they obtain permission from tg€<o oner.

L 2
I11. Definitions \

“2005 GTLW Mortality Tables"€a ortality rate tables shown in Attachments A and B.

#2005 GTLW Recovery Tables” mea > recovery rate tables shown in Attachments C and D.
IV. Text
A. Grouf@Wa @. emium Reserve Calculation

1. inimum standard of valuation for group term life waiver of premium

disabled life benefits shall be the present value of the death benefit payable
iscounted for interest and recovery. Since there is not a contract reserve based

pon an aggregate table, the discounted value of waived premiums is inadequate
to support this liability.

2. Except as provided in Section B, the 2005 GTLW Mortality and Recovery Tables
shall be used for determining the minimum standard of valuation for any group
term life waiver of premium disabled life benefit incurred on or after the effective
date of this guideline. The valuation tables were derived from employer-
employee group life experience. Other forms of group term life insurance are also
subject to the same requirements if they contain similar extended death benefit
provisions. Section B offers ways to modify the underlying rates of mortality or
recovery if they differ from those associated with the underlying experience in
the valuation table.
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1.

B. Use of Company Experience \\
VI

Appendix C

The maximum interest rate shall be the maximum rate permitted by law in the
valuation of life insurance of the same guaranteed duration issued on the same
date as the claim incurral date of disability. This maximum interest rate shall be
used for determining the minimum standard of valuation for any group term life
waiver of premium disabled life benefit incurred on or after the effective date of
this guideline. The guaranteed duration used to determine the life insurance rate
of interest is equal to the largest term in years between the point at which any
individual in the group may become disabled and the point at which no death
benefit is available. Thus, if a person could become disabled at ageg20, and
remain disabled, and receive a benefit upon death before age 65, th
duration would be 45 years. For most groups and companies this wo
maximum interest rate shall be the rate for life insurance with
than 20 years. V'S

The Appointed Actuary shall review company expe east once every five
years. The review of company experience can range®§com A*detailed experience
study to a high level analysis. The exten
enable the Appointed Actuary to defeggl a
experience shall:

I. Be segmented into policies&ilar enefits, on individuals of each
gender;

ii. Be experience-speci#fic t ompany;

must be sufficient to
@ sion reached. Company

iii. Include all relga e in the past three most recent years;

iv. Exclude expe is not in the past six most recent years;
V. Otherwisf be relevant, in accordance with the professional judgment of
the App d Actuary; and

ed irrelevant by the commissioner.

ioner may require a company to use its experience based upon the
Kecent eview referenced in Section B.1 to establish its specific valuation
t if:

Actual mortality experience is reasonably expected to be greater than
90% of the 2005 GTLW Mortality Tables; or

ii. Actual recovery experience is reasonably expected to be less than 125%
of the 2005 GTLW Recovery Tables.

Under these circumstances, the commissioner may require a company to use the
process set out in Section B.4 and establish for the company a minimum value
for Z.

A company may use its experience exclusively without reference to the standard
tabular mortality expected experience or to the standard tabular recovery
expected experience to create its specific valuation tables if:
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The Appointed Actuary can demonstrate and certify the following:

a) The company-specific valuation tables are based on company
experience with allowances for graduation and margins for
adverse experience;

b) The company-specific mortality valuation tables used for
computing minimum reserves for group termy,life waiver of
premium benefits are such that there is at le

confidence that the actual annual aggregate ill be less
than the mortality in the company-sp lity valuation
tables; and V'S

C) The company-specific recove Non tables used for
computing minimum reservesgfor term life waiver of
premium benefits are such that t is at least an 85% statistical

confidence that the actual ual Jaggregate recoveries will be
company-specific recovery

greater than the rggo i
valuation tables. 4
The company has writteﬁ\o from the domiciliary commissioner
a

to use the company& luation tables.

Unless otherwis te®Or required, the specific valuation tables shall
apply to théco oy of minimum reserves for group term life waiver
of premiun ledgd#e benefits for claims incurred during or after the

ich the study was performed.

The ¢cC all not use mortality and recovery tables with rates that
produce reghves less than the reserves produced by using 75% of the
5 GTLW Mortality Tables and 160% of the 2005 GTLW Recovery
es for all durations of disability combined.

. on of company mortality experience with the 2005 GTLW Mortality

'
T

oking Section B.3, a company may use a credibility-weighted
S

and/or of company recovery experience with the 2005 GTLW Recovery

\abl S to create its specific valuation tables.
. The blended tables for each gender and type of experience (mortality and

recovery) shall be computed using the formula Blended Table = T x S,
where:

a) Z shall be a credibility weighting factor, between 0 and 1,
developed by the Appointed Actuary using credibility theory
methods not unacceptable to the commissioner;

b) F shall be the ratio of the company’s actual experience to the
expected experience for the 2005 GTLW Mortality and
Recovery Tables for each gender and type of experience
(mortality and recovery);
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c) M shall be 1.12 for mortality tables and 0.80 for recovery tables.
The values provide a smooth transition between the 2005 tables
and company experience when Z = 1;

d) S shall be the 2005 GTLW Mortality and Recovery Tables; and

e) T shall be computed using the following steps:
Step 1: Compute the raw value of T=[Z x (F x M) + 2)].
Step 2: Round T to the nearest 5%.

Step 3: If the absolute difference betweenghe @ 2d in step

2 and the value of T utilized j iatlyegvlor to the
study is less than 10%, then set the value of T
utilized immediately prior to thgstu

Step 4: For all durations of disabili omiitied for each gender,
set the value of r of 75% and the T
resulting from stgp lity and set the value of T

to the lesser of 16 resulting from step 3 for
recovery.

The company has written pN om the domiciliary commissioner
to use the blended valuat@ :

L 2
Unless otherwise exe quired, the specific valuation tables shall

apply to the cg : inimum reserves for group term life waiver
i 2 benefits for claims incurred during or after the

e study was performed.

© 1999-2018 National Association of Insurance Commissioners AG44-4



Appendix C AG XLIV
ATTACHMENT A
2005 GTLW Mortality and Recovery Tables
Graduated Death Rates (1,000Q[X])
Select Period (duration 9 months to 10 years)
MALES
PROBABILITY OF DEATH (1,000Q[X]+T) - SELECT PERIOD
Central Age => 17 22 27 32 67 72
Duration of
Disability
1 (4th qtr.) 213 25.0 25.0 28.8 42.5 38.8
2 (1st gtr.) 26.3 28.8 30.0 36.3 33.8 30.0
2 (2nd gtr.) 275 30.0 30.0 375 32.5 28.8
2 (3rd gtr.) 31.3 33.8 33.8 33.8 28.8 25.0
2 (4th gtr.) 33.8 38.8 37.5 32.5 21.3 21.3
2 (annual) 107.2 117.9 119.2 128.2 110.7 100.5
3 37.5 56.3 68.8 70.0 86.3 91.3
4 22.5 32.5 60.0 60.0 73.8 77.5
5 15.0 22.5 41.3 48.8 65.0 68.8
6 15.0 225 37.5 41.3 68.8 76.3
7 15.0 225 27.5 31.3 713 78.8
8 15.0 225 25.0 28.8 775 85.0
9 15.0 225 22.5 23.8 81.3 93.8
10 15.0 22,5 18.8 21.3 87.5 101.3
FEMALES P
PROBABILITY OF DEATH (1,000Q[X]+T) - SELEC R
Central Age => 17 22 2 3 42 47 52 57 62 67 72
Duration of
Disability
1 (4th gtr.) 2 22.5 26.3 31.3 33.8 36.3 40.0 37.5 35.0
2 (1st gtr.) 20.0 20.0 23.8 30.0 32.5 33.8 36.3 32.5 28.8
2 (2nd gtr.) 20.0 20.0 21.3 28.8 31.3 313 325 31.3 275
2 (3rd gtr.) 18.8 18.8 213 25.0 26.3 275 275 27.5 23.8
2 (4th gtr.) 16.3 16.3 17.5 20.0 21.3 20.0 20.0 20.0 20.0
2 (annual) 70.0 70.3 78.9 97.8 104.8 106.4 110.3 105.8 95.7
3 37.5 40.0 43.8 52.5 65.0 66.3 67.5 76.3 80.0
4 26.3 28.8 31.3 40.0 48.8 55.0 56.3 63.8 67.5
5 25.0 26.3 28.8 31.3 37.5 45.0 51.3 56.3 58.8
6 17.5 20.0 23.8 30.0 35.0 45.0 48.8 60.0 62.5
7 16.3 17.5 23.8 30.0 35.0 43.8 50.0 63.8 66.3
8 16.3 17.5 225 28.8 33.8 43.8 51.3 68.8 71.3
9 16.3 17.5 20.0 28.8 33.8 41.3 52.5 73.8 77.5
1 15.0 17.5 20.0 28.8 33.8 40.0 52.5 78.8 83.8
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ATTACHMENT B
2005 GTLW Mortality and Recovery Tables
Graduated Death Rates (1,000Q[X])
Ultimate Period (11+ years)

Attained Attained
Age Male  Female Age Male  Female
27 12.5 10.0 64 50.0
28 12.5 10.0 65 52.5
29 12.5 10.0 66
30 13.8 11.3 67
31 13.8 11.3 68
32 13.8 11.3 69
33 13.8 11.3 70
34 13.8 11.3 71
35 15.0 12.5 72
36 15.0 12.5
37 15.0 125 S N
38 15.0 12.5 \
39 16.3 13.8 76
40 17.5 13.8
41 18.8 15.0
42 18.8 15.0 9
43 18.8 15.0 4 80
44 20.0 16.3 \ 81
45 20.0 175 82
46 21.3 175 83
a7 21.3 18.8 84
48 22.5 18.8 85
49 23.8 18.8 86
50 25.0 20.0 87
51 26.3 88
52 27.5 89
53 30.0 90
54 31.3 91
55 92
56 93
57 94
58 @ 95
59 4145 96
42.5 97
43.8 98
46.3 99 1000.0 1000.0
63 48.8
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ATTACHMENT C
2005 GTLW Mortality and Recovery Tables
Graduated Recovery Rates (1,000Q[X])
Select Period (duration 9 months to 10 years)
MALES
PROBABILITY OF RECOVERY (1,000Q[X]+T) - SELECT PERIOD
Central Age => 17 22 27 32 37 67 72
Duration of
Disability
1 (4th gtr.) 39.7 39.7 325 26.7 25.4 3.9 33
2 (1st gtr.) 37.7 37.7 31.2 26.0 23.4 4.6 3.3
2 (2nd gtr.) 34.5 34.5 28.0 22.8 22.1 3.9 3.3
2 (3rd gtr.) 31.9 31.9 26.0 215 20.8 33 2.6
2 (4th gtr.) 28.0 28.0 23.4 19.5 18.9 2.6 2.0
2 (annual) 120.9 120.5 99.9 82.5 78.5 13.6 10.6
3 111.2 111.2 90.4 73.5 54.0 7.8 7.2
4 100.1 100.1 75.4 56.6 43.6 5.9 5.2
5 81.3 81.3 59.8 43.6 36.4 5.2 4.6
6 49.4 49.4 42.3 35.8 31.2 4.6 3.9
7 39.0 39.0 35.1 31.2 28.0 33 2.6
8 34.5 34.5 31.2 28.0 23.4 2.0 1.3
9 28.0 28.0 26.7 24.7 20.2 1.3 0.7
10 24.7 24.7 22.8 20.8 15.0 1.3 0.0
FEMALES
*
PROBABILITY OF RECOVERY (1,000Q[X]+T) - SELECT
Central Age => 17 22 42 47 52 57 62 67 72
Duration of
Disability
1 (4th gtr.) 24.7 16.9 16.3 13.0 8.5 6.5 5.2
2 (Ist gtr.) ) 22.1 16.3 15.0 11.7 8.5 7.2 5.9
2 (2nd gtr.) 25.4 24.7 19.5 14.3 13.7 9.8 7.2 5.9 4.6
2 (3rd gtr.) 23.4 22.8 16.9 11.7 11.1 7.8 5.9 4.6 3.9
2 (4th gtr.) 20.8 20.2 15.0 9.1 8.5 5.9 3.9 33 2.6
2 (annual) 95.1 88.5 69.3 48.6 45.4 33.3 24.1 19.9 16.2
85.8 70.2 59.2 42.3 31.9 20.2 14.3 11.1 9.8
70.9 55.3 44.2 29.3 22.8 13.7 11.7 7.2 5.9
57.2 43.6 34.5 215 15.0 11.7 10.4 7.8 6.5
47.5 35.8 26.7 17.6 11.1 9.8 9.8 6.5 5.2
39.0 30.6 22.1 16.3 9.1 7.8 7.8 5.2 3.9
32.5 26.0 18.2 15.0 8.5 7.2 5.9 3.3 2.0
28.0 22.8 15.6 124 7.2 5.9 4.6 2.0 0.7
22.8 18.9 11.7 7.2 5.2 5.2 3.3 2.0 0.0
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ATTACHMENT D
2005 GTLW Mortality and Recovery Tables
Graduated Recovery Rates (1,000Q[X])
Ultimate Period (11+ years)

Attained Attained
Age Male  Female Age Male  Female
27 16.3 16.3 64
28 16.3 16.3 65
29 16.3 16.3 66
30 16.3 16.3 67
31 16.3 16.3 68
32 16.3 16.3 69
33 16.3 16.9 70
34 16.3 17.6 71
35 16.3 18.9 72
36 16.3 20.2
37 16.3 215 S N
38 15.6 20.8 \
39 15.0 20.2 76
40 15.0 19.5 7
41 14.3 18.2
42 14.3 17.6 79
43 13.7 17.6 L 4 80
44 13.0 17.6 \ 81
45 12.4 16.9 82
46 11.7 16.9 83
a7 111 16.9 84
48 111 15.6 85
49 11.1 14.3 86
50 104 13.0 87
51 10.4 88
52 104 a 89
53 9.8 4 90
54 9.1 .8 91
55 gl 92
56 7.8 93
57 5 7.2 94
58 6.5 95
59 6.5 96
0 4.6 5.9 97
3.9 5.9 98
3.3 5.2 99
63 3.3 5.2
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Actuarial Guideline XLV
THE APPLICATION OF THE STANDARD NONFORFEITURE LAW FOR
LIFE INSURANCE TO CERTAIN POLICIES HAVING
INTERMEDIATE CASH BENEFITS

Scope

This Guideline applies to individual life insurance policies, other than variable non-variable

adjustable life policies and current assumption whole life policies, that provide for an ¢hd ent benefit,
materially less than the policy face amount, at a specified intermediate duration duri longer period of
liminate any

premiums or benefits scheduled for the period subsequent to the endowgent
automatically terminate upon payment of the endowment benefit. Policigs thH§g.0
endowment benefit may be considered a special case of the policies subje t

does the policy
eturn of premium
uideline.

life insurance protection. The payment of such endowment benefit does no I:ll

Background

e life insurance marketplace.
years prior to the coverage expiry
y being in force at that time. The
ndowment that is either built into the
e amount of the cash benefit is based
red to as a return of premium benefit.

cash benefit has often taken the form of an intermediatgiperi
policy or is provided through a rider or an endors t.
upon the premiums paid into the policy, the benefit i r
The straightforward application of Sectiofés 3 of the Standard Nonforfeiture Law For Life
Insurance (the Law), considering 3 fits and premiums (whether guaranteed or
indeterminate) during the entire periog its are guaranteed available under the policy, subject
only to the payment of required pre esult in negative or very low cash values at all durations
for these products. This is caused b miums assumed applicable in the later durations. This

application of the Law produces unacceptaf results, as it fails to recognize that the cash benefit should
be prefunded with the premiums tfiat fall due prior to the time the benefit becomes available.

The intent of this GuidelinegStSgrdWde guidance with respect to the required minimum cash values for
some of the products @ e Scope section. However, other products within the scope designed
to provide similar bengiis, cglgfaving similar premium structures (for example products having a cash
value at the end of an initicylevel premium period equal to the total premiums paid) would be expected to

provide minim ash values that are determined in a manner consistent with this Guideline. For
products with ile endowment benefits, the minimum cash values should be determined in
accordance wi iples of this Guideline.

Text

A. The T10llowing methodology shall be used in the determination of minimum cash surrender values

policies subject to this Guideline in accordance with the requirements of the Law.

1. The endowment period shall be that period of time measured from the issue date of the
policy to the date when the endowment benefit becomes payable (the endowment date)
under the terms of the policy.

2. If the endowment benefit is added by rider to a policy, then for minimum cash value
determination purposes the base policy and the endowment benefit are to be treated as
integrated.
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Appendix C

Premiums under the policy may be provided through a scale of guaranteed rates for the
term of the policy or through a scale of current rates that are subject to a scale of
guaranteed maximum premiums; if rates are subject to a scale of guaranteed maximum
premiums, the minimum cash values shall be the greater of those produced under this
Guideline using the guaranteed maximum rates and current rate scale applicable at issue
of the policy.

Any cash surrender value available under the policy in the event of default in emium

payment due on any policy anniversary during the endowment period shall b unt
not less than the excess, if any, of the present value, on the anniver e
endowment benefit and any future incremental death benefits during ; ment

period which would have been provided for by the policy if therg, hadgh

over the sum of: \
M The then present value of the adjusted premiums as de N corresponding

to premiums which would have fallen due on and after theQganiversary during the
endowment period; and

(i) The amount of any indebtedness to the cogapa @ policy.
Incremental death benefits are death benefits dythg ndowment period in excess of
the lowest death benefit provided under the fgh ing the endowment period.

The adjusted premiums for the policy sh% ted on an annual basis and shall be
e

such uniform percentage of the re®pec iums specified in the policy for each
policy year during the endowme ing amounts payable as extra premiums
to cover impairments or speci also excluding any uniform annual contract
charge or policy fee specifi galicy in a statement of the method to be used in
calculating the cash surrende ard paid-up nonforfeiture benefits, that the present
value, at the date of issue of the pGilgf’, of all adjusted premiums shall be equal to the sum

pe

of:
(i) orghe endowment benefit and any incremental death benefits
policy during the endowment period,;
(i) 1%) of the average amount of insurance (total death benefit under
policy, including any incremental death benefits) at the beginning of each of
tregest ten policy years; and

iii) @ hundred twenty-five percent (125%) of the nonforfeiture net level premium
assdefined below, provided however, that no nonforfeiture net level premium
shall be considered to exceed 4% of the average amount of insurance (total death
benefit under the policy, including any incremental death benefits) at the
beginning of each of the first ten policy years.

The nonforfeiture net level premium for the policy shall be equal to the present value, at
the date of issue of the policy, of the endowment benefit and any incremental death
benefits provided for by the policy during the endowment period, divided by the present
value, at the date of issue of the policy, of an annuity of one per annum payable on the
date of issue of the policy and on each anniversary of such policy on which a premium
falls due prior to the endowment date.
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8. The mortality rates and interest rate used in the determination of the minimum cash
values for the policy shall be those applicable under the Law considering during the
entire period death benefits are guaranteed available under the policy, subject only to the
payment of required premiums.

B. In no event can the cash surrender value under the policy at any duration be less than the greater
of:
1 The minimum cash value calculated according to Section A of this Gui

premiums (whether guaranteed or indeterminate) during tge e

are guaranteed available under the policy, subject only tr
premiums. In performing this calculation, no annual p u any duration after the
benefit and the cash
stency of progression of cash

endowment period shall exceed the difference betwe

value at that duration.
values test contained in Section 8 of the Law, §n @ aranteed benefits and premiums
(whether guaranteed or indeterminate) during th tirdgaetiod death benefits are guaranteed
available under the policy, subject only to the payffien equired premiums.

C. The cash surrender values for the policy must also &3

D. For policies where the benefit is defined i re ‘general terms as providing for a return of
premiums paid or a portion of premiums cedures of Subsection 5¢ C of the Law and
the requirements of Section A abo¥e s plied in the determination of a revised set of
minimum cash values in the event th u e endowment benefit of the policy changes due
to a change made to the premi ovided at issue.

Applicability

This Guideline is effective for allfpolicy forms filed on or after January 1, 2009, and affects all contracts
issued on or after January 1, 2010%

N
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Actuarial Guideline XLVI

INTERPRETATION OF THE CALCULATION OF THE SEGMENT LENGTH WITH RESPECT
TO THE LIFE INSURANCE POLICIES MODEL REGULATION UPON A CHANGE IN THE
VALUATION MORTALITY RATES SUBSEQUENT TO ISSUE

. Background

Some states have revised their regulation permitting the use of the 2001 CSO Prefer, ass Structure

Mortality Table so that at the company’s option it might be used to value a policy €

previously approved for issue based on valuation using the 2001 CSO Mortaks 2. A company

making this election would be changing the valuation mortality rates. It'g als @ se that use of the

2001 CSO Preferred Class Structure Mortality Table is predicated upon the paricies initially, and
t

annually thereafter, satisfying certain requirements with respect to the p e of death benefits over
certain future periods. If these requirements are not satisfied at some QOI future, the company
must change to a table for which the requirements are satisfied. For ex g, tis could mean changing
from the super preferred nonsmoker table to the preferred nonsmo maybe from the preferred
smoker table to the smoker table. Although a non-elective cha I S0 a change in the valuation
mortality rates.
y &

Section 4B of the Valuation of Life Insurance Poli N Regulation defines the “Contract
Segmentation Method” in which segments are to ated“Using the valuation mortality rates for
deficiency reserves. Thus, potentially either o examples given above could trigger a

f t
recalculation of the valuation segments at the tim va n mortality rates are changed. The purpose
of this guideline is to prescribe which circygnsta Iving a change to the valuation mortality rates,

require a recalculation of the segments and WN

The Valuation of Life Insurance Po dgh Regulation was adopted, in part, to stop the use of high
net premiums late in the policy’s life'W\g gily influencing the level of reserves early in the policy’s
life (“postfunding™). The contract segme method was the answer devised to control this. After the
adoption of this regulation, co@ incorporated the establishment of the segment lengths into the

policy design process based on T, valuation mortality expected to be used. Now it is seen that there are
sary or desirable to change valuation mortality after issue. But if it
there could be unintended, undesirable results.

circumstances in which it may
triggers a segment re

This guideline classifies circumstances involved in changes to valuation mortality rates into two
categories: thos ere deliSerately designed postfunding is less likely so no segment recalculation is
prescribed, and Mere such postfunding is more possible so segment recalculation is required. In
general, non-giewgi uation mortality changes require no segment recalculation, while elective
valuatign mc @ anges are divided into those on plans filed for approval before the adoption of this
guideli thost filed after adoption. To preclude enhancing postfunding by changing valuation

a plan is approved, recalculation of segments is required if the change is elected on plans
on of this guideline, but is not required for plans filed before.

pe

This guideline is effective December 31, 2008.
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1. Text

A For policies subject to a non-elective change in valuation mortality rates:

For policies which were the subject of a non-elective change in valuation mortality rates because the
requirements for continued use of the prior rates were no longer satisfied, Section 4B of the Valuation of
Life Insurance Policies Model Regulation shall be interpreted so that the segments need not be
recalculated.

B. For policies subject to a company election to substitute the 2001 Preferred Class Strugiure§gable
for the 2001 CSO Mortality Table:

1. For policies issued on a policy form filed for approval prior to January 1, 2009, @ 1B of the
Valuation of Life Insurance Policies Model Regulation shall be interpreted so t eoess need not

be recalculated.

2. For policies issued on a policy form filed for approval after January 1, 9, Section 4B of the
Valuation of Life Insurance Policies Model Regulation shall be interpreted t uirgithat the segments be

recalculated using the new valuation mortality rates.
L 4 \
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Actuarial Guideline XLVII

THE APPLICATION OF COMPANY EXPERIENCE IN THE CALCULATION OF CLAIM
RESERVES UNDER THE 2012 GROUP LONG-TERM DISABILITY VALUATION TABLE

l. Background

The 2012 Group Long-Term Disability (GLTD) Valuation Table, as included in the Health Insurance
Reserves Model Regulation (#10), is the valuation standard to replace the Commissioner’s Group
Disability Table 1987 (CGDT87 Table) with a new one based on the GLTD 2008 This table is
referred to as the GLTD 2012 Valuation Table and can be found at the following loca®

http://www.naic.org/documents/Ol_naic_2012_group_long-term_disabiIity‘val

An actuarial guideline is more appropriate to handle the multiple segm N’ 2 GLTD Valuation
Table, the computations of own experience and the application of cr i ich are not normally
found in model regulations.

1. Purpose

Valuation Table that is referenced in the Health Insu ves Model Regulation (#10). This

The purpose of this Actuarial Guideline is to provide% ins gyl for the use of the 2012 GLTD

guideline pertains to Group Long-Term Disability clai mnt with the conditions defined in the

model regulation, and governs the selection of CI% tion rates for the purpose of calculating
SS

GLTD claim reserves. This guideline does not a e adequacy, which remains the concern of
the insurer according to the terms expressed"n th@’m regulation.

Although the various detailed formu 3 N eline do not directly address or define reserve
cacy tests will be made periodically. Such adequacy testing

will generally be adequate and th
adequacy. In addition to the fe
guideline should be assumed_tg.n
the state insurance c ifs or”other appropriate variations. Many such situations, because they
would apply to fully i
for approval by the i er for a period tied to the updates required by Section C.vi and not

approved on an annual basiss
1. Text \

@1 the insurer follows the instructions provided in this guideline, the selected claim
ination rates automatically meet the minimum valuation standard defined in the

model regulation.

Valuation Table Modifications

If not invoking the small company exception specified in Section D, a company must use
a credibility-weighted combination of its own claim termination experience with the 2012

GLTD Valuation Table to create its specific valuation table.

i For claims in Duration Group 1 (duration < 3 months), termination rates may be
developed as below consistent with other Duration Groups or in any other
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Appendix C

manner deemed appropriate by the actuary. With respect to credibility, any value
between 0 and 1.0 that the actuary deems appropriate for the block may be used.

ii. For claims beyond 3 months, the valuation termination rates shall be computed
using the termination rates from the 2012 GLTD Valuation Table (S) multiplied
by experience adjustment factors (T) that are calculated separately for four
different duration groups.

Valuation Termination Rate =T x S

The duration groups are defined as follows:
Group 2: duration > 3 months and duration < 24 months

Group 4: duration > 60 months and duration < 120 months

Group 3 duration > 24 months and duration < 60 months P O

Group 5: duration > 120 months

S shall be the sum of recovery and death rate he 2012 GLTD
Valuation Table.

a)

b)

T shall be computed as T = [Z x Iz* -2)].
1) Z shall be a credibilit ting factor, between 0 and 1,
developed for eachyd n group according to the following

2)

3)

specifications:
Groups 2-5: Z
&

L K'1> N is the number of expected
recovery and% nts from the 2012 GLTD Valuation

Group Z° 5,300 Group 4: K =2,100
up 3: K= 2,500 Group 5: K=1,700

| be the ratio of the company’s actual total of recovery and

th counts to the expected recovery and death counts for the

2 GLTD Valuation Table for each duration group specified
above.

If the actuary has reserve adequacy or other significant analysis
that demonstrates in the development and use of Company
Specific Experience (see Section C below) that an alternative
measurement is deemed appropriate, such as:

I Use of some other weighting of claims (gross benefit,
net benefit, etc.) that is not only appropriate for
measuring A/E, but also is expected to generally produce
reserves not less than those produced by using a claim
count measurement.

Il. Use of an increased credibility factor Z if F is less than 1
to give the company experience more weight.

Then, a basis other than claim count may be used.
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4) M is the company experience margin, determined for each
duration group according to the following formula:

M = Min (15%, Max (5%,3% + 1.65 * /A/C)>

This is the minimum value for the definition of M prior to any
reserve adequacy analysis. Adequacy tests and analysis of
experience (sharpness of fluctuations, trends the period of
the termination rate study, changing claim etc.) may
indicate that a larger value of M may be ropriate. If so,
such a value is deemed appropriat%

5) A'is a set of constants defined b % p as follows:
Group 2: A=4.0 % =25
Group3: A=3.0 ro *A=20
|
death counts by durgiofi gre
o 7

iii. The company shall not use ter i gies that produce total reserves for
claims disabled for more than tk at are less than the reserves produced
n

6) C shall be the compan mber of total recovery and

for these claims by co asT = 1.30. If the Company Specific
Experience, determined in_Se below, for Duration Group 3 includes at
least 5,000 claim termin@e lue of T for that Duration Group shall not be

limited to<1.30 @

C. Company Specific E \ﬂ Experience Measurement
In computing value o comply with Section B above, the appointed actuary
shall:

i. Segmentfne company claim termination experience into any major subgroups
that ma oduce significantly different results (e.g., market niches, claims
op ique benefit designs, etc.).

il affiliated statutory entities and assumed reinsurance, where claim
m ement is under a common structure, when considering company
experience. It is also appropriate to evaluate experience separately when specific
blocks of company business have distinct claim management practices or
ignificantly different risk characteristics.

Include all relevant experience the company is capable of providing for as many
of the last five years as possible (not including the lag period described below).
However, there are two situations where using other than a five-year period may
be more appropriate. The first is when a company’s experience in a longer period
not only increases credibility but is still relevant and appropriate for the
company’s products and claim management practices. The second is for a
company that has had significant changes in product and/or claim management
practices within the past five years that has diminished the relevance of the
company’s experience early in the five-year period. In this second situation, less
than five years of experience may be used for any duration band for which there
is compelling logic and when either the company’s experience to be used is at
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Vi.

Vil.

viil.

In the al
grou

Appendix C

least 90% credible, or the shorter experience period produces higher reserves
than using five years.

Recognize a suitable lag period to allow for a full resolution of claim status. The
lag period used in the 2008 GLTD Study was 12 months. However, the appointed
actuary may use a different lag period based on his or her company experience.
For example, company experience indicates that all changes after the selected lag
period are negligible.

Measure actual (A) to expected (E) terminations based on claim cofint \aless
another weighting is deemed more appropriate, as mentioned Section
B(ii)(b)4), where the E is based on monthly expected recoveries gfegle from
the 2012 GLTD Valuation Table. Claim count is also used‘n th @ ement of
credibility.

el above at least
0 ‘must be updated
ces, in accordance
rom the one used in

Update the minimum valuation basis in accordance wi
once every five years. In addition, the valuation basi
whenever the company’s annual own experience S
with Section B, a value T that changes by ,
the current valuation basis for any of the fg/e .

Recognize where appropriate any flexibi \ 0 the 2012 GLTD Valuation
Table, such as not utilizing dla ecifiC termination rates when the

information is deemed unreliable.

Do not count as terminatiomtho that are closed due to settlement (i.e., a
lump sum replacing a series future payments), or that have reached
the end of the maxim atlon or that are closed due to a contractual
limit, such as a megfal and ngavous limit. For this purpose, a closure due to a
change in definition G iry should be considered an actual termination and
not a termination due to re g the maximum benefit duration.

Use experience™@at is otherwise relevant in accordance with the professional
judgment o ted actuary.

Don e ce that the commissioner has deemed inappropriate or likely
to pro ignificantly inadequate reserves.

aragraphs, the expression term “company” refers to a single company or a
a lated companies subject to the same claim management.
nce Measurement Exemption

time of valuation, a company has fewer than 50 open claims disabled within two

ears of the effective date of the valuation, and fewer than 200 open claims disabled more

t

two years prior to the effective date of the valuation, the carrier is exempt from the

requirement that the 2012 GLTD Valuation Table be modified by the company’s own
experience. Open claims include only claims subject to valuation using the 2012 GLTD
Valuation Table. Said company will use 100% of the 2012 Valuation Table for
calculating claims termination rates in order to comply with the minimum valuation
standard.
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This Actuarial Guideline XLVII1 applies specifically to 2016 Valuations
Actuarial Guideline XLV
ACTUARIAL OPINION AND MEMORANDUM REQUIREMENTS FOR THE REINSURANCE
OF POLICIES REQUIRED TO BE VALUED UNDER SECTIONS 6 AND 7 OF THE NAIC
VALUATION OF LIFE INSURANCE POLICIES MODEL REGULATION (MODEL #830)

Background

The NAIC Principle-Based Reserving Implementation (EX) Task Force (“PBRI T
the coordinating body for all NAIC technical groups involved with projects relatedto rinciple-Based
Reserves (PBR) initiative for life and health policies. The PBRI Task Force wasfilso Ca
assessing, and making recommendations regarding, the solvency implicd¥ons %
financing mechanisms addressed in the June 6, 2013 NAIC White P
Purpose Vehicle Use (E) Subgroup of the Financial Condition (E) Comr&
arrangements have been referred to as “XXX / AXXX Captive arra e
arrangements actually involve reinsurers organized as captives. O

adopted a framework as found in Exhibits 1 and 2 of the June 4,20
Inc. (the “June 2014 Rector Report”). Exhibit 2 of the repofyin % a charge to the Life Actuarial (A)

Task Force (LATF) to develop a level of reserves (the “fequ
e
%@

Zdptives and Special
e of these reinsurance
although not all such
014, the PBRI Task Force

be supported by certain defined assets (“Primary Security’ cucl of reserves is to be calculated by a
method referred to as the “Actuarial Method.” Anoth LATF is to promulgate an actuarial
guideline specifying that, in order to comply with ial Opinion Memorandum Regulation as it
relates to XXX/AXXX reinsurance arrangements, ctuary must issue a qualified opinion as to
the ceding insurer’s reserves if the ceding ins

engaged in a XXX/AXXX reserve financi%
and Primary Security forms adopted by 154

-@d Required Level of Primary Security, specifies the Actuarial Method
; el of Primary Security, and specifies other requirements that must be
iISSMWolved in order for the appointed actuary to render an actuarial opinion

terms, such as Primary,Se
used to calculate the
followed when reinsur.
that is not qualifjed.

guideline can anticipate every potential XXX/AXXX captive arrangement.
essional responsibility are needed to assure not only that the text of this actuarial
bserved, but also that its purpose and intent are honored scrupulously. To that end,
BCumentation to the appointed actuary as to the arrangements that are subject to review
ial guideline, the appointed actuary may request from each ceding insurer, and may rely

of arrangements involving XXX or AXXX reserves that are designed to exploit a perceived ambiguity in,
or to violate the purpose and intent of, this actuarial guideline.
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The purpose and intent of this actuarial guideline are to establish uniform, national standards governing
XXX or AXXX reserve financing arrangements’ and, in connection with such arrangements, to ensure
that Primary Security, in an amount at least equal to the Required Level of Primary Security, is held by or
on behalf of the ceding insurer. As described further in Section 4.B., the provisions of this actuarial
guideline are not intended to apply to policies that were issued prior to 1/1/2015 if those policies were
included in a captive reserve financing arrangement as of 12/31/2014. Further, the requirements of this
actuarial guideline should be viewed as minimum standards and are not a substitute for the diligent
analysis of reserve financing arrangements by regulators. A regulator should impose requirements in

addition to those set out in this actuarial guideline if the facts and circumstances warrant such
Text

1. Authority ¢

Pursuant to Section 3 of the NAIC Actuarial Opinion and Memorandu N}Xn, Model 822
(“*AOMR”), the commissioner shall have the authority to specify specli§g, mediods of actuarial
analysis and actuarial assumptions when, in the commissioner’s jEamenii®hese specifications

are necessary for an acceptable opinion to be rendered relative e acy of reserves and
related items.
L 4

2. Scope \
This actuarial guideline applies to Covered Policies N is defined in Section 4.

3. Exemptions ¢ %

This actuarial guideline does not apply

A. Risks ceded to an assuming
or Section 6.G. of Model #8
Renewable Term (“YRT”}Reinsurs

jolicies eligible for exemption under Section 6.F
e portion of the reserve pursuant to Yearly
e under Section 6.E. of Model #830; or

insurer that meets the applicable requirements of (1) Section
einsurance Model Act, Model #785 (“Model #785”) and
aling insurer’s domiciliary state or, if that state has not adopted
ection 2.E., in a minimum of five states, or (2) Section 2.D. of

2.E. of the NAIC
has been cert i
a provision eq n
Model

JPcpares its statutory financial statements in compliance with the NAIC
ccounting Practices and Procedures Manual, without any departures from
NAIC statutory accounting practices and procedures pertaining to the
admissibility or valuation of assets or liabilities that increase the assuming

insurer’s reported surplus and are material enough that they would need to be

assuming insurer that meets the applicable requirements of Sections
., of Model #785, and that, in addition:

Yin general, reserve financing arrangements are those where the security/assets backing part or all of the reserves have one or
more of the following characteristics: such security/assets (1) are issued by the ceding insurer or its affiliates; and/or (2) are not
unconditionally available to satisfy the general account obligations of the ceding insurer; and/or (3) create a reimbursement,
indemnification or other similar obligation on the part of the ceding insurer or any if its affiliates (other than a payment obligation
under a derivative contract acquired in the normal course and used to support and hedge liabilities pertaining to the actual risks in
the policies ceded pursuant to the reinsurance arrangement).
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disclosed in the financial statement of the assuming insurer pursuant to Statement
of Statutory Accounting Principles No. 1—Accounting Policies, Risks &
Uncertainties and Other Disclosures (SSAP No. 1), paragraph 7, if the assuming
insurer were required to comply with SSAP No. 1; and

2. is not in a Company Action Level Event, Regulatory Action Level Event,
Authorized Control Level Event, or Mandatory Control Level Event as those
terms are defined in the NAIC Risk-Based Capital (RBC) for Insurers Model Act,
Model #312 when its RBC is calculated in accordance with e risk-based
capital report including overview and instructions for co i
may be amended by the NAIC from time to time, withou

consulting with the NAIC Financial Analysis (E) W oup (FAWG) or other
group of regulators designated by the NAIC, as appli mines that all of the
following apply: (1) such risks are clearly outside o1%he nt and purpose of this
actuarial guideline (as described in the Backgrou above); (2) such risks are
included within the scope of this actuarial ..— T s a technicality; and (3) the
application of this actuarial guideline to SUCI % )t necessary to provide appropriate
protection to policyholders under all t ctiyandycircumstances. The domiciliary
regulator shall publicly disclose any d Ne pursuant to this Section 3.D. to
exempt a reinsurance arrangement is actdarial guideline, as well as the general
basis therefor (including a summ intion of the arrangement), although the

domiciliary regulator may choossmeno isclose the names of the parties to the
arrangement. P %

D. Risks ceded to an assuming insurer if the ceding insure? 0 %
g
d

4, Definitions

A. Actuarial Method:
Security, as described in"%g

orology used to determine the Required Level of Primary
5 of this actuarial guideline.

B. Covered Polici Subject to the exemptions described in Section 3 of this actuarial
guideling, olicies are those policies that are required to be valued under
Secti 6 the NAIC Valuation of Life Insurance Policies Model Regulation
Mod 3 | #830) and that have risk ceded to an assuming insurer; provided,
howeVer,@hat Covered Policies shall not include policies that were both (1) issued prior
/11201 d (2) ceded so that they were part of a reinsurance arrangement, as of
%194, that would not qualify for exemption as described in Section 3 of this

u uideline.

ired Level of Primary Security: The dollar amount determined by applying the
ACtuarial Method to the risks ceded with respect to Covered Policies.

Primary Security: The following forms of security:
1. Cash meeting the requirements of Section 3.A. of Model #785;
2. SVO-listed securities meeting the requirements of Section 3.B. of Model #785,

but excluding any synthetic letter of credit, contingent note, credit-linked note or
other similar security that operates in a manner similar to a letter of credit; and
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3. For security held in connection with funds-withheld and modified coinsurance
reinsurance arrangements:

a. Commercial loans in good standing of CM3 quality and higher;
b. Policy Loans; and
C. Derivatives acquired in the normal course and used to support hedge

liabilities pertaining to the actual risks in the policies ceded,furs to
the reinsurance arrangement.

E. Other Security: Any asset, including any asset meeting the @efi
Security, acceptable to the Commissioner of the ceding insurer’ ili

NOTE: The Capital Adequacy (E) Task Force has been charge
RBC asset risk charges for assets that may be held as “Othergecur

F. Section 8 Effective Date: The operative date of the §gl ual under the Standard

Valuation Law. *
ti&of the Credit for Reinsurance

withstanding Section 11(B)(13) of
Other Security held in trust, shall
, De valued according to the valuation
d (ii) there are no affiliate investment
her Security held in such trust.

G. Trust: A reinsurance credit trust as defined by
Model Regulation (Model #786); provide
Model #786, (i) funds consisting of Primar
for the purposes identified in Section 5,

rules set forth in Section 5.C., as?p li :
limitations with respect to fund i&
5. Required Actuarial Analysis

As to each reinsurance arrangement in wi Covered Policies have been ceded, the appointed
actuary must perform an analyss, on a treaty by treaty basis, of such Covered Policies to
determine whether:

M fundsfto sPrimary Security, in an amount at least equal to the Required
Level r Security, are held by or on behalf of the ceding insurer, as

security u the reinsurance contract within the meaning of Section 3 of Model

statutory reserves as to which Primary Security is not held pursuant to
ection (i) above, are held by or on behalf of the ceding insurer as security
under the reinsurance contract within the meaning of Section 3 of Model #785.

Q‘a funds withheld, Trust, or modified coinsurance basis; and
(i) sisting of Other Security, in an amount at least equal to any portion of

A. tuarial Method

The Actuarial Method to establish the amount of the Required Level of Primary Security
shall be “Requirements for Principle-Based Reserves for Life Products,” including all
relevant definitions, from the NAIC Valuation Manual (*VM-20") with the modifications
as provided below:
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1. For Covered Policies required to be valued under Section 6 of Model #830, the
Actuarial Method is, subject to any additional modifications below, the greatest
of:

a. For valuation dates before 1/1/2016, the Deterministic Reserve or the
applicable percentage of the Net Premium Reserve (NPR) from Table 1
below based on the issue age range, sex and smoking status; or

b. For valuation dates after 12/31/2015, the DeterministimgReserve or the
NPR based upon the 2017 CSO Mortality Table.

No exemption testing is allowed.

2. For Covered Policies required to be valued un er’ ti Model #830, the
Actuarial Method is, subject to any additional ifiCeglons below, the greatest
of:

a. For valuation dates before 1/1/2 thef®eterministic Reserve, the

tage of the NPR from Table
ex and smoking status; or

Stochastic Reserve, or the applig
2 below based on the iss% S\

b. For valuation dates aft 5, the Deterministic Reserve, the
Stochastic Reservey 0 NPR¥based upon the 2017 CSO Mortality
Table. &

No exemption testi@ is @ilo

veWd percentage of NPR was incorporated into the
approximate the use of the 2017 CSO mortality
ecognition of certain changes made to the Valuation

provided in paragraph 4 below, the Actuarial Method is to be applied
0 ross basis to all risks with respect to the Covered Policies as originally
issued or assumed by the ceding insurer.

Policies in a reinsurance arrangement that is subject to this actuarial guideline,
and (x) retains a portion of the risk for its own account or (y) cedes a portion of
the risk in an arrangement that qualifies for exemption pursuant to Section 3 of
this actuarial guideline, then the Actuarial Method will be applied in the
following manner:

O the ceding insurer cedes less than 100% of its risk with respect to Covered

a. Prior to the Section 8 Effective Date, the Actuarial Method will be
applied to all risks with respect to the Covered Policies as originally
issued or assumed by the ceding insurer and the resulting Required Level
of Primary Security will be adjusted using the following methodology:

(i) For a quota share retained by the ceding insurer for its own
account, the Required Level of Primary Security will be reduced
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by at most a percentage equal to the excess of 100% over the
quota share ceded in the non-exempt reinsurance arrangement;

(i) For a non-exempt reinsurance arrangement in which only a
secondary guarantee rider is ceded:

@) the Required Level of Primary Security will be
calculated as the excess of (1) over (2), where (1) is the
Required Level of Prlmary Security using th uarial

renewable term basis in an exe

is the statutory reserve retained ing insurer on
the Covered Policies (reduce t ount specified
pursuant to subsection (|v) e event any risk is
ceded on a yearly rene asis in an exempt
arrangement);

(b) if the ceding ins d s with respect to Covered
Policies in. m thay,one non-exempt reinsurance
arrangeme vent will the aggregate amount of
Primary Secu d with respect to the Covered
Policies gnclugi Il riders be less than the Required
Le®l0 afly Security calculated using the Actuarial

% risks ceded in non-exempt reinsurance
smewes  were ceded in a single non-exempt

ce arrangement.

(iif)  For riskS@g€ded on a coinsurance basis in an exempt
ngement, the Required Level of Primary Security will be
ced by at most a percentage equal to the quota share ceded

tfi@exempt coinsurance arrangement;

risks ceded on a yearly renewable term basis in an exempt

arrangement, the Required Level of Primary Security will be

reduced by at most [(1 / (2 * number of reinsurance premiums

\ per year)) * cx], calculated using the mortality defined in the
NPR; and

(V) For all other exempt arrangements, including but not limited to
stop loss, excess of loss and other non-proportional reinsurance
arrangements, there will be no reduction in the Required Level
of Primary Security.

NOTE: It is possible for any combination of (i), (ii), (iii), (iv) and (v) above to apply.

The adjustments outlined in (ii), (iii) and (iv) above will be made only with respect to
exempt arrangements entered into directly by the ceding insurer. The ceding insurer will
make no adjustments as a result of retrocession arrangements entered into by any of its
assuming insurers.
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Section 8 of VM-20 (Reinsurance) in the Valuation Manual shall not be used in applying
the Actuarial Method, except that Section 8.C.11. shall apply when some of the assets
supporting the gross reserve are held by the counterparty or by another party. In no event
will the Required Level of Primary Security resulting from application of the Actuarial
Method exceed the amount of statutory reserves ceded.

b. On and after the Section 8 Effective Date, in lieu of the methodologies
set forth in subsections 4.a(iii) and (iv), Section 8 of VM-20
(Reinsurance) in the Valuation Manual will be 0 apply the
Actuarial Method to risks ceded in an exempt
assuming insurer, including risks written prior to_the ion 8 Effective
Date. The methodologies set forth in subseg @

above will continue to apply. ) 4
Percentages Applicable to the NPR in Determination of the method

Table 1

rermium Mortality Ratios)

Issue Male Female ale Female

Age Non-Smoker i Smoker Smoker
<25 55% 65% 70%
25-34 55% 65% 70%
35-44 55% 65% 70%
45 - 54 550 ® | 70% 70%
55 - 64 602% 85% 80%
65— 74 70% 90% 100%
75 -84 80% 90% 100%
85 + ) 80% 75% 100%

\ Table 2
(Derived T /2001 VBT Whole Life Net Level Premium Mortality Ratios)

Male Female Male Female

Non-Smoker | Non-Smoker Smoker Smoker
80% 80% 85% 85%
80% 80% 85% 85%
80% 80% 85% 85%
. 80% 80% 85% 90%
55 - 64 80% 85% 90% 90%
65— 74 85% 90% 90% 100%
75 -84 85% 95% 95% 100%
85 + 85% 95% 85% 100%
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B. Additional Modifications to Actuarial Method

Prior to implementation of PBR, the Actuarial Method shall include any amendments to
VM-20 adopted by the Life Actuarial (A) Task Force (LATF) no later than the September
30" immediately preceding the year-end analysis required by this actuarial guideline.
Notwithstanding, the asset spread tables and asset default cost tables required by VM-20
shall be included in the Actuarial Method if adopted by LATF no later than the December
31% of such year. The rules for incorporating the tables of asset spreads and asset default

costs into the Actuarial Method should follow the same rules for incorpor ose
tables as set forth in VM-20.

After implementation of PBR, the Actuarial Method shall be the v¢ % VM-20
included in the Valuation Manual applicable to such year, without ifiQgtion

S

£ Pri Security pursuant
aafy Security and Other
surer, the following shall

apply: (i) for assets, including any such assets hel ¢ would be admitted under
the NAIC Accounting Practices and Procedures N

C. Valuations Used for Purposes of the Required Actuarial Analys

For the purposes of both (a) calculating the Required Level
to the Actuarial Method and (b) determining the amounigs
Security, as applicable, held by or on behalf of theWg %

’

ey were held by the ceding

insurer, the valuations are to be determined pac g to¥tatutory accounting procedures

as if such assets were held in the ceding insu gemgeal account and without taking into
rp

n

consideration the effect of any prescribe jtted practices; and (ii) for all other
assets, the valuations are to be thog th ssigned to the assets for the purpose of
determining the amount of reserve cregi

6. Actuarial Opinion and Memorandu e ts

A. Qualified Actuarial Opinion

The appointed actuary mglist render a qualified actuarial opinion as described in Section

6.D. of the AOMR if;

1. As 0 o'l date, and as to any reinsurance arrangement as to which the
actuari alyJrequired by Section 5 must be made:

funds consisting of Primary Security, in an amount at least equal to the

equired Level of Primary Security, are not held by or on behalf of the
ceding insurer, as security under the reinsurance contract within the
meaning of Section 3 of Model #785, on a funds withheld, Trust, or
modified coinsurance basis, unless the ceding insurer complies with one
of the Remediation Options listed below; or

(i) funds consisting of Other Security, in an amount at least equal to any
portion of the statutory reserves as to which Primary Security is not held
pursuant to subsection (i) above, are not held by or on behalf of the
ceding insurer as security under the reinsurance arrangement within the
meaning of Section 3 of Model #785, unless the ceding insurer complies
with one of the Remediation Options listed below; or

© 1999-2018 National Association of Insurance Commissioners AG48-8



Appendix C AG XLVIII
2016 Valuations

2. The appointed actuary for any affiliated reinsurer of the ceding insurer issues a
qualified actuarial opinion with respect to such an affiliated reinsurer where (i)
the affiliate reinsures Covered Policies of the ceding insurer and (ii) the qualified
actuarial opinion pertaining to the affiliated reinsurer results, in whole or in part,
from the analysis required by this actuarial guideline.

3. Remediation Options:

(i) In the case of Section 6.A.1.(i):

@ Add additional Primary Security on or regddarch 1 of the
year in which the actuarial opinian is % ed in an amount
that would have caused the Pri * held by or on
behalf of the ceding insurer, der the reinsurance
contract, on a funds withheld or®modified coinsurance

basis, to equal or exceed the R eqa€evel of Primary Security
on the valuation date; or

2 Establish a liabili
Security held pﬁs
Level of Primary

g ne difference between the Primary
ction 6.A.1(i) and the Required

(i) In the case of SectioigS.A.

@ Add addflio ther Security on or before March 1 of the year
in Whi arial opinion is being filed in an amount that
N used Other Security held by or on behalf of the
inserer, as security under the reinsurance contract, to be

equal to the portion of the statutory reserve as to which
Security is not held pursuant to Section 6.A.(1)(i)

(in€¥ading any funds added pursuant to Section 6.A.3.(i)), on the
valuation date.

Establish a liability equal to the difference between (a) the
portion of the statutory reserves that exceed the Primary Security

held pursuant to Section 6.A.1.(i) (including any funds added

pursuant to Section 6.A.3.(i)); and (b) Other Security held by or

on behalf of the ceding insurer as security under the reinsurance
contract.

ional Requirements for the Actuarial Opinion and Memorandum for Companies that

ve Covered Policies Requiring the Analysis Pursuant to this actuarial guideline

1. In the statement of actuarial opinion, the appointed actuary must state whether (i)
the appointed actuary has performed an analysis, as to each reinsurance
arrangement under which Covered Policies have been ceded, of the security
supporting the Covered Policies and whether funds consisting of Primary
Security in an amount at least equal to the Required Level of Primary Security
are held by or on behalf of the ceding insurer, as security under the reinsurance
contract, on a funds withheld, Trust, or modified coinsurance basis and (ii) funds
consisting of Primary Security or Other Security in an amount equal to the
statutory reserves are held by or on behalf of the ceding insurer as security under
the reinsurance arrangement.
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2. In the actuarial memorandum as described by Section 7 of the AOMR, the
appointed actuary must document the analysis and requirements applied by this
actuarial guideline as to each reinsurance arrangement under which Covered
Policies are ceded.

7. Effective Date
This actuarial guideline shall become effective as of December 31, 2016, with respect to all
Covered Policies.

8. Sunset Provision

This Actuarial guideline shall cease to apply as to ceding insurers domicil® i % tion that
has in effect, as of January 1* of the calendar year immediately preced h arim which the

actuarial opinion is to be filed, a law and regulation substantially simila arsendment to the
Credit for Reinsurance Model Law and new Model Regulation? adopte th IC pursuant to

Recommendation #5 of the June 2014 Rector Report.

2 The Model Regulation referenced is Term and Universal Life Insurance Reserve Financing Model Regulation
(Model #787).
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This Actuarial Guideline XLVII1 applies specifically to 2017 Valuations
Actuarial Guideline XLV
ACTUARIAL OPINION AND MEMORANDUM REQUIREMENTS FOR THE REINSURANCE
OF POLICIES REQUIRED TO BE VALUED UNDER SECTIONS 6 AND 7 OF THE NAIC
VALUATION OF LIFE INSURANCE POLICIES MODEL REGULATION (MODEL #830)

Background

The NAIC Principle-Based Reserving Implementation (EX) Task Force (“PBRI T
the coordinating body for all NAIC technical groups involved with projects related.to rinciple-Based
Reserves (PBR) initiative for life and health policies. The PBRI Task Force was£ilso Ca
assessing, and making recommendations regarding, the solvency implicd%ons %
financing mechanisms addressed in the June 6, 2013 NAIC White P
Purpose Vehicle Use (E) Subgroup of the Financial Condition (E) Comr&
arrangements have been referred to as “XXX/AXXX Captive arrangyge

his

aptives and Special
e of these reinsurance
although not all such
otation, XXX denotes the
Policies Model Regulation

arrangements actually involve reinsurers organized as captives. |
reserves prescribed by Section 6 of the NAIC Valuation of Lif

14 Rector Report”). Exhibit 2 of the
(LATF) to develop a level of reserves (the

June 4, 2014 report from Rector & Associates, Inc.
report included a charge to the Life Actuarial (A)
“Required Level of Primary Security”) that mu
Security™). The level of reserves is to be calcul
Another charge to LATF was to promulgaﬁ n argul guideline specifying that, in order to comply
with the NAIC Actuarial Opinion and 2dag egulation, Model 822 (“AOMR?”) as it relates to
XXX/AXXX reinsurance arrangemej 0iNi®g actuary must issue a qualified opinion as to the
ceding insurer’s reserves if the cedi
in a XXX/AXXX reserve financing dig
Primary Security forms adopted by the T¥AIC. The initial version of Actuarial Guideline XLVIII—
Actuarial Opinion and Memorargum Requirements for the Reinsurance of Policies Required to be Valued

under Sections 6 and 7 of the aluation of Life Insurance Policies Model Regulation (AG 48) was
developed in response to th , with an effective date of January 1, 2015.
Coordination betwee®gis arial Guideline and the NAIC Term and Universal Life Insurance

Reserve Financing Model"§ggulation (Model #787)

ry 8, 2016, the NAIC adopted revisions to the Credit for Reinsurance Model Law
ong- other things, the revisions to Model #785 provide commissioners with the
author by regulation, additional requirements for ceding insurers to claim credit for
reinsuran pect to certain XXX/AXXX financing arrangements. On December 13, 2016, the
he Term and Universal Life Insurance Reserve Financing Model Regulation (Model
#78 the regulation permitted by Model #785. LATF subsequently received a charge to redraft AG 48
to make®, as consistent as possible with the provisions of Model #787. The current version of this
actuarial guideline is the result.

The following is an overview of the interrelationship between this actuarial guideline and Model #787,
and the regulatory strategy that led to the adoption of each:

1. The initial version of this actuarial guideline immediately established national standards for the
use of XXX/AXXX financing arrangements in an attempt to quickly set minimum standards
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based on the framework adopted by the PBRI Task Force on June 30, 2014. This initial version
applied to such reinsurance arrangements entered into on or after 1/1/2015.

2. The revised statute (the NAIC Credit for Reinsurance Model Law (Model #785)) and a new
regulation (the NAIC Term and Universal Life Insurance Reserve Financing Model Regulation
(Model #787)) were then developed and adopted by the NAIC.

3. Except as noted in #4 below, this actuarial guideline will cease to be effective, on a state by state
basis, as individual states enact Model #785 and adopt Model #787 to replace it.

4 Notwithstanding, it is anticipated that in a small number of states, Model #787 to be
adopted on a “prospective” basis only (that is, it will only apply to ceded polj ed on or
after the effective date thereof). In those cases, this actuarial guideli n as the
authority for ceded policies subject to this actuarial guideline but t ickgModel #787, as

1y this actuarial
umber of states

adopted in a given state, does not apply. So although its role mig
guideline will remain an essential part of the regulatory framework for
for many years to come.

5. To ensure uniformity of treatment between states, comp i % ceded policies (whether
governed by this actuarial guideline or by Model #787) avoid confusion, this actuarial

guideline is being updated, effective as of January 1, 2017 a&e as substantively identical to
Model #787 as possible.
Authority, Avoidance, and Purpose \

The requirements in this actuarial guideline derive’aXf Section 3 of the AOMR, or, after the
i0

Operative Date of the Valuation Manual, frog of VM-30 of the Valuation Manual. Both
Section 3 of the AOMR and Section 1 of -30 pRWide that the commissioner has the authority to
specify specific methods of actuarial analysiand acflarial assumptions when, in the commissioner's
judgment, these specifications are necessary fOrgg ceptable opinion to be rendered relative to the
adequacy of reserves and related items. contained in the framework adopted by the PBRI Task Force
on June 30, 2014, this actuarial guide defines new terms, such as Primary Security and Required
Level of Primary Security, specifieg tuarial Method used to calculate the Required Level of
Primary Security, and specifi ements that must be followed when reinsurance is involved in
order for the appointed actuar actuarial opinion that is not qualified.

Common sense and profepgignal responsibility are needed to assure not only that the text of this actuarial
guideline is strictly obsa ) also that its purpose and intent are honored scrupulously. To that end,
and to provide doc % an to the appointed actuary as to the arrangements that are subject to review

delip¥, the appointed actuary may request from each ceding insurer, and may rely
upon, the certifica py the Chief Financial Officer or other responsible officer of each ceding insurer
omiciliary regulator that the insurer has not engaged in any arrangement or series
involving XXX or AXXX reserves that are designed to exploit a perceived ambiguity in,
pose and intent of, this actuarial guideline.

No statute, regulation Wne an anticipate every potential XXX/AXXX captive arrangement.

or to violate the
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The purpose and intent of this actuarial guideline is to establish uniform, national standards governing
XXX or AXXX reserve financing arrangements® in conformity with the PBRI Task Force framework
and, in connection with such arrangements, to ensure that Primary Security, in an amount at least equal to
the Required Level of Primary Security, is held by or on behalf of the ceding insurer. As described further
in Section 4.B., the provisions of this actuarial guideline are not intended to apply to policies that were
issued prior to 1/1/2015 if those policies were included in a captive reserve financing arrangement as of
12/31/2014. Further, the requirements of this actuarial guideline should be viewed as minimum standards
and are not a substitute for the diligent analysis of reserve financing arrangements by regulators. A
regulator should impose requirements in addition to those set out in this actuarial guid the facts and
circumstances warrant such action.

Text
L 2

1. Authority x\

Pursuant to Section 3 of the AOMR or, after the Operative of %ie Valuation Manual, to
Section 1 of VM-30 of the Valuation Manual, the com ionelhall have the authority to
specify specific methods of actuarial analysis ,ang assumptions when, in the

commissioner’s judgment, these specifications are Wg @ for an acceptable opinion to be
rendered relative to the adequacy of reserves and eqWNem

2. Scope .‘ ‘ &

This actuarial guideline applies to reinsur. c ts that cede liabilities pertaining to Covered

Policies as that term is defined in S@tio

3. Exemptions \

This actuarial guideline does ) the situations described in Subsections A through F.
A. Reinsurance of:
@ Polig atisfy the criteria for exemption set forth in Section 6F or Section
6 | #830; and which are issued before the later of:

he effective date of Model #787 in the state of domicile of the ceding

insurer, and
\)) The date on which the ceding insurer begins to apply the provisions of

VM-20 to establish the ceded policies’ statutory reserves, but in no event
later than January 1, 2020;

(2 Portions of policies that satisfy the criteria for exemption set forth in Section 6E
of Model #830 and which are issued before the later of:

" In general, reserve financing arrangements are those where the security/assets backing part or all of the reserves
have one or more of the following characteristics: such security/assets (1) are issued by the ceding insurer or its
affiliates; and/or (2) are not unconditionally available to satisfy the general account obligations of the ceding insurer;
and/or (3) create a reimbursement, indemnification or other similar obligation on the part of the ceding insurer or
any if its affiliates (other than a payment obligation under a derivative contract acquired in the normal course and
used to support and hedge liabilities pertaining to the actual risks in the policies ceded pursuant to the reinsurance
arrangement).
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(@) The effective date of Model #787 in the state of domicile of the ceding
insurer, and

(b) The date on which the ceding insurer begins to apply the provisions of
VM-20 to establish the ceded policies’ statutory reserves, but in no event
later than January 1, 2020;

3 Any universal life policy that meets all of the following requirements:

@ Secondary guarantee period, if any, is five (5) years or le

(b) Specified premium for the secondary guarantee eﬁ than the
net level reserve premium for the secondary g eriod based on
the CSO valuation tables and valuation inter licable to the

issue year of the policy; and

©) The initial surrender charge is not |
of the first year annualized spe

guarantee period, \
(4) Credit life insurance;

(5) Any variable life insurance policy, t s for life insurance, the amount or
duration of which varies acwrdl investment experience of any separate

account or accounts; or \
(6) Any group life insur, ate'Unless the certificate provides for a stated or

¢70ss premiums required in order to continue
excess of one year; or

dred percent (100%)
ium for the secondary

B. Reinsurance ceded to 4
Section 2D of Mode

C. Reinsurance ssuming insurer that meets the applicable requirements of
Sections 2A, , of Model #785, and that, in addition:

ares statutory financial statements in compliance with the NAIC Accounting

and Procedures Manual, without any departures from NAIC statutory
nting practices and procedures pertaining to the admissibility or valuation
ssets or liabilities that increase the assuming insurer’s reported surplus and
dre material enough that they need to be disclosed in the financial statement of
the assuming insurer pursuant to Statement of Statutory Accounting Principles
No. 1—Accounting Policies, Risks & Uncertainties and Other Disclosures
(“SSAP No. 17); and

(2 Is not in a Company Action Level Event, Regulatory Action Level Event,
Authorized Control Level Event, or Mandatory Control Level Event as those
terms are defined in the NAIC Risk-Based Capital (RBC) for Insurers Model Act
(Model #312) when its RBC is calculated in accordance with the life risk-based
capital report including overview and instructions for companies, as the same
may be amended by the NAIC from time to time, without deviation; or
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D. Reinsurance ceded to an assuming insurer that meets the applicable requirements of
Sections 2A, 2B or 2C, of Model #785, and that, in addition:

1) Is not an affiliate, as that term is defined in Section 1A of the NAIC Insurance
Holding Company System Regulatory Model Act (Model #440), of:

@ The insurer ceding the business to the assuming insurer; or
(b) Any insurer that directly or indirectly ceded the b ss t0What ceding
insurer;
2 Prepares statutory financial statements in complia’ @AIC Accounting
Practices and Procedures Manual; c\
3 Is both:
€)) Licensed or accredited in_at ates (including its state of

domicile), and
) S
(b) Not licensed in any stat M ve, special purpose vehicle, special

specwl purpose life reinsurance company,
ny other similar licensing regime; and

purpose financial i
limited purpose sub Y,

(@) Is not, or would N be 00% of the Authorized Control Level RBC as
that term is definedgi #312 when its risk-based capital (RBC) is
calculated in % Wlth the life risk-based capital report including

i s Tor companies, as the same may be amended by the

e, without deviation, and without recognition of any
statutory accounting practices and procedures pertaining
aluation of assets or liabilities that increase the assuming

to the adgpission of

insurer’ orted surplus; or
E. to an assuming insurer that meets the requirements of either Section
#785, pertaining to certain certified reinsurers or Section 5B(4)(b) of
ertaining to reinsurers meeting certain threshold size and licensing
F. Rl ce not otherwise exempt under Subsections A through E if the commissioner,

% consulting with the NAIC Financial Analysis Working Group (FAWG) or other
grapp of regulators designated by the NAIC, as applicable, determines under all the facts
drid circumstances that all of the following apply:

1) The risks are clearly outside of the intent and purpose of this actuarial guideline
(as described in the Authority, Avoidance and Purpose section above);

2 The risks are included within the scope of this actuarial guideline only as a
technicality; and

3 The application of this actuarial guideline to those risks is not necessary to

provide appropriate protection to policyholders. The commissioner shall publicly
disclose any decision made pursuant to this Section 3F to exempt a reinsurance
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treaty from this actuarial guideline, as well as the general basis therefor
(including a summary description of the treaty).

Drafting Note: The exemption set forth in Section 3F was added to address the possibility of unforeseen
or unique transactions. This exemption exists because the NAIC recognizes that foreseeing every
conceivable type of reinsurance transaction is impossible; that in rare instances unanticipated
transactions might get caught up in this actuarial guideline purely as a technicality; and that regulatory
relief in those instances may be appropriate. The example that was given at the time this exemption was
developed pertained to bulk reinsurance treaties where the ceding insurer was exiting the type iness
ceded. The exemption should not be used with respect to so-called ““normal course” 4Qi
transactions; rather, such transactions should either fit within one of the standard exemrb rth in

Sections 3A, B, C, D, or E or meet the substantive requirements of this actuarial gu"deli

4, Definitions \
A. “Actuarial Method” means the methodology used to determingqghe uired Level of
Primary Security, as described in Section 5.

B. “Covered Policies” means the following: Subjectéo : @ ions described in Section
3, Covered Policies are those policies, other than Ahergd Policies, of the following

@00
policy types: Q
@ Life insurance policies with gu& nlevel gross premiums and/or
guaranteed nonlevel benefits, t flexible premium universal life
insurance policies; or, TS

2 Flexible premium uni urance policies with provisions resulting in
the ability of a poli oVkeep a policy in force over a secondary guarantee
period.

Note: Although *““Covered Policigh” is defined to include all the policies described in Subsections

B1 and B2 above, it is noted th ether a given “Covered Policy” is subject to this actuarial
guideline or, instead, to Mo, uld be determined under Section 8 (Sunset).
C. “Grandfathere li eans policies of the types described in Subsections B1 and B2

above that were:

1) ISs ior to January 1, 2015; and

@ d, as of December 31, 2014, as part of a reinsurance treaty that would not
a@fc met one of the exemptions set forth in Section 3 had that section then been
in effect.

D. on-Covered Policies” means any policy that does not meet the definition of Covered
Palicies, including Grandfathered Policies.
E. “Required Level of Primary Security” means the dollar amount determined by applying

the Actuarial Method to the risks ceded with respect to Covered Policies, but not more
than the total reserve ceded.
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F. “Primary Security” means the following forms of security:
@ Cash meeting the requirements of Section 3A of Model #785;

2 Securities listed by the Securities Valuation Office meeting the requirements of
Section 3B of Model #785, but excluding any synthetic letter of credit,
contingent note, credit-linked note or other similar security that operates in a
manner similar to a letter of credit, and excluding any securities issued by the
ceding insurer or any of its affiliates; and

3 For security held in connection with funds-withheld a kad coinsurance
reinsurance treaties:
L 4
@) Commercial loans in good standing of (&M nd higher;
(b) Policy Loans; and

(©) Derivatives acquired in the normaiso

liabilities pertaining to tlg 3 @

the reinsurance treaty.
G. “Other Security” means any securi able® the commissioner other than security
meeting the definition of Primary Se@@ity.
H. “Valuation Manual” meansgthe manual adopted by the NAIC as described in
Section 11B(1) of the Stan% on Law, with all amendments adopted by the
C

NAIC that are effectiy, lal statement date on which credit for reinsurance is
claimed.

d used to support and hedge
in the policies ceded pursuant to

l. “VYM-20" means “Req nts for Principle-Based Reserves for Life Products,”
including all reley@nt definitions, from the Valuation Manual.

5. The Actuarial Meth

A. Descriati arial Method

treaty s t to this actuarial guideline shall be VM-20, applied on a treaty-by-treaty basis,

The Actuarial Meth@y to establish the Required Level of Primary Security for each reinsurance
includi I

ant definitions, from the Valuation Manual as then in effect, applied as follows:

For Covered Policies described in Section 4B(1) above, the Actuarial Method is
the greater of the Deterministic Reserve or the Net Premium Reserve (NPR)
regardless of whether the criteria for exemption testing can be met. However, if
the Covered Policies do not meet the requirements of the Stochastic Reserve
exclusion test in the Valuation Manual, then the Actuarial Method is the greatest
of the Deterministic Reserve, the Stochastic Reserve, or the NPR. In addition, if
such Covered Policies are reinsured in a reinsurance treaty that also contains
Covered Policies described in Section 4B(2) above, the ceding insurer may elect
to instead use paragraph 2 below as the Actuarial Method for the entire
reinsurance agreement. Whether Paragraph 1 or 2 are used, the Actuarial Method
must comply with any requirements or restrictions that the Valuation Manual
imposes when aggregating these policy types for purposes of principle-based
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(2)

©)

(4)

Appendix C

reserve calculations. The mortality basis for the NPR shall be the 2017 CSO
Mortality Table.

For Covered Policies described in Section 4B(2) above, the Actuarial Method is
the greatest of the Deterministic Reserve, the Stochastic Reserve, or the NPR
regardless of whether the criteria for exemption testing can be met. The mortality
basis for the NPR shall be the 2017 CSO Mortality Table.

Except as provided in Paragraph (4) below, the Actuarial Method is t
on a gross basis to all risks with respect to the Covered Policies
issued or assumed by the ceding insurer.

with respect to the Covered Policies then the Required L imary Security

If the reinsurance treaty cedes less than one hundred p rc’er\ f the risk
| T
may be reduced as follows:

@ If a reinsurance treaty cedes only a quota shag,of s@ifie or all of the risks
pertaining to the Covered Policies, t4 Level of Primary

Security, as well as any adjustm@t . @ paragraph (c) below, may

be reduced to a pro rata portion in agcordg ith the percentage of the
risk ceded; \
(b) If the reinsurance treaty im mpt arrangement cedes only the
risks pertaining to a secogs@ry ¢ tee, the Required Level of Primary
ros i

Security may be rgduc amount determined by applying the
Actuarial Method on is to all risks, other than risks related to
the secondary gfiare taining to the Covered Policies, except that

which the ceding insurer did not elect to apply
0 to establish statutory reserves, the Required

y the ceding insurer on those Covered Policies, where the
pserve of those Covered Policies should be reflective of any

©) ortion of the Covered Policy risk is ceded to another reinsurer on a
yeariy renewable term basis in an exempt arrangement, the Required
Level of Primary Security may be reduced by the amount resulting by

plying the Actuarial Method including the reinsurance section of VM-

20 to the portion of the Covered Policy risks ceded in the exempt
arrangement, except that for Covered Policies issued prior to Jan 1, 2017,

this adjustment is not to exceed [c/ (2 * number of reinsurance
premiums per year)] where c is calculated using the same mortality table
used in calculating the Net Premium Reserve; and

(d) For any other treaty ceding a portion of risk to a different reinsurer,
including but not limited to stop loss, excess of loss and other non-
proportional reinsurance treaties, there will be no reduction in the
Required Level of Primary Security.

It is possible for any combination of Subparagraphs (a), (b), (c), and (d) above to
apply. Such adjustments to the Required Level of Primary Security will be done
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in the sequence that accurately reflects the portion of the risk ceded via the treaty.
The ceding insurer should document the rationale and steps taken to accomplish
the adjustments to the Required Level of Primary Security due to the cession of
less than one hundred percent (100%) of the risk.

The Adjustments for other reinsurance will be made only with respect to
reinsurance treaties entered into directly by the ceding insurer. The ceding insurer
will make no adjustment as a result of a retrocession treaty entered into by the
assuming insurers.

5) In no event will the Required Level of Primary sulting from
application of the Actuarial Method exceed the’am tatutory reserves
ceded.

(6) If the ceding insurer cedes risks with respect t edPolicies, including any
to s actuarial guideline, in
imary Security for those
Level of Primary Security

risks ceded in those treaties were

no event will the aggregate Required L
reinsurance treaties be less than_ the

@) i tuarial guideline cedes risk on both
Covered and Non-Covered ies.

@ The Actuarial Mt all be used to determine the Required Level of

Primary Secuxt overed Policies; and
(b) An Security and/or Other Security used to meet any

pirtaining to the Non-Covered Policies may not be used to
3 quirements related to the Required Level of Primary
urity ant/or Other Security for the Covered Policies.

B. Valuation Usg poses of Calculations

%ﬁw’a

For assets, including any such assets held in trust, that would be admitted under
the NAIC Accounting Practices and Procedures Manual if they were held by the
ceding insurer, the valuations are to be determined according to statutory
accounting procedures as if such assets were held in the ceding insurer’s general
account and without taking into consideration the effect of any prescribed or
permitted practices; and

both calculating the Required Level of Primary Security pursuant to
viethod and determining the amount of Primary Security and Other
plicable, held by or on behalf of the ceding insurer, the following shall

(2 For all other assets, the valuations are to be those that were assigned to the assets
for the purpose of determining the amount of reserve credit taken. In addition, the
asset spread tables and asset default cost tables required by VM-20 shall be
included in the Actuarial Method if adopted by the NAIC’s Life Actuarial (A)
Task Force no later than the December 31 on or immediately preceding the
valuation date for which the Required Level of Primary Security is being
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calculated. The tables of asset spreads and asset default costs shall be
incorporated into the Actuarial Method in the manner specified in VM-20.

6. Required Actuarial Analysis and Actuarial Opinion and Memorandum Requirements
A. Required Actuarial Analysis

Before the due date of each actuarial opinion, as to each reinsurance treaty in which
Covered Policies have been ceded, the appointed actuary of each ceding i ust
perform an analysis on a treaty by treaty basis, of such Covered Policies eterfivne
whether, as of the immediately preceding December 31 (the valuation da

Level of Primary Security, are held by or on behalf insurer, as
security under the reinsurance treaty within the meani n 3 of Model
#785, on a funds withheld, trust, or modified coinsuranc

@ Funds consisting of Primary Security, in an amount at Ieas?x Required
e gdi
e

2 Funds consisting of Other Security, in an amoup e ual to any portion of
the statutory reserves as to which Prir? : % is not held pursuant to
Paragraph (1) above, are held by or on bekalt™ 8§ thg'ceding insurer as security
under the reinsurance treaty within the m N xction 3 of Model #785; and

Note: For the sake of clarity, funds consisting of Primary Sem ant to Paragraphs (1) may

exceed the Required Level of Primary Security, and Other Smeurityighonly required under Paragraph (2)
to the extent that there is any portion of the statutoryres which Primary Security is not so held.

For example, if a ceding insurer’s statutory reserves e ion, its Required Level of Primary
Security is $600 Million, and it holds $1 Billiong i ecurity pursuant to Paragraph (1), no Other
Security is required under Paragraph (2).

3 Any trust used to satis quirements of this Section 6 complies with all of
the conditions qualifiCations of Section 11 of the NAIC Credit for
Reinsurance M Regulation (Model #786), except that:

@) Fu isting of Primary Security or Other Security held in trust,
a purposes identified in Section 5B, be valued according to the
a rules set forth in Section 5B, as applicable; and

There are no affiliate investment limitations with respect to any security
Id in such trust if such security is not needed to satisfy the
requirements of Section 6A(1); and

The reinsurance treaty must prohibit withdrawals or substitutions of trust
assets that would leave the fair market value of the Primary Security
within the trust (when aggregated with Primary Security outside the trust
that is held by or on behalf of the ceding insurer in the manner required
by Section 6A(1)) below 102% of the level required by Section 6A(1) at
the time of the withdrawal or substitution.

B. Qualified Actuarial Opinion; Remediation

@ The appointed actuary of the ceding insurer performing the analysis required by
Section 6A above must issue a qualified actuarial opinion as described in Section
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6.D. of the AOMR or Section 3A(10) of VM-30 of the Valuation Manual, as
applicable, unless:

@ The requirements of Section 6A(1) and 6(A)(2) were fully satisfied as of
the valuation date as to such reinsurance treaty; or

(b) Any deficiency has been eliminated before the due date of the Annual
Statement to which the valuation date relates through the addition of
Primary Security and/or Other Security, as the cas be, in such
amount and in such form as would have caused reqtwements of

Section 6A(1) and 6A(2) to be fully satisfied as tion date; or

©) The ceding insurer has established a Iiabm e he excess of the
credit for reinsurance taken over the a N ary Security actually
held pursuant to Section 6A(1).

2 In addition to the requirement set forth i ctiofp®B(1) above, the appointed
actuary of the ceding insurer performiggmghe sis required by Section 6A

% s described in Section 6.D. of the
AOMR or Section 3A(10) of VM- he Yaluation Manual, as applicable, if
the appointed actuary for any aff#tiateg remisurer of the ceding insurer issues a
qualified actuarial opinion i ect ¥ such affiliated reinsurer where (a) the
affiliate reinsures Covered icie the ceding insurer and (b) the qualified
actuarial opinion pertaini t iliated reinsurer results, in whole or in part,
from the analysis reuuir actuarial guideline.

above must issue a qualified actuarie

Note: The remediation option
Under this option, a ceding
under this actuarial guideli
reinsurance taken over the amoge
ceding insurer has establj
Million and Other Secui§
insurer’s Required
insurer may i

on 6B(1)(c) mirrors that set forth in Model #787.
y thoose to avoid the consequence (a qualified opinion
avlishing a liability equal to the excess of the credit for
Primary Security actually held. For example, suppose a
ed statuvOry reserves of $1 Billion and has Primary Security of $550
of $450 Million. Suppose further that the actuary determines that the
Primary Security is $600 Million. Under Section 6B(1)(c), the
ied opinion by establishing a liability equal to $450 Million (the
tory reserve of $1 Billion and the $550 Million amount of Primary

C. itional Requirements for the Actuarial Opinion and Memorandum for Companies that
red Policies Requiring the Analysis Pursuant to this actuarial guideline

In the statement of actuarial opinion, the appointed actuary of the ceding insurer
must state whether (i) he has performed an analysis, as to each reinsurance
arrangement under which Covered Policies have been ceded, of the security
supporting the Covered Policies and whether funds consisting of Primary
Security in an amount at least equal to the Required Level of Primary Security
are held by or on behalf of the ceding insurer, as security under the reinsurance
contract, on a funds withheld, trust, or modified coinsurance basis and (ii) funds
consisting of Primary Security or Other Security in an amount equal to the
statutory reserves are held by or on behalf of the ceding insurer as security under

the reinsurance arrangement.
2 In the actuarial memorandum as described by Section 7 of the AOMR or Section
3B of VM-30 of the Valuation Manual, as applicable, the appointed actuary of
the ceding insurer must document the analysis and requirements applied by this

© 1999-2018 National Association of Insurance Commissioners AG48-11



AG XLVIII Appendix C
2017 Valuations

actuarial guideline as to each reinsurance arrangement under which Covered
Policies are ceded.

3) In the event that a reinsurance treaty contains both (1) Covered Policies subject
to this actuarial guideline rather than to Model #787, and (2) Covered Policies
subject to Model #787 rather than to this actuarial guideline, the treaty shall be
tested as a whole for purposes of a ceding insurer’s compliance with both (a) the
requirements of Section 6A(1) and Section 6A(2) of this actuarial guideline and
(b) the requirements of Section 7A(3) and Section 7A(4) of M 787;
provided further, that:

@) If funds consisting of Primary Security are held in.am than the
Required Level of Primary Security, such fundsc Primary

Security shall be allocated first to fulfill the R e of Primary

Security for the Covered Policies subject to thi ial“"guideline, with
any remainder allocated to those Covere@ ject to Model

#787; and
. % in amounts less than the
A sisting of Other Security

(b) If funds consisting of Other Securi
requirements of Section 6A(2), s

shall be allocated first to fulfill rSecurity requirements for the
Covered Policies subject tquthiS¥stuaria? guideline, and any remainder
shall be allocated to those C d FRlicies subject to Model #787.

7. Effective Date ’S

This actuarial guideline shall become effective
This actuarial guideline supersedes and rep
opinions rendered as to valuation periods enc

, 2017 with respect to all Covered Policies.
SRevious versions thereof with respect to actuarial
giter January 1, 2017.

Note: For the avoidance of doubt, actuarjg! opinions’issued with respect to the year ended December 31,
2016, shall be governed by the versio AG 48 in effect on December 31, 2016, as included in the
Accounting Practices and Procedur

8. Sunset Provision

This actuarial guideline shall ceas apply as to Covered Policies that are both (a) issued by ceding
insurers domiciled in aWifirisdiction” that has in effect, as of December 31st' of the calendar year
immediately preceding the™fgar,in which the actuarial opinion is to be filed, a regulation substantially
the NAIC on December 13, 2016; and (b) subject to Model #787 as so
adopted by the ¢)’s jurisdiction of domicile. This Actuarial Guideline shall continue to apply,
without interrup i ; and all Covered Policies not included in both (a) and (b) of the immediate

Section 8 and will"continue only with respect to the limited number of states in which their version of
Model #787 applies prospectively only, i.e., applies only to Covered Policies issued on or after the
effective date of their version of Model #787. It is anticipated, however, that most states will be able to
adopt a version of Model #787 that, like the Model itself, applies to all Covered Policies (subject to the
applicable exemptions and grandfathering provisions) that are ““in force” on or after the effective date,
even if the policies were originally issued prior to that effective date. The goal of Section 8 is to ensure
that all Covered Policies ceded in reinsurance transactions within the scope of this actuarial guideline
continue to be subject to this actuarial guideline unless and until they become subject to Model #787.
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THE APPLICATION OF THE LIFE ILLUSTRATIONS MODEL REGULATION TO POLICIES
WITH INDEX-BASED INTEREST

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 #567, all of their
features are explicitly referenced in the model, resulting in a lack of unif pradtice in its
implementation. In the absence of uniform guidance, two illustrations that ygsmgge e index and

crediting method often illustrated different credited rates. The lack of ugifor % be confusing to
potential buyers and can cause uncertainty among illustration actuaries whe i compliance with

Model #582. x
This guideline provides uniform guidance for policies with index-b rest. In particular, this
guideline:

(1) Provides guidance in determining the maxiNgu pliting rate for the illustrated scale
and the earned interest rate for the discipm cale.

2 Limits the policy loan leverage sho niéation.
3 Requires additional consumer inm (side-by-side illustration and additional
er

disclosures) that will aid in cons tanding.

L 4
Text \

1. Effective Date

This Actuarial Guideline shall be ve as follows:

i. Sections 4 and“g\shall be effective for all new business and in force life insurance
illustrations sold on or after September 1, 2015.

2017, Section 4 and Section 5 shall be effective for all in-force life
lons on policies within the scope of this Actuarial Guideline, regardless
policy was sold.

C 6 and 7 shall be effective for all new business and in force life insurance
rations on policies sold on or after March 1, 2016.

This Actuarial Guideline shall apply to any life insurance illustration that meets both (i) and (ii)

I. The policy is subject to Model #582.

ii. Interest credits are linked to an external index or indices.
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3.

4.

Definitions
A Alternate Scale: A scale of non-guaranteed elements currently being illustrated such that:
i The credited rate for each account does not exceed the credited rate for the Fixed
Account, or, if the insurer does not offer a Fixed Account with the illustrated
policy, the average of the credited rate for the illustrated scale and the guaranteed
credited rate for that account.
ii. If the illustration includes a loan, the illustrated rate credited to the lo lance
does not exceed the illustrated loan charge.
iii. All other non-guaranteed elements are equal to the non-guaran ts for
the illustrated scale. ¢
B. Benchmark Index Account: An Index Account with the followi at

i. The interest calculation is based on the percent change | 00® Index value
only, over a one-year period using only the beginrig, an ding index values.
(S&P 500® Index ticker: SPX)

ii. An annual cap is used in the interest calcuﬁ%\
iii. The annual floor used in the interest calc@Gtion sill be 0%.
iv. The participation rate used in the i M ation shall be 100%.

V. Interest is credited once per?e r.
Vi. Account charges, if af Xot exceed the account charges for any other

accounts within the

vii. There are no limitations o portion of account value allocated to the account.
C. Fixed Account: An ac t where the credited rate is not tied to an external index or
indices.
D. Index Accou n where the credited rate is tied to an external index or indices.

Illustrated Scale
The credited ra ustrated scale for each Index Account shall be limited as follows:
@ geometric average annual credited rate for the Benchmark Index Account for
Ml period starting on 12/31 of the calendar year that is 66 years prior to the
alendar year (e.g., 12/31/1949 for 2015 illustrations) and for each 25-year period

starting on each subsequent trading day thereafter, ending with the 25-year period that
s on 12/31 of the prior calendar year.

i. If the insurer offers a Benchmark Index Account with the illustrated policy, the
illustration actuary shall use the current annual cap for the Benchmark Index
Account in 4 (A).

ii. If the insurer does not offer a 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
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Account that meets the definition of a Benchmark Index Account, and shall use
that cap in 4 (A).

B. The arithmetic mean of the geometric average annual credited rates calculated in 4 (A)
shall be the maximum credited rate for the illustrated scale.

C. For other Index Accounts using other equity, bond, and/or commodity indexes, and/or
using other crediting methods, the illustration actuary shall use actuarial judgment to
determine the maximum credited rate for the illustrated scale. The determination shall
reflect the fundamental characteristics of the Index Account and the pa ers shall have
the appropriate relationship to the expected risk and return of t
Account. In no event shall the credited rate for the illustrated
calculated in 4 (B).

L 4
D. At the beginning of each calendar year, the insurer shall e o three (3) months
to update the credited rate for each Index Account in accorzgace Wigh 4 (B) and 4 (C).

5. Disciplined Current Scale

xceed the rate

The earned interest rate for the disciplined current s ed as follows:

A. If an insurer engages in a hedging progra’ ased interest, the assumed earned
interest rate underlying the disciplined ¢ shall not exceed 145% of the annual

net investment earnings rate (gro lio edrnings less provisions for investment
expenses and default costs) of the al ‘aycount assets (excluding hedges for index-
based credits) allocated to suppor po
: & . : :
B. If an insurer does not engage 4g.a g program for index-based interest, the assumed
earned interest rate undg@iMgg. thieygliscCiplined current scale shall not exceed the annual net

investment earnings 4 e\eneral account assets allocated to support the policy.

C. These experience limita all be included when testing for self-support and lapse-
support under Magel #582, aCcounting for all benefits including illustrated bonuses.

@ loan, the illustrated rate credited to the loan balance shall not exceed
N0y more than 100 basis points.

6. Policy Loans

If the illustra
the illustrated

7. Additiowrds
The RluSetion shall also include the following:

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

A table showing the minimum and maximum of the geometric average annual credited
rates calculated in 4 (A).

C. For each Index Account illustrated, a table showing actual historical index changes and
corresponding hypothetical interest rates using current index parameters for the most
recent 20-year period.
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2013 INDIVIDUAL DISABILITY INCOME VALUATION TABLE ACTUARIAL GUIDELINE
A. Background

The 2013 IDI Valuation Table, as included in the Health Insurance Reserves Model Regulation (#10), is
the wvaluation standard to replace the 1985 Commissioner's Individual Disability Tables
(85CIDA/85CIDC). The link below brings one to the 2013 IDI Valuation Table workbook and
instructions:

http://www.naic.org/documents/01_2013 idi_valuation_table_workbook and_instructio ersion_1 3.zip

An actuarial guideline is more appropriate to handle the multiple segmegts o @ L3 IDI Valuation
Table, the computations of own experience, the application of credibiljty, SWEcafsor updates to the
table, which are not normally found in model regulations.

B. Purpose

e of the 2013 IDI Valuation
tion (#10). This guideline pertains

The purpose of this actuarial guideline is to provide instrugti

Table that is referenced in the Health Insurance Reserves ylo @
to IDI claims consistent with the conditions defined in the nggdefNgagation, and governs the selection of
claim termination rates for the purpose of calculating ID N ves. This guideline does not address
reserve adequacy, which remains the concern of the%&ccor Ing to the terms expressed in the model

regulation.

Although the various detailed formulas ichi%re do not address or define reserve adequacy
directly, it is assumed that appropriate adequa@gtest. | be made periodically. Such adequacy testing is
considered to be an additional tool forgfe™e BN make appropriate choices in cases in which leeway
from any prescription made herein igfillowed (\/E Calculation, margin, etc.) so that the calculation of the
reserve generally will be adequate anG@e actus’y does not need to continually rely on other measures to
achieve adequacy. In addition to the inS&ga#s in which leeway from prescription is mentioned below,
nothing in this guideline should g assumed to prohibit the actuary from building a case and requesting
permission from the state insur commissioner for other appropriate variations. Many such situations,
because they would apply tgQ ible blocks of business and are intended for continual use, should

be considered for appg#val % ommissioner for a period tied to the updates required by section C.vi.
of this guideline and avedfon an annual basis.

meet the minimu luation standard defined in the model regulation.

,ﬁ@ able Modifications

If not invOl e own experience measurement exemption exception specified in section E of this
pany should use a credibility weighted combination of its own claim termination
expe e with the 2013 IDI Valuation Table to create its specific valuation table for the purpose of
disabled life reserve (DLR).

When the insurw thedinstructions provided in this guideline, the selected claim termination rates

For claims in duration group 1 (months 1 to 12 following disability incurral) or greater, the valuation
termination rates are computed using the termination rates from the 2013 IDI Valuation Table (S)
multiplied by experience adjustment factors (T) that are calculated separately for four different duration
groups.

Valuation Termination Rate =T x S
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The duration groups are defined as follows:

Group 1: duration 1 to 12 months

Group 2: duration > 12 months and duration <= 24 months
Group 3 duration > 24 months and duration <= 60 months
Group 4: duration > 60 months and duration <= 120 months
Group 5: duration > 120 months

S is the claim termination rates from the 2013 IDI Valuation Table; and

Tiscomputedas T =[Z x F* (1-M) + (1 - 2)].

Z is a credibility weighting factor, between 0 and 1, developed for each duratlongrouhe

following specifications:

Group 1-5: Z = Min< /N/K, 1) N is the number of expected claimant terminat%rom the 2013

IDI Valuation Table.

K is a set of constants defined by duration group as follows:

Group 1 and 2: K =3,300 ¢

Group 3: K=2,500 \

Group 4: K =2,100

Group 5: K=1,700 \
F is the ratio of the company’s actual total of tem'wati to the expected termination counts for
the 2013 IDI Valuation Table for each duration group Xﬂ ove;
The A/E ratio (F) is to be determined based @ indemnity. If the actuary has reserve adequacy or
other significant analysis that demonstrates “§§a other weighting of claims (claim or claimant
counts, gross benefit, net benefit, etc.) is appropiite £or measuring A/E, and also is expected to produce

reserves not less than those produced using a’monthly indemnity measurement, such alternative
measurement is deemed appropriate. the actuary cannot produce A/E ratios based on monthly

indemnity and only based on cla claimant count, an adjustment factor on 0.962 should be

multiplied by the A/E ratios igpea Jbn segment to convert them to an indemnity basis. The 0.962
factor is based on the obs alatighiship for indemnity- versus count-based claim termination
experience in the IDI Valuatio e.

M is the company experiggge margin, determined for each duration group 2 or greater according to the

following formula:
OM = Min <15%, Max (5%, 3% + 1.65 * /A/C>>

ue for the definition of M prior to any reserve adequacy analysis. Adequacy tests
xperience (sharpness of fluctuations, trends over the period of the termination rate study,
ctices, etc.) may indicate that a larger value of M may be more appropriate. If so, such
a value is deemed appropriate. For duration group 1 (1 to 12 months), M is 5 percent, the same as the
2013 IDI Valuation Table margin for duration 1.
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A is a set of constants defined by duration group as follows:

Groupland2: A=4.0
Group 3: A=3.0
Group4: A=25
Group 5: A=2.0

C is the company’s actual number of total claimant termination counts by duration group. If an actuary
cannot directly determine claimant termination counts, he or she may approximate it using the average
number of claims per claimant for their block of claims.

produce significantly different results (e.‘g., 0 '

unique benefit designs, etc.);
2. Combine affiliated statutory entities humed reinsurance, in which claim

management is under a common strugilre, n considering company experience. It also
is appropriate to evaluate experignce ately when specific blocks of company
business have distinct risk n ent practices or significantly different risk
characteristics;

—

3. Include all relevant g
last five years (not if

perien Xompany is capable of providing for as many of the
ding thiilag period described below) as is appropriate;

4. Include a suitableglag periG&. Some claims may close retroactively, and others initially
thought to be clgfed may reopen retroactively. Therefore, based on company experience,
a suitable lagZaeridihis needed. The appointed actuary may use a lag period of up to 12
monthsg, if ¢ perience shows it is appropriate. The five-year period mentioned
abov de the lag period;

5. easure Aifybased on monthly indemnity consistent with the development of the 2013
Valuation Table. The A/E ratio is defined as the ratio of actual claim termination
axpemanse to the expected claim termination experience, according to the 2013 IDI
% ation Table with margin (by disability duration grouping). The A/E ratio is referred

the variable F in section B, paragraph 4 of this guideline. For companies that can
#velop A/E studies only based on claim termination counts, an adjustment factor of
.962 should be multiplied by their A/E ratio for each claim duration to convert it to an
indemnity basis. The 0.962 factor was developed based on the relationship of the
indemnity-based A/E to count-based A/E for the industry table;

6. In calculating expected claim terminations based on the 2013 IDI Valuation Table,
companies should use all variables and modifiers with two exceptions:

a. If a company has not maintained appropriate diagnosis codes on historical claim
records, the company may set the diagnosis CTR modifier to 1.00.
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b. If a company has not maintained appropriate occupation codes on historical
claim records to identify occupations and assign them to the five occupation
classes of the 2013 IDI Valuation Table consistent with definitions of these
occupation classes, the company may assign claims to Occ Classes 1, 2, 3, and 4
based on the way the company has assigned claims to the 85CIDA occupation

classes.

7. Assign credibility based on claimant termination counts, and not monthly indemnity
terminated. Companies should use claimant termination counts and not claim termination
counts in determining the number of terminations for their own company ience
credibility. Each company will need to make appropriate adjustments its
average number of claims per claimant if it is not able to determine claimaa ination

counts directly and can only directly measure claim termination counts
average, if a company has 1.5 open claims per claimant ant&' i
terminations in a duration segment over its five-year study peri

1.5 and use 67 claimant terminations when determining credibili

( ample, on
O3 00 claim

8. Update the minimum valuation basis in accordance with
least once every five years. In addition, the valuatiopgfasi
whenever the company’s annual own experience % ces, in accordance with
section B, a value T that changes by more thaﬁ \ rom the one used in the
current valuation basis for any of the five durati pSP»All claims valued using the

2013 IDI Valuation Table share the sa any“®xperience factors. When the
company experience factors are updated, th’% rs apply to all claims valued using
igrt

should be updated

the 2013 table, including claims incurred pdate of the experience factors;

9. Do not count as terminations those’c i
sum replacing a series of poteg
maximum benefit duration; g aclosed due to a contractual limitation, such as a
mental disorder limitation.
disability is not considered a ter™gnat#dn due to reaching the maximum benefit duration.
Terminations of residual gg partial (vsability claims count as total disability terminations.
Changes in the definitiég) of disability do not count as a termination unless the claim
actually terminates. 40 closes when the definition of disability changes, that is
counted as a clgim ;

atgtre closed due to settlement (i.e., a lump

10. Use experienc iSC

the appginted actua

erwise relevant in accordance with the professional judgment of

11. Do ng rience that the commissioner has deemed inappropriate or likely to

ificantly inadequate reserves; and

12. In auove paragraphs, the term “company” refers to a single company or a group of
elated companies subject to the same claim management.
Own E ience Measurement Exemption

If, at the time of valuation, a company has fewer than 50 open claimants disabled within two years of the
effective date of the valuation, and fewer than 200 open claimants disabled more than two years prior to
the effective date of the valuation, the insurer is exempt from the requirement that the 2013 IDI Valuation
Table be modified by the company’s own experience. Said company should use 100 percent of the 2013
IDI Valuation Table for calculating claims termination rates in order to comply with the minimum
valuation standard. This exemption is determined at the statutory company level and not at any segmented
level that might be used in determining the own experience modifier.
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Actuarial Guideline LI

THE APPLICATION OF ASSET ADEQUACY TESTING TO LONG-TERM CARE
INSURANCE RESERVES

Background

The Health Insurance Reserves Model Regulation (#010) and the NAIC Valuation Manual (VM-25)
contain requirements for the calculation of long-term care insurance (LTC) reserves. Regulators have

reasonableness of LTC reserves. The reserve adequacy testing required by Model
not provide regulators comfort as to the reserve adequacy of companies with smigriciyhlocks of LTC

s

requirements for the
to a company’s LTC

This Guideline is intended to provide uniform guidance and clarifig#i
appropriate support of certain assumptions for the asset adequacy test
block of contracts. In particular, this Guideline:

(1) Specifies that the appropriate form of asset ad
gross premium valuation or in a more g

ro
Actuarial Standards of Practice providin@ ida %
k

such as cash-flow testing, with
is area;

2 Clarifies the type of adequacy testing at must be used for aggregation with
other blocks of business to be allowedttor t adequacy analysis purposes;

3 Requires a uniform approach t#"s rting acceptable assumptions regarding future
LTC premium rate increasé®

4 Provides requirements 0 \tation of assumptions associated with all key LTC
risks; and

%) Provides requirements fofggocumentation of standalone LTC asset adequacy testing
results.

Note: It is anticipated that thy gl nts contained in this Guideline will be incorporated into the NAIC
Valuation Manual (V*-30 @ re date, effective for a future valuation year. This Guideline will cease
to apply to annual stdyto ngvicial statements at the time the corresponding VM-30 requirements
become effective.

Text

1. Effe te
cawieline shall be effective for reserves reported with the December 31, 2017, and
nt annual statutory financial statements.

2. thority

Pursuant to Section 1, paragraph 3, of VM-30 of the NAIC Valuation Manual, the commissioner
shall have the authority to specify specific methods of actuarial analysis and actuarial assumptions
when, in the commissioner’s judgment, these specifications are necessary for an acceptable
opinion to be rendered relative to the adequacy of reserves and related items.
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Scope

Appendix C

This Guideline shall apply to a company with over 10,000 inforce lives covered by long-term care
insurance contracts as of the valuation date. All long-term care insurance contracts, whether
directly written or assumed through reinsurance are included. Accelerated death benefit products
or other combination products where the substantial risk of the product is associated with life
insurance or an annuity are not subject to this Guideline.

Asset Adequacy Analysis of LTC Business

A

As stated in Actuarial Standard of Practice (ASOP) No. 22, multiple assgl ad cy
analysis methods, including cash-flow testing and gross premium valuation, aréygvailable

to actuaries for this analysis.
. gnition of
T

Asset adequacy analysis specific to all inforce LTC business, and out consideration of

results for other block of business within the company, mus persGrmed for valuations

associated with the December 31, 2017, and sybse a | statutory financial

statements. The analysis shall comply with applica jal Standards of Practice,

including standards regarding identification of key & lal assumptions associated
g

with the LTC business shall be determined t ately adverse deviations in
actuarial assumptions.

¢

The method of analysis used for LTC shall conform with ASOP,
the typical significant asset and liability-related risks associated w

When determining whether additional res ar essary:
1. A reserve deficiency in the LT@,bIoOC y be aggregated with sufficiencies in the
company’s other bloc or the purposes of developing an actuarial

5 uSed for both the LTC business and for all
[Yisiness within a company. If a reserve deficiency
ith sufficiencies in the company’s other blocks of
eserves shall be established as required by section

significant blocks o
in the LTC block is not G
business, then agglitional
2.C.2. of VM-3

2. If cashyflo y IS not used for testing of the LTC business, then a reserve
defic from another method, e.g., a gross premium valuation, utilized
for pu asset adequacy analysis of the LTC block under this Guideline
hall not b set with sufficiencies in the company’s other blocks of business.
miaonal reserves under this Guideline shall be established based only upon

cy of the reserves in the LTC block.

@ ining the effect of investment returns or the time value of money:

In the case where cash-flow testing is used, the company must allocate investment
income to the LTC block of business consistently with the way investment income
generated by the General Account is managed. If, however, a segment of the
General Account is used to manage the investment risk for LTC business, the
investment income generated by assets from that segment should be appropriately
represented within the asset adequacy analysis.
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2. In the case where a gross premium valuation method is used or asset cash flows
are not explicitly modeled, the discount rate used by the actuary must reflect
consideration of the yield on current assets held to support the liability as well as
future yields on assets purchased with future premium income and reinvestments
or anticipated divesture of existing assets.

E. The analysis shall only anticipate premium rate increases based upon a rate increase plan
that is documented, is supported by and has been approved by management, is highly
likely to be undertaken, and contains rate increase requests and timelines by jurisdiction.
The assumptions used in the analysis should reflect a reasonable esti of regulatory
approved amounts and implementation timelines.

5. Documentation Required
L 4

The documentation requirements below are to be incorporat te section of the
appointed actuary’s Actuarial Memorandum required by the 0 in a special Actuarial
Memorandum containing LTC-specific information and shall be@Qglb to the commissioner of
the company’s state of domicile. The separate sectign o companywide Actuarial
Memorandum or the special Actuarial Memorandum shall iable to other state insurance
commissioners in which the company is licensed up@g.r 0 (e company. The confidentiality

provisions regarding the Actuarial Memorandum e@nta -30 are applicable to the separate
section of the Actuarial Memorandum and to the s andum.

A. Results of the asset adequacy a is
documented in the separate secti t
Memorandum, as appropriate.

L 4
B. Assumptions on mortality shaWgbe mented to state the reference standard valuation

table, if applicable, cite adjustments, select factors, and mortality
improvement factorg icable. If a reference standard valuation table is not used
in setting the mortalityyg
rates to rates from an un

the LTC business shall be reported and
Actuarial Memorandum or the special

provided. A sumiiary of experience or other actuarial support of assumptions used shall
be documented.

rience oMother support of assumptions shall be documented.

jons on morbidity shall be documented and actuarial support of the assumption
be provided. If an outside source is used as the basis for morbidity assumptions, then
ationale for the applicability of that source and any adjustments to the factors from
at source shall be documented.

Assumptions on investment returns and interest rates shall be documented. If a simplified
approach is applied, such as implicit reflection of projected investment returns through the
use of discount rates in a gross premium valuation as contemplated in Section 4.D.2., then
justification shall be provided.

F. Any rate increases already approved shall be documented by jurisdiction with approved
implementation timelines. Assumptions on future rate increases shall be documented by
policy form or policy grouping. Such documentation should adequately describe the way
in which future rate increase assumptions are developed. Unless the appointed actuary has
operational responsibility for carrying out the rate increase plan specified in Section 4.E.,
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the Memorandum shall contain a signed and dated reliance statement from the person with
operational responsibility for carrying out such actions that the rate increase plan(s)
provided to the appointed actuary appropriately reflects management’s plan.

G. Documentation of any other material assumptions shall be provided.

H. Documentation shall be provided for assumptions that have significantly changed from the
prior year’s analysis.
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ACTUARIAL GUIDELINES - APPENDICES
Appendix C-1

Provides maximum reserve valuation and maximum life policy nonforfeiture interest rates for new issues,
new purchases or changes in fund (as defined) under Section 4217, 4218, and 4221(k) of the New York
Insurance Law as amended in 1982, 1983, 1985, 1986, 1987, 1988, 1990 and 1994. This information is
provided for informational purposes and to aid compliance with the New York law.

Appendix C-2

by the Financial
interpretations in
geline XXXVIII—The

Includes interpretations from the Emerging Actuarial Issues (E) Working &rou 3
Condition (E) Committee. The Financial Analysis (E) Working Group

performing its reviews of the reserving methodologies under Act
Application of the Valuation of Life Insurance Policies Model Regulatio 38):
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Appendix C-1

APPENDIX TO GUIDELINES
This information can be found on the New York State Department of Financial Services website:
http://www.dfs.ny.gov/insurance/life/ilifemax.htm

NEW YORK STATE DEPARTMENT OF FINANCIAL SERVIC
Maximum Reserve Valuation and Maximum Life Policy

Nonforfeiture Interest Rates
’ O

The maximum reserve valuation and nonforfeiture interest rates, prescrib jons 4217 and 4221(Kk)
of the New York Insurance Law, are specified in "Table A through T4gle tes” noted below. Such
rates vary from year to year based on Moody’s corporate bond yield a¥ggages for 12 and 36 months
ending on June 30, and weighting factors prescribed by Section'§174The Moody’s averages are

provided for years 1981 to present in the attached Appendix
L 4
Clarification on Fixed Annuity Reserves Interest Rates \
We note that there has been some concern over ap riate maximum valuation interest rate for
flexible premium deferred annuities (FPDA). Secti 4)(D)(iii) of the New York Insurance Law

does not allow the use of the additional .05 weig#tin tOr for annuities that guarantee interest rates on
future considerations received more than gl onfs beyond the valuation date. Accordingly, for
A0 ] i
|&

flexible premium deferred annuities tQg ctors shown in Section 4217(c)(4)(D)(iii)(1) or
4217(c)(4)(D)(iii)(I1) should be used.4 e, maximum valuation interest rates for such FPDASs
are shown in Table D (issue year b alle G (change in fund basis). The rates shown in Table E
and Table H are not appropriate for FPD

° General Information
° Table A throggh R tes
° Appendix (MooGRgs Averages)

Regulation 128Montinued 30-year US Treasury Bond

To thegxte @ tion 128 references the 30-year spot rate, the spot rate associated with the longest
availab ed ond (e.g., that maturing 2/15/31) should be used.
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STATE OF NEW YORK
DEPARTMENT OF FINANCIAL SERVICES
ONE COMMERCE PLAZA
ALBANY, NEW YORK 12257
www.dfs.ny.gov

Andrew M. Cuomo Marj ullo
Governor S interfdgnt
July 20, 2017

L 4
TO: ALL AUTHORIZED LIFE INSURANCE COMPANIES, REWITED LIFE

REINSURERS, FRATERNAL BENEFIT SOCIETIES AND C | E ANNUITY
SOCIETIES

SUBJECT: MAXIMUM RESERVE VALUATION AND MAXIi® LICY
NONFORFEITURE INTEREST RATES

Attached hereto is an outline providing maximum reserv lu and maximum life policy non -
forfeiture interest rates for new issues, new purchases orgha fund (as defined) for years 1982
through 2017 (and other years where shown), under Segfio 17, 4218 and 4221(k) of the New York
Insurance Law, as amended in 1982, 1983, 1985, 1 6% , 1990, and 1994,

The maximum valuation and non-forfeiture ip aus, prescribed by Sections 4217 and 4221(k) of the
New York Insurance Law for future years, W year to year depending on Moody’s corporate
bond yield averages.

The maximum valuation interest rates
2017 (and other years where shown)_3
interest rates for Ordinary Lifeglnsufa
Life Insurance, as defined in i
are shown in Category B on pa

issues, purchases and changes-in-fund of years 1982 through
lined below. The maximum valuation and non-forfeiture
own in Category A of page 1, except for Single Premium
¢)(4)(B)(vi), the maximum valuation interest rates for which

Please refer to Sections 7 and 4221 of NY Insurance Law, Regulation 147 and Regulation 151 for
definitions and explanati valuation interest rate, guarantee duration, plan type and product category.
Regulation 151 has ctiVe since February 28, 2001, and is available on our web site.

This notice is to informational purposes, as an aid in complying with the law.

Should any
Lochner of the

on have any question or comment in regard to this information, please contact Mr. David
Bureau at (518) 474-7929.
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A. ORDINARY LIFE INSURANCE (Except as covered in B)

Maximum
Maximum Reserve Nonforfeiture
Issue Year Guarantee Duration Valuation Interest Rate Interest Rate
1979-1981 10 years or less 4.50% 5.50%
More than 10 years, up to 20 4.50 5.50
More than 20 years 4.50 0
1982 10 years or less 6.75% .50%
More than 10 years, up to 20 6.25 7S 7.75
More than 20 years 5.50 7.00

More than 20 years 7.50

1983-1986 10 years or less 7.250/\\ 9.00%
More than 10 years, up to 20 0 8.50

1987 10 years or less 8.25%
More than 10 years, up to 20 7.50
More than 20 years 7.00

1988-1992 10 years or less 7.50%
More than 10 years, up to 20 . 7.50
More than 20 years P % 5.50 7.00

1993 10 years or less \ 6.00% 7.50%
More than 10 years, 6.00 7.50
More than 20 years 5.00 6.25

1994 10 years or less 5.50% 7.00%
More than 10y up to 20 5.25 6.50
More than 2 S 5.00 6.25

1995-1998 10 ye 5.50% 7.00%
More t rs, up to 20 5.25 6.50
ore than ears 4.50 5.75

1999-2005 . r less 5.00% 6.25%
OWA than 10 years, up to 20 4.75 6.00
¥ than 20 years 4.50 5.75

2065 0 years or less 4.50% 5.75%
More than 10 years, up to 20 4.25 5.25
More than 20 years 4.00 5.00

2013-2018 10 years or less 3.75% 4.75%
More than 10 years, up to 20 3.75 4,75
More than 20 years 3.50 4.50
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B. Single Premium Life Insurance of the kind referred to in Section 4217(c)(4)(B)(vi) of the New
York Insurance Laws (as amended by Chapter 302 of the laws of 1987).

Maximum Reserve
Valuation Interest Rate

Issue Year Guarantee Duration Issue Year Basis Change-in-Fund Basis
1982 10 years or less 10.00% 10.50%

More than 10 years, up to 20 7.25 10.00

More than 20 years 6.25 8.7

1983 10 years or less 8.75% g
More than 10 years, up to 20 7.00 7S @
More than 20 years 6.25 \ J

1984 10 years or less 8.50% \ .25%

More than 10 years, up to 20 7.00
More than 20 years 6.25 7.50

1985 10 years or less e 9.00%
More than 10 years, up to 20 8.50
More than 20 years é 7.50

1986 10 years or less \0 0 7.75%
More than 10 years, up to 20 7.25
More than 20 years ¢ % 5.75 6.50

1987 10 years or less 6.50% 6.75%
More than 10 years, up to 20 6.00 6.50
More than 20 years 5.50 6.00

1988 10 years or less 7.00% 7.50%
More than 10 years, up t 6.25 7.00
More than 20 years 5.75 6.25

1989 10 years or les 7.00% 7.25%
More than 10 yea 020 6.25 7.00
More th%s 5.50 6.25

1990 - e 6.50% 7.00%
% years, up to 20 6.25 6.50
3 years 5.50 6.00

1991 or less 6.75% 7.00%
ore than 10 years, up to 20 6.25 6.75
e than 20 years 5.50 6.00

1992 10 years or less 6.25% 6.50%
More than 10 years, up to 20 6.00 6.25
More than 20 years 5.25 5.75
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B (cont). Single Premium Life Insurance of the kind referred to in Section 4217(c)(4)(B)(vi) of the New
York Insurance Laws (as amended by Chapter 302 of the laws of 1987).

Maximum Reserve
Valuation Interest Rate

Issue Year Guarantee Duration Issue Year Basis Change-in-Fund Basis

1993 10 years or less 5.75% 6.00%
More than 10 years, up to 20 5.50

5.75
More than 20 years 5.00 5

1994 10 years or less 5.50% 15%
More than 10 years, up to 20 5.25 'S 5.50
More than 20 years 4.75 \ 5.00

1995 10 years or less 6.000\ 6.25%
More than 10 years, up to 20 5.50 6.00

More than 20 years 5. 5.50

1996 10 years or less S () 5.75%
More than 10 years, up to 20 5.50
More than 20 years & 75 5.00

1997 10 years or less \ 5.50% 5.75%
More than 10 years, up to 20 % 5.25 5.50

More than 20 years 'S 5.00 5.25

1998 10 years or less 5.25% 5.50%
More than 10 years, ¥ 5.00 5.25
More than 20 years 4.75 4.75

1999 10 years or less 5.25% 5.50%
More than 10 yeaig,up to 20 5.00 5.25
More than 2 4.50 4.75

2000 10 yearr 5.75% 6.00%
More tha ears, up to 20 5.25 5.75
Q 20%ears 4.75 5.25

2001 e r less 5.50% 5.75%
m than 10 years, up to 20 5.25 5.50
\og¥ than 20 years 4.75 5.00

2 0 years or less 5.50% 5.75%
More than 10 years, up to 20 5.25 5.50
More than 20 years 4.75 5.00

2003 10 years or less 5.00% 5.25%
More than 10 years, up to 20 4.75 5.00
More than 20 years 4.50 4.75
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B (cont). Single Premium Life Insurance of the kind referred to in Section 4217(c)(4)(B)(vi) of the New
York Insurance Laws (as amended by Chapter 302 of the laws of 1987).

Issue Year

Guarantee Duration

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

10 years or less
More than 10 years, up to 20
More than 20 years

10 years or less
More than 10 years, up to 20
More than 20 years

10 years or less
More than 10 years, up to 20
More than 20 years

10 years or less
More than 10 years, up to 20
More than 20 years

10 years or less
More than 10 years, up to 20
More than 20 years

10 years or less
More than 10 years, up to 2
More than 20 years

10 years or less
More than 10 years, up t
More than 20 years O

10 years or les
More than 10 yeal

More th%s

10 yes e

€ @ years, up to 20
e a2y years

or less
ore than 10 years, up to 20
e than 20 years

to 20

10 years or less
More than 10 years, up to 20
More than 20 years

© 1999-2018 National Association of Insurance Commissioners

Maximum Reserve
Valuation Interest Rate

Issue Year Basis

Change-in-Fund Basis

&

&

C-8

4.75%
4.75
4.25
4.50%
450
4.00
4.50% \
4.50
4.25
&. 4.75%
4 4.75
. 4.25
o 5.00%
4,75
4.25 450
5.00% 5.25%
4.75 5.00
4.25 4.75
4.50% 4.75%
450 450
4.00 4.25
4.25% 4.50%
4.25 4.25
4.00 4.00
3.75% 4.00%
3.75 3.75
3.50 3.75
3.75% 3.75%
3.50 3.75
3.50 3.50
4.00% 4.00%
3.75 4.00
3.50 3.75
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B (cont). Single Premium Life Insurance of the kind referred to in Section 4217(c)(4)(B)(vi) of the New
York Insurance Laws (as amended by Chapter 302 of the laws of 1987).

Maximum Reserve
Valuation Interest Rate

Issue Year Guarantee Duration Issue Year Basis Change-in-Fund Basis

2015 10 years or less 3.75% 3.75%
More than 10 years, up to 20 3.50 3.75
0
7

More than 20 years 3.50
2016 10 years or less 3.75% 75%
More than 10 years, up to 20 3.75 'S 3.75
More than 20 years 3.50 \ 3.75
2017 10 years or less 3.509 \ 3.75%
More than 10 years, up to 20 3.50 3.50

More than 20 years 3. 3.50
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C. Single Premium Immediate Annuities and annuity benefits arising from life insurance policies and
annuity and guaranteed interest contracts with cash settlements options.

Issues of or Maximum Reserve
Purchases During Valuation Interest Rate
1982 13.25%

1983-1984 11.25

- N
1986 .

1987 \

1088 0 8.75
1989 8.75
1990 ’\ 8.25
1991 \K 8.25
1992 7.75

L 2
1993 \ 7.00

1994 6.50
1995 7.25
1996-1997 6.75
1998-19 6.25
2000 7.00

& 6.75
@ 6.50

003 6.00
2004 5.50
2005-2006 5.25
2007-2008 5.50
2009 6.00
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C (cont). Single Premium Immediate Annuities and annuity benefits arising from life insurance policies
and annuity and guaranteed interest contracts with cash settlements options.

Issues of or Maximum Reserve
Purchases During Valuation Interest Rate
2010 5.25
2011 .00
2012 @
2013 ’S O 4.00
2014 \\ 450
2015-2016 0 4.00

2017 3.75
L 4 \< ’
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D. Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Issue
Year Guarantee Duration
1982 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years
1983 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years
1984 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years
1985 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years
1986 5 years or less
More than 5 years, up to 10
More than 10 years, up to
More than 20 years
1987 5 years or less
More than 5y
More than 10 y€a 020
More th years
1988 e
% ears, up to 10
: years, up to 20
an 20 years
1989 ears or less
e than 5 years, up to 10
More than 10 years, up to 20
More than 20 years
1990 5 years or less

More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

© 1999-2018 National Association of Insurance Commissioners
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Maximum Reserve Valuation Interest Rate

Plan Type
A B C
13.25% 10.50% )
12.50 10.50 25
8.50 7.25 .
6.75 6.0(% .00
11.25% 9. 0\ 8.25%
10.75 9 8.25
8.25 7. 6.75
6.75 75 5.75
11.25% .25% 8.00%
10.75 25 8.00
8.25 \ 7.00 6.75
K 5.75 5.75
.00 9.00% 8.00%
9.00 8.00
\ 7.00 6.50
6.50 5.75 5.75
9.25% 7.75% 6.75%
8.75 7.75 6.75
7.50 6.50 6.00
6.00 5.50 5.50
8.00% 6.75% 6.25%
7.75 6.75 6.25
7.00 6.00 5.75
5.75 5.25 5.25
8.75% 7.50% 6.75%
8.50 7.50 6.75
7.25 6.25 6.00
6.00 5.25 5.25
8.75% 7.25% 6.50%
8.25 7.25 6.50
7.25 6.25 6.00
6.00 5.25 5.25
8.25% 7.00% 6.25%
8.00 7.00 6.25
7.00 6.25 5.75
5.75 5.25 5.25
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D (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Maximum Reserve Valuation Interest Rate

Plan Type

Issue

Year Guarantee Duration A B C

1991 5 years or less 8.25% 7.00% 6.25%
More than 5 years, up to 10 8.00 7.00 6.25
More than 10 years, up to 20 7.00 6. 5.75
More than 20 years 5.75 7S 5 5.25

1992 5 years or less 7.75% 0 6.00%
More than 5 years, up to 10 7.50 . 6.00
More than 10 years, up to 20 6.75 -0 5.75
More than 20 years 5.75 5.00 5.00

1993 5 years or less ‘ 6.00% 5.50%

More than 5 years, up to 10 s 6.00 5.50
More than 10 years, up to 20 & 5.50 5.25
More than 20 years 5.25 4.75 4.75
1994 5 years or less \50% 5.75% 5.25%
More than 5 years, up to 10. % 6.50 5.75 5.25
More than 10 years, up to 20 \ 6.00 5.25 5.00

More than 20 years 5.00 4.50 4.50
1995 5 years or less 7.25% 6.25% 5.75%
More than 5 years, up to 7.00 6.25 5.75
More than 10 yeagh up to 2 6.25 5.50 5.25
More than 20 ye 5.25 4.75 4.75
1996 5 yearggor | 6.75% 5.75% 5.25%
More p to 10 6.50 5.75 5.25
More t years, up to 20 6.00 5.25 5.00
ore than 20%ears 5.00 4.50 4.50
1997 ) less 6.75% 5.75% 5.25%

% than 5 years, up to 10 6.50 5.75 5.25
¥ than 10 years, up to 20 6.00 5.25 5.25

viore than 20 years 5.25 4.75 4.75
1998 5 years or less 6.25% 5.50% 5.00%
More than 5 years, up to 10 6.00 5.50 5.00
More than 10 years, up to 20 5.75 5.00 4,75
More than 20 years 4.75 4.50 4.50
1999 5 years or less 6.25% 5.50% 5.00%
More than 5 years, up to 10 6.00 5.50 5.00
More than 10 years, up to 20 5.50 5.00 4.75
More than 20 years 4.75 4.50 4.50
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Appendix C-1 Appendices to Actuarial Guidelines

D (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Maximum Reserve Valuation Interest Rate

Plan Type
Issue
Year Guarantee Duration A B C
2000 5 years or less 7.00% 6.00% .
More than 5 years, up to 10 6.75 6.00 .50
More than 10 years, up to 20 5.75 5.25 Y

More than 20 years 5.00 450, O.so
2001 5 years or less 6.75% 5. 0\ 5.25%
More than 5 years, up to 10 6.50 5.25

More than 10 years, up to 20 6.00 5. 5.00
More than 20 years 5.00 .50 4.50

2002 5 years or less 6.50% 75% 5.25%
More than 5 years, up to 10 6.25 75 5.25
More than 10 years, up to 20 6.00 \ 5.25 5.00
More than 20 years 4.50 4.50

2003 5 years or less 5.25% 4.75%
More than 5 years, up to 10 5.25 4.75
More than 10 years, up to 20 4.75 4.75
More than 20 years 4.25 4.25

2004 5 years or less 5.00% 4.75%
More than 5 years, up to 10 5.00 4,75
More than 10 years, up to 5.00 4,75 4.50
More than 20 years ( 4.50 4.25 4.25

2005 5 years or less 5.25% 4.75% 4.50%
More than 5 yeQi#, 5.00 4.75 4.50
More than 10 yEaigup 10 20 4.75 4.50 4.25
More th years 4.25 4.00 4.00

2006 5.25% 4.75% 4.50%
% ears, up to 10 5.25 4.75 4.50
% years, up to 20 4.75 4.50 4.25
arn 20 years 4.25 4.00 4.00

2007 ears or less 5.50% 4.75% 4.50%
e than 5 years, up to 10 5.25 4.75 4.50
More than 10 years, up to 20 4,75 4.50 4.25
More than 20 years 4.25 4.00 4.00

2008 5 years or less 5.50% 5.00% 4.50%
More than 5 years, up to 10 5.50 5.00 4.50
More than 10 years, up to 20 5.00 4.50 4.25
More than 20 years 4.25 4.00 4.00
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Appendices to Actuarial Guidelines Appendix C-1

D (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Maximum Reserve Valuation Interest Rate

Plan Type
Issue
Year Guarantee Duration A B C
2009 5 years or less 6.00% 5.25% 5.00%
More than 5 years, up to 10 5.75 5.25 5.00
More than 10 years, up to 20 5.25 4, 4.50
More than 20 years 4.50 7S 4 4.25
2010 5 years or less 5.25% &0 4.25%
More than 5 years, up to 10 5.00 . 4.25
More than 10 years, up to 20 4.75 25 4.25
More than 20 years 4.25 4.00 4.00
2011 5 years or less 7S op @ 4.50% 4.25%
More than 5 years, up to 10 7 4.50 4.25
More than 10 years, up to 20 N 4.25 4.00
More than 20 years 4.00 3.75 3.75
2012 5 years or less \.25% 4.00% 3.75%
More than 5 years, up to 10 4, % 4.25 4.00 3.75
More than 10 years, up to 20 4.00 3.75 3.75
More than 20 years \ 3.75 3.50 3.50
2013 5 years or less 4.00% 3.75% 3.50%
More than 5 years, up to 3.75 3.75 3.50
More than 10 yeagh up to 2 3.75 3.50 3.50
More than 20 ye& 3.50 3.50 3.50
2014 5 yeargfor | 4.50% 4.00% 3.75%
More p to 10 4.25 4.00 3.75
More tha ears, up to 20 4.00 3.75 3.75
2015 Mless 4.00% 3.75% 3.50%
are 5 years, up to 10 4.00 3.75 3.50
m than 10 years, up to 20 3.75 3.50 3.50
Mog? than 20 years 3.50 3.50 3.50
2 years or less 4.00% 3.75% 3.75%
More than 5 years, up to 10 4.00 3.75 3.75
More than 10 years, up to 20 4.00 3.75 3.75
More than 20 years 3.75 3.50 3.50
2017 5 years or less 3.75% 3.75% 3.50%
More than 5 years, up to 10 3.75 3.75 3.50
More than 10 years, up to 20 3.75 3.50 3.50
More than 20 years 3.50 3.25 3.25
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Appendix C-1

Appendices to Actuarial Guidelines

E. Other Annuities and Guaranteed Interest Contracts, with cash settlement options but without
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Issue
Year Guarantee Duration

1982 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

1983 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

1984 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

1985 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

1986 5 years or less
More than 5 years, up to 10

More than 10 years, up to
More than 20 years

1987 5 years or less
More than 5y
More than 10 y€a to 20

More th%s
1988 as
@ ears, up to 10
Q. 1¢ years, up to 20

1989 ears or less

e than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

1990 5 years or less
More than 5 years, up to 10
More than 10 years, up to 20
More than 20 years

© 1999-2018 National Association of Insurance Commissioners

Maximum Reserve Valuation Interest Rate

Plan Type

A B c

13.75% 11.25% .
13.25 11.25 .00

8.75 7.50 :

7.25 6.23 0.25
11.75% 9. \ 8.75%
11.25 8.75

8.75 7. 7.00

7.00 25 6.25

11.75% .15% 8.50%
11.25 .75 8.50
8.75 7.50 7.00
K 6.25 6.25
50 9.50% 8.50%

. 9.50 8.50
\ 7.50 7.00

.00 6.25 6.25
9.50% 8.00% 7.25%
9.25 8.00 7.25
7.75 6.75 6.50
6.50 5.75 5.75
8.50% 7.25% 6.50%
8.00 7.25 6.50
7.25 6.50 6.00
6.00 5.50 5.50
9.25% 7.75% 7.00%
8.75 7.75 7.00
7.50 6.50 6.25
6.25 5.75 5.75
9.00% 7.50% 7.00%
8.75 7.50 7.00
7.50 6.50 6.25
6.25 5.50 5.50
8.50% 7.25% 6.50%
8.25 7.25 6.50
7.50 6.50 6.25
6.25 5.50 5.50



Appendices to Actuarial Guidelines Appendix C-1

E (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options but without
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Maximum Reserve Valuation Interest Rate

Plan Type
Issue
Year Guarantee Duration A B C
1991 5 years or less 8.75% 7.25% 6.75%
More than 5 years, up to 10 8.25 7.25 6.75
More than 10 years, up to 20 7.50 6. 6.25
More than 20 years 6.25 S 5 5.50
1992 5 years or less 8.00% % 6.25%
More than 5 years, up to 10 7.75 . 6.25
More than 10 years, up to 20 7.00 .25 6.00
More than 20 years 6.00 5.25 5.25
1993 5 years or less P @ 6.25% 5.75%
More than 5 years, up to 10 ( 6.25 5.75
More than 10 years, up to 20 & 5.75 5.50
More than 20 years \50 5.00 5.00
1994 5 years or less . 15% 6.00% 5.50%
More than 5 years, up to 10 ¢ % 6.50 6.00 5.50
More than 10 years, up to 20 6.25 5.50 5.25
More than 20 years \ 5.25 4.75 4.75
1995 5 years or less 7.50% 6.50% 6.00%
More than 5 years, up to 7.25 6.50 6.00
More than 10 yeag up to 20 6.50 5.75 5.50
More than 20 ye& 5.50 5.00 5.00
1996 5 yeargfor | 6.75% 6.00% 5.50%
More 5 p to 10 6.75 6.00 5.50
More tha ears, up to 20 6.25 5.50 5.25
than 209ears 5.25 4.75 4.75
1997 Iess 7.00% 6.00% 5.50%
m than 5 years, up to 10 6.75 6.00 5.50
\og” than 10 years, up to 20 6.25 5.50 5.25
ore than 20 years 5.25 5.00 5.00
1998 5 years or less 6.50% 5.75% 5.25%
More than 5 years, up to 10 6.25 5.75 5.25
More than 10 years, up to 20 6.00 5.25 5.00
More than 20 years 5.00 4.75 4.75
1999 5 years or less 6.25% 5.50% 5.25%
More than 5 years, up to 10 6.25 5.50 5.25
More than 10 years, up to 20 5.75 5.25 5.00
More than 20 years 5.00 4.50 4.50
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Appendix C-1 Appendices to Actuarial Guidelines

E (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options but without
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Maximum Reserve Valuation Interest Rate

Plan Type
Issue
Year Guarantee Duration A B C
2000 5 years or less 7.25% 6.25% .
More than 5 years, up to 10 7.00 6.25 75
More than 10 years, up to 20 6.00 5.50 ;

More than 20 years 5.25 4.75’ 0.75
2001 5 years or less 7.00% 6. \ 5.50%
More than 5 years, up to 10 6.75 5.50
More than 10 years, up to 20 6.25 5. 5.25
More than 20 years 5.25 75 4.75

2002 5 years or less 6.75%Q.00% 5.50%
More than 5 years, up to 10 6.50 .00 5.50
More than 10 years, up to 20 6.00 \ 5.50 5.25
More than 20 years K 4.75 4.75

2003 5 years or less .25 5.50% 5.00%
More than 5 years, up to 10 TS % 5.50 5.00
More than 10 years, up to 20 \ 5.00 4.75

More than 20 years .75 4.50 4.50
2004 5 years or less 5.75% 5.00% 4.75%
More than 5 years, up to 10 5.50 5.00 4.75
More than 10 years, up to 5.25 4.75 4.75
More than 20 years 4.75 4.25 4.25
2005 5 years or less 5.25% 4.75% 4.50%
More than 5y 5.25 4.75 4.50
More than 10 y€a to 20 5.00 4.50 4.50
More th%s 4.50 4.00 4.00
2006 oS 5.50% 4.75% 4.50%

@ ears, up to 10 5.25 4.75 4.50
an 147 years, up to 20 5.00 4.50 4.50

an 20 years 4.50 4.25 4.25

2007 ears or less 5.50% 5.00% 4.75%
e than 5 years, up to 10 5.50 5.00 4.75
More than 10 years, up to 20 5.00 4.50 4.50
More than 20 years 4.50 4.25 4.25

2008 5 years or less 5.75% 5.00% 4.75%
More than 5 years, up to 10 5.50 5.00 4,75
More than 10 years, up to 20 5.00 4.75 4.50
More than 20 years 4.50 4.25 4.25
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Appendices to Actuarial Guidelines Appendix C-1

E (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options but without
interest rate guarantees on future considerations, valued on the “Issue Year” basis.

Maximum Reserve Valuation Interest Rate

Plan Type
Issue
Year Guarantee Duration A B C
2009 5 years or less 6.25% 5.50% 5.00%
More than 5 years, up to 10 6.00 5.50 5.00
More than 10 years, up to 20 5.25 4. 4.75
More than 20 years 4.75 S 4 4.25
2010 5 years or less % 4.50%
More than 5 years, up to 10 . 4.50
More than 10 years, up to 20 .00 4.25
More than 20 years 4.00 4.00
2011 5 years or less 4.50% 4.25%
More than 5 years, up to 10 4.50 4.25
More than 10 years, up to 20 4.25 4.25
More than 20 years 4.00 4.00
2012 5 years or less 4.00% 3.75%
More than 5 years, up to 10 4, 4.00 3.75
More than 10 years, up to 20 3.75 3.75
More than 20 years 3.50 3.50
2013 5 years or less 3.75% 3.75%
More than 5 years, up to 3.75 3.75
More than 10 yeagh up to 2 3.75 3.50
More than 20 ye& 3.50 3.50
2014 5 yeargfor | 4.50% 4.00% 4.00%
More p to 10 4.50 4.00 4.00
More t years, up to 20 4.00 3.75 3.75
oge than 20%ears 3.75 3.50 3.50
2015 Iess 4.00% 3.75% 3.75%
m than 5 years, up to 10 4.00 3.75 3.75
Mog? than 10 years, up to 20 3.75 3.75 3.50
Viore than 20 years 3.50 3.50 3.50
2016 5 years or less 4.25% 4.00% 3.75%
More than 5 years, up to 10 4.00 4.00 3.75
More than 10 years, up to 20 4.00 3.75 3.75
More than 20 years 3.75 3.50 3.50
2017 5 years or less 4.00% 3.75% 3.50%
More than 5 years, up to 10 3.75 3.75 3.50
More than 10 years, up to 20 3.75 3.50 3.50
More than 20 years 3.50 3.50 3.50
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Appendix C-1 Appendices to Actuarial Guidelines

F. Other Annuities and Guaranteed Interest Contracts, without cash settlement options, valued on
the “Issue Year” basis.
Maximum Reserve Valuation
Interest Rate

Issue

Year Guarantee Duration Plan Type A

1982 5 years or less 13.25%
More than 5 years, up to 10 12.50
More than 10 years, up to 20 11.25
More than 20 years 8.75

1983 5 years or less ,11.2 @
More than 5 years, up to 10 1§75
More than 10 years, up to 20 9.
More than 20 years

1984 5 years or less QZS%

More than 5 years, up to 10 0.75
More than 10 years, up to 20 P 9.75
More than 20 years \ 7.50
1985 5 years or less & 11.00%
More than 5 years, up to 10 10.50

More than 10 years, up to 20 9.50
More than 20 years & 7.50

1986 5 years or less 9.25%
More than 5 years, up to 8.75
More than 10 years, up to 8.00
More than 20 years 6.50

1987 5 years or less 8.00%

More than 5 yeam 7.75
More tha y @ 020 7.25
More than ed 6.00

1988 5ye rless 8.75%
Mor%sars, up to 10 8.50
gamiha ears, up to 20 7.75
@ 20 years 6.25

1989 ears or less 8.75%
than 5 years, up to 10 8.25
More than 10 years, up to 20 7.50
More than 20 years 6.25

1990 5 years or less 8.25%
More than 5 years, up to 10 8.00
More than 10 years, up to 20 7.25
More than 20 years 6.00
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F (cont). Other Annuities and Guaranteed Interest Contracts, without cash settlement options, valued on
the “Issue Year” basis.
Maximum Reserve Valuation
Interest Rate

Issue

Year Guarantee Duration Plan Type A

1991 5 years or less 8.25%
More than 5 years, up to 10 8.0
More than 10 years, up to 20 7

More than 20 years

1992 5 years or less S @%
More than 5 years, up to 10

More than 10 years, up to 20 \

More than 20 years 0

1993 5 years or less
More than 5 years, up to 10 6.75
More than 10 years, up to 20 ’Q 6.25
More than 20 years \ 5.25

1994 5 years or less & 6.50%
More than 5 years, up to 10 \ 6.50
More than 10 years, up to 20 6.00
More than 20 years ¢ \% 5.00

1995 5 years or less 7.25%

More than 5 yea 7.00
More than 10 year 6.50
More than 20 years 5.50
1996 5years or le 6.75%
More thayBggediNyup to 10 6.50
et @ ars, up to 20 6.00
ha204ears 5.00
1997 years oiviess 6.75%
%han 5 years, up to 10 6.50
han 10 years, up to 20 6.00
ore than 20 years 5.25
19 5 years or less 6.25%
More than 5 years, up to 10 6.00
More than 10 years, up to 20 5.75
More than 20 years 4.75
1999 5 years or less 6.25%
More than 5 years, up to 10 6.00
More than 10 years, up to 20 5.50
More than 20 years 4.75

© 1999-2018 National Association of Insurance Commissioners C-21



Appendix C-1 Appendices to Actuarial Guidelines

F (cont). Other Annuities and Guaranteed Interest Contracts, without cash settlement options, valued on
the “Issue Year” basis.
Maximum Reserve Valuation
Interest Rate

Issue
Year Guarantee Duration Plan Type A
2000 5 years or less 7.00%

More than 5 years, up to 10 6.75
More than 10 years, up to 20 6.25
More than 20 years 5.25
2001 5 years or less S 6.7@
More than 5 years, up to 10
More than 10 years, up to 20 &
More than 20 years 0

2002 5 years or less

More than 5 years, up to 10 6.25
More than 10 years, up to 20 ’Q 6.00
More than 20 years \ 5.00
2003 5 years or less & 6.00%
More than 5 years, up to 10 \ 5.75
More than 10 years, up to 20 5.50
More than 20 years & \% 4.75

2004 5 years or less 5.50%
More than 5 years, up to 5.50
More than 10 years, up to 5.00
More than 20 years 4.50

2005 5 years or less 5.25%

More than 5 yeam 5.00
More tha y @ 020 4.75
More than ed 4.25

2006 5ye rless 5.25%
Mor%iars, up to 10 5.25
gamiha ears, up to 20 4.75
@ 20 years 4.25

2007 ears or less 5.50%
than 5 years, up to 10 5.25
More than 10 years, up to 20 5.00
More than 20 years 4.25

2008 5 years or less 5.50%
More than 5 years, up to 10 5.50
More than 10 years, up to 20 5.00
More than 20 years 4.50
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F (cont). Other Annuities and Guaranteed Interest Contracts, without cash settlement options, valued on
the “Issue Year” basis.
Maximum Reserve Valuation
Interest Rate

Issue

Year Guarantee Duration Plan Type A

2009 5 years or less 6.00%
More than 5 years, up to 10 5.7
More than 10 years, up to 20 5

More than 20 years

2010 5 years or less S @%
More than 5 years, up to 10

More than 10 years, up to 20 \

More than 20 years 0

2011 5 years or less
More than 5 years, up to 10 4.75
More than 10 years, up to 20 ’Q 4.50
More than 20 years \ 4.00

2012 5 years or less & 4.25%
More than 5 years, up to 10 \ 4.25
More than 10 years, up to 20 4.00
More than 20 years ¢ \% 3.75

2013 5 years or less 4.00%

More than 5 yea 3.75
More than 10 year 3.75
More than 20 years 3.50
2014 5years or le 4.50%
More thayBggediyup to 10 4.25
et @ ars, up to 20 4.00
ha204ears 3.75
2015 years oiviess 4.00%
%han 5 years, up to 10 4.00
han 10 years, up to 20 3.75
ore than 20 years 3.50
20 5 years or less 4.00%
More than 5 years, up to 10 4.00
More than 10 years, up to 20 4.00
More than 20 years 3.75
2017 5 years or less 3.75%
More than 5 years, up to 10 3.75
More than 10 years, up to 20 3.75
More than 20 years 3.50
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G. Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C

1982 5 years or less 15.00% 13.75% .
More than 5 years, up to 10 14.50 13.75 .00
More than 10 years, up to 20 13.25 12.50 :
More than 20 years 10.50 10.5% 0.00

1983 5 years or less 12.75% 11. \ 8.75%
More than 5 years, up to 10 12.25 1 8.75
More than 10 years, up to 20 11.25 10. 8.25
More than 20 years 9.25 25 7.25

1984 5 years or less 12.75%Q.75% 8.50%
More than 5 years, up to 10 12.25 .75 8.50
More than 10 years, up to 20 11.25 \ 10.75 8.00
More than 20 years & 9.25 7.00

1985 5 years or less .50 11.50% 8.50%
More than 5 years, up to 10 TS 11.50 8.50
More than 10 years, up to 20 10.50 8.00
More than 20 years \9.00 9.00 7.00

1986 5 years or less 10.25% 9.50% 7.25%
More than 5 years, up to 10 10.00 9.50 7.25
More than 10 years, up to 9.25 8.75 6.75
More than 20 years { 7.75 7.75 6.00

1987 5 years or les 9.00% 8.50% 6.50%
More than 5y 8.75 8.50 6.50
More than 10 yea to 20 8.00 7.75 6.25
More th%s 6.75 6.75 5.50

1988 5 year, eg 10.00% 9.25% 7.00%
: % ears, up to 10 9.50 9.25 7.00
an 14 years, up to 20 8.75 8.50 6.75

an 20 years 7.50 7.50 6.00

1989 ears or less 9.75% 9.00% 7.00%
e than 5 years, up to 10 9.50 9.00 7.00
More than 10 years, up to 20 8.75 8.25 6.50
More than 20 years 7.25 7.25 5.75

1990 5 years or less 9.25% 8.50% 6.50%
More than 5 years, up to 10 8.75 8.50 6.50
More than 10 years, up to 20 8.25 8.00 6.25
More than 20 years 7.00 7.00 5.50
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G (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C
1991 5 years or less 9.25% 6.75%
More than 5 years, up to 10 9.00 6.75
More than 10 years, up to 20 8.25 6.25
More than 20 years 7.00 5.75
1992 5 years or less 8.50% 6.25%
More than 5 years, up to 10 8.25 6.25
More than 10 years, up to 20 7.75 6.00
More than 20 years .5 5.25
1993 5 years or less ’% 7.25% 5.75%
More than 5 years, up to 10 & 7.25 5.75
More than 10 years, up to 20 .00 6.75 5.50
More than 20 years \ 6.00 5.00
1994 5 years or less TS % 7.25% 6.75% 5.50%
More than 5 years, up to 10 7.00 6.75 5.50
More than 10 years, u \ 6.50 6.50 5.25
More than 20 years 5.75 5.75 4.75
1995 5 years or less 8.25% 7.50% 6.00%
More than 5 yeargfup to 10 8.00 7.50 6.00
More than 10 yeat, up to 20 7.25 7.00 5.75
More than 2 6.25 6.25 5.25
1996 5 yearS@t’le 7.25% 6.75% 5.50%
More tha ears, up to 10 7.00 6.75 5.50
than 10%ears, up to 20 6.75 6.50 5.25
w 20 years 5.75 5.75 4,75
1997 sor less 7.50% 7.00% 5.50%
than 5 years, up to 10 7.25 7.00 5.50
ore than 10 years, up to 20 6.75 6.50 5.25
ore than 20 years 5.75 5.75 5.00
1998 5 years or less 7.00% 6.50% 5.25%
More than 5 years, up to 10 6.75 6.50 5.25
More than 10 years, up to 20 6.25 6.00 5.00
More than 20 years 5.50 5.50 4.75
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G (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C
1999 5 years or less 6.75% 6.25% .
More than 5 years, up to 10 6.50 6.25 25
More than 10 years, up to 20 6.25 6.00 :

More than 20 years 5.50 5.5(‘ 0.50
2000 5 years or less 7.75% 7. \ 5.75%
7. 5.75

More than 5 years, up to 10 7.50
More than 10 years, up to 20 7.00 6. 5.50
More than 20 years 6.00 00 5.00

2001 5 years or less 7.50%Q.00% 5.50%
More than 5 years, up to 10 7.25 .00 5.50
More than 10 years, up to 20 6.75 \ 6.50 5.25
More than 20 years K 5.75 5.00

2002 5 years or less .25 6.75% 5.50%
More than 5 years, up to 10 TS % 6.75 5.50
More than 10 years, up to 20 \ 6.25 5.25

More than 20 years .75 5.75 4.75
2003 5 years or less 6.50% 6.25% 5.00%
More than 5 years, up to 10 6.25 6.25 5.00
More than 10 years, up to 6.00 5.75 4.75
More than 20 years 5.25 5.25 4.50
2004 5 years or less 6.00% 5.75% 4.75%
More than 5y 6.00 5.75 4.75
More than 10 yea to 20 5.50 5.50 4.75
More th%s 5.00 5.00 4.25
2005 e 5.75% 5.25% 4.50%

: @ ears, up to 10 5.50 5.25 4.50
an 14 years, up to 20 5.25 5.00 4.50

an 20 years 4.75 4.75 4.00

2006 ears or less 5.75% 5.50% 4.50%
e than 5 years, up to 10 5.50 5.50 4.50
More than 10 years, up to 20 5.25 5.25 4.50
More than 20 years 4.75 4.75 4.25

2007 5 years or less 5.75% 5.50% 4.75%
More than 5 years, up to 10 5.75 5.50 4,75
More than 10 years, up to 20 5.50 5.25 4.50
More than 20 years 4.75 4.75 4.25
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G (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C

2008 5 years or less 6.00% 5.75% 4.75%
More than 5 years, up to 10 6.00 5.75 4.75
More than 10 years, up to 20 5.50 5. 4.50
More than 20 years 5.00 S 5 4.25

2009 5 years or less 6.50% % 5.00%
More than 5 years, up to 10 6.50 . 5.00
More than 10 years, up to 20 6.00 15 5.00
More than 20 years 5.25 5.25 4.50

2010 5 years or less ¢ @ 5.25% 4.50%
More than 5 years, up to 10 0 5.25 4.50
More than 10 years, up to 20 & 5.00 4.25
More than 20 years 75 4.75 4.00

\25% 5.00% 4.25%

2011 5 years or less
More than 5 years, up to 104 5.25 5.00 4.25
More than 10 years, up to 20 \ 5.00 4.75 4.25

More than 20 years 4.50 4.50 4.00
2012 5 years or less 4.50% 4.25% 3.75%
More than 5 years, up to 4.50 4.25 3.75
More than 10 yeag® up to 2 4.25 4.25 3.75
More than 20 ye 4.00 4.00 3.50
2013 5 yeargfor | 4.00% 4.00% 3.75%
More p to 10 4.00 4.00 3.75
More tha years, up to 20 4.00 3.75 3.50
@ 20%ears 3.75 3.75 3.50
2014 2g less 4.75% 4.50% 4.00%
m than 5 years, up to 10 4.50 4.50 4.0
Mgt than 10 years, up to 20 4.50 4.25 3.75
Viore than 20 years 4.00 4.00 3.75
2015 5 years or less 4.25% 4.00% 3.75%
More than 5 years, up to 10 4.00 4.00 3.75
More than 10 years, up to 20 4.00 4.00 3.50
More than 20 years 3.75 3.75 3.50
2016 5 years or less 4.25% 4.25% 3.75%
More than 5 years, up to 10 4.25 4.25 3.75
More than 10 years, up to 20 4.00 4.00 3.75
More than 20 years 3.75 3.75 3.50
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G (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and with
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C

2017 5 years or less 4.00% 4.00% .
More than 5 years, less than 10 4.00 4.00 .50
More than 10 years, less than 20 3.75 3.75 :

More than 20 years 3.75 3.73 0.50
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H. Other Annuities and Guaranteed Interest Contracts, with cash settlement options and without
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C
1982 5 years or less 15.75% 14.50% 10.50%
More than 5 years, up to 10 15.00 14.50 0.50
More than 10 years, up to 20 13.75 13. 10.00
More than 20 years 11.25 S 11 8.75
1983 5 years or less 13.50% 9.25%
More than 5 years, up to 10 12.75 9.25
More than 10 years, up to 20 11.75 8.75
More than 20 years 9.75 7.75
1984 5 years or less ’1 : Q 12.25% 9.25%
More than 5 years, up to 10 7 12.25 9.25
More than 10 years, up to 20 & 11.25 8.50
More than 20 years \75 9.75 7.50
1985 5 years or less .00% 12.00% 9.00%
More than 5 years, up to 104 % 12.50 12.00 9.00
More than 10 years, up to 20 11.50 11.00 8.50
More than 20 years \ 9.50 9.50 7.50
1986 5 years or less 10.75% 10.00% 7.75%
More than 5 years, up to 10.25 10.00 7.75
More than 10 yea® up to 2 9.50 9.25 7.25
More than 20 ye& 8.00 8.00 6.50
1987 5 yeargfor | 9.50% 8.75% 6.75%
More pto 10 9.00 8.75 6.75
More tha years, up to 20 8.50 8.00 6.50
Q 20%ears 7.25 7.25 6.00
1988 2q less 10.25% 9.50% 7.50%
m than 5 years, up to 10 10.00 9.50 7.50
\oge than 10 years, up to 20 9.25 8.75 7.00
Viore than 20 years 7.75 7.75 6.25
1989 5 years or less 10.00% 9.50% 7.25%
More than 5 years, up to 10 9.75 9.50 7.25
More than 10 years, up to 20 9.00 8.75 7.00
More than 20 years 7.50 7.50 6.25
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H (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and without
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C
1990 5 years or less 9.50% 8.75% .
More than 5 years, up to 10 9.25 8.75 .00
More than 10 years, up to 20 8.50 8.25 :

More than 20 years 7.25 7.21; 0.00
1991 5 years or less 9.75% 9.&\ 7.00%
7.00

More than 5 years, up to 10 9.25
More than 10 years, up to 20 8.75 8. 6.75
More than 20 years 7.25 25 6.00

1992 5 years or less 9.00%Q.25% 6.50%
More than 5 years, up to 10 8.50 25 6.50
More than 10 years, up to 20 8.00 \ 7.75 6.25
More than 20 years & 6.75 5.75

1993 5 years or less .25 7.50% 6.00%
More than 5 years, up to 10 TS % 7.50 6.00
More than 10 years, up to 20 \ 7.00 5.75

More than 20 years .25 6.25 5.25
1994 5 years or less 7.50% 7.00% 5.75%
More than 5 years, up to 10 7.25 7.00 5.75
More than 10 years, up to 6.75 6.50 5.50
More than 20 years 6.00 6.00 5.00
1995 5 years or les 8.50% 8.00% 6.25%
More than 5y 8.25 8.00 6.25
More than 10 yea to 20 7.50 7.25 6.00
More th%s 6.50 6.50 5.50
1996 eg 7.50% 7.00% 5.75%

: % ears, up to 10 7.25 7.00 5.75
an 14 years, up to 20 6.75 6.75 5.50

an 20 years 6.00 6.00 5.00

1997 ears or less 7.75% 7.25% 5.75%
e than 5 years, up to 10 7.50 7.25 5.75
More than 10 years, up to 20 7.00 6.75 5.50
More than 20 years 6.00 6.00 5.25

1998 5 years or less 7.00% 6.75% 5.50%
More than 5 years, up to 10 7.00 6.75 5.50
More than 10 years, up to 20 6.50 6.25 5.25
More than 20 years 5.75 5.75 4.75
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H (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and without
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C

1999 5 years or less 7.00% 6.50% 5.50%
More than 5 years, up to 10 6.75 6.50 5.50
More than 10 years, up to 20 6.25 6. 5.25
More than 20 years 5.50 S 5 4.75

2000 5 years or less 8.00% Q% 6.00%
More than 5 years, up to 10 7.75 . 6.00
More than 10 years, up to 20 7.25 .00 5.75
More than 20 years 6.25 6.25 5.25

2001 5 years or less P @ 7.25% 5.75%
More than 5 years, up to 10 ( 7.25 5.75
More than 10 years, up to 20 & 6.75 5.50
More than 20 years 00 6.00 5.00

2002 5 years or less \.50% 7.00% 5.75%
More than 5 years, up to 104 7.25 7.00 5.75
More than 10 years, up to 20 \ 6.75 6.50 5.50

More than 20 years 6.00 6.00 5.00

2003 5 years or less 6.75% 6.25% 5.25%
More than 5 years, up to 6.50 6.25 5.25
More than 10 yeag® up to 2 6.25 6.00 5.00
More than 20 ye 5.50 5.50 4.75

2004 5 yearghor | 6.25% 6.00% 5.00%
More pto 10 6.00 6.00 5.00
More thal years, up to 20 5.75 5.50 4.75
w 20%ears 5.00 5.00 4.50

2005 cg less 5.75% 5.50% 4.75%
m than 5 years, up to 10 5.75 5.50 4.75
\oge than 10 years, up to 20 5.25 5.25 4.50
Viore than 20 years 4.75 4.75 4.25

2006 5 years or less 5.75% 5.50% 4.75%
More than 5 years, up to 10 5.75 5.50 4.75
More than 10 years, up to 20 5.50 5.25 4.50
More than 20 years 4.75 4.75 4.25

2007 5 years or less 6.00% 5.75% 4.75%
More than 5 years, up to 10 5.75 5.75 4.75
More than 10 years, up to 20 5.50 5.50 4.75
More than 20 years 5.00 5.00 4.25

© 1999-2018 National Association of Insurance Commissioners C-31



Appendix C-1 Appendices to Actuarial Guidelines

H (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and without
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Maximum Reserve Valuation Interest Rate

Change in Plan Type
Fund During
Year Guarantee Duration A B C
2008 5 years or less 6.25% 6.00% .
More than 5 years, up to 10 6.00 6.00 .00
More than 10 years, up to 20 5.75 5.50 :

More than 20 years 5.00 5.0(‘ 0.50
2009 5 years or less 6.75% 6. \ 5.25%
More than 5 years, up to 10 6.50 5.25
More than 10 years, up to 20 6.25 6. 5.00
More than 20 years 5.50 50 4.75

2010 5 years or less 5.75%Q.50% 4.75%
More than 5 years, up to 10 5.50 .50 4.75
More than 10 years, up to 20 5.25 \ 5.25 4.50
More than 20 years & 4.75 4.25

2011 5 years or less .25 5.25% 4.50%
More than 5 years, up to 10 TS % 5.25 4.50
More than 10 years, up to 20 \ 5.00 4.25

More than 20 years .50 4.50 4.00
2012 5 years or less 4.50% 4.50% 4.00%
More than 5 years, up to 10 4.50 4.50 4.00
More than 10 years, up to 4.25 4.25 3.75
More than 20 years 4.00 4.00 3.75
2013 5 years or les 4.25% 4.00% 3.75%
More than 5y 4.00 4.00 3.75
More than 10 yea to 20 4.00 4.00 3.75
More th%s 3.75 3.75 3.50
2014 eg 4.75% 4.50% 4.00%

: % ears, up to 10 4.75 7.50 4.00
an 14 years, up to 20 4.50 4.50 4.00

an 20 years 4.00 4.00 3.75

2015 ears or less 4.25% 4.00% 3.75%
e than 5 years, up to 10 4.25 4.00 3.75
More than 10 years, up to 20 4.00 4.00 3.75
More than 20 years 3.75 3.75 3.50

2016 5 years or less 4.50% 4.25% 3.75%
More than 5 years, up to 10 4.25 4.25 3.75
More than 10 years, up to 20 4.25 4.00 3.75
More than 20 years 4.00 4.00 3.75
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H (cont). Other Annuities and Guaranteed Interest Contracts, with cash settlement options and without
interest rate guarantees on future considerations, valued on the “Change-in-Fund” basis.

Change in
Fund During
Year

Guarantee Duration

2017

5 years or less

More than 5 years, less than 10
More than 10 years, less than 20
More than 20 years
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Plan Type

4.00% 4.00% 3.75%

4.00 4.00 3.75

4.00 3. 3.50
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Appendix C-1 Appendices to Actuarial Guidelines

APPENDIX
The maximum reserve valuation interest rates are based on reference interest rates, which are averages of
corporate bond earnings published by Moody’s Investors Service, Inc., and weighting factors prescribed
by Section 4217, which defines running averages of the published monthly yield rates for 12-month and
36-month periods.

The following table shows the 12-month and 36-month yield averages for recent years:

TABLE 1 Q
12-Month 36-Month P
For Period Ending Running Running f
June 30 of Year Average Average \l&Averages
)

M) ) (3
1981 13.71% 11.57% 0 11.57%
1982 15.70% 13.649 13.64%
1983 13.39% 14.2 13.39%
1984 13.22% 14,10% 13.22%
1985 13.01% 1 13.01%
1986 10.75% 12. 10.75%
4
1987 9.40% 5% 9.40%
1988 10.32% 10.15% 10.15%
1989 10.09% 9.93% 9.93%
1990 9.52% 9.97% 9.52%
1991 9.74% 9.63%
1992 9.34% 8.88%
1993 8.88% 8.13%
1994 8.18% 7.52%
1995 8.03% 8.03%
1996 7.83% 7.55%
1997 7.90% 7.74%
1 7.47% 7.11%
199 6.96% 7.27% 6.96%
2000 7.93% 7.33% 7.33%
2001 7.72% 7.54% 7.54%
2002 7.44% 7.70% 7.44%
2003 6.71% 7.29% 6.71%
2004 6.26% 6.80% 6.26%
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TABLE 1
(cont.)
12-Month 36-Month
For Period Ending Running Running Lesser of
June 30 of Year Average Average Two Averages
1) 2 )
2005 5.78% 6.25% 5.78%
2006 5.87% 5.97% 87%
2007 6.00% 5.88% 5.86%
2008 6.21% 6.02% 2%
2009 6.79% 6.33% ¢ 6.33%
2010 5.75% 6.25% 5.75%
2011 5.37% 5.97% 5.37%
2012 4.55% 5.22% 4.55%
2013 4.15% 4.15%
2014 4.72% S 4.48%
2015 4.19% x 4.19%
2016 4.39% \ 4.44% 4.19%
2017 4.05% 4.21% 4.05%
L 2

The maximum nonforfeiture interest rate
year, is equal to 125% of the maximug
the nearer 1/4%.

ce, under Section 4221(k), for
tion interest rate for the same issue

Lg.In
)V

Should the computed maximum reserve 3§
Premium Life Insurance covere Category B on pages 2-4) for a particular issue year
the actual maximum reserve valu
the maximum reserve valu

next previous issue y

o

rate for such particular issue year will be the sam
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Appendix C-2
Interpretations of the Emerging Actuarial Issues (E) Working Group

Introduction

The Emerging Actuarial Issues (E) Working Group responds to questions of application, interpretation
and clarification with respect to Actuarial Guideline XXXVIII—The Application of th ation of Life
Insurance Policies Model Regulation (AG 38). Following an abbreviated public
period of no less than seven days, the Working Group will adopt by consensus fQgg3

issues presented before it. These interpretations will then be reported to the 'a Condition (E)
Committee, which, after adopting, will direct the Financial Analysis (E) rkg Group to follow the
interpretations in performing its reviews of the reserving methodgleg ager AG 38. These
interpretations will not become effective until formally adopted ncial Condition (E)
Committee. In no event shall a consensus opinion of the Working Gro pewede or otherwise conflict
with AG 38.
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Appendix C-2
Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 01

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012

Reference ¢ O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance P %el Regulation,

c
Section 8D(b)
Issue / Question

@ the Alternative Reserve

theEiogy calculations, even if in
asWye total reserve determined in
(LATF) statement. In other words,

1. The Guideline does not seem to preclude a company®fro
Methodology for yearend 2012, thus avoiding the Primary Resery,
prior valuations their total reserve held was not at least as
accordance with the November 1, 2011 Life Actuarial (A)
at yearend 2012 a company can switch to any alternative rese dology as long as the total reserve
held is at least as great as the total reserve determined ipfdc with the November 1, 2011 LATF
statement using the required lapses and mortality. Is®hat eqinterpretation?
N

Interpretation of Emerging Actuarial Issue Group

2. Yes. The requirements as written pre

valuation.

o

use of either 8D(a) or 8D(b) for the 12/31/12
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 02

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee

December 20, 2012 Q
Reference ¢ O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,
Section 8D(b)

Issue / Question 0

1. If a company uses the Alternative Reserve MethagolG @ arend 2012, can they switch to the
Primary Reserve Methodology for future valuations? What ny¥siad, should be reported in Exhibit 5A-
Dt
r

Changes in Basis of Valuation for yearend 2012 or in fut as'a result of these AG 38 revisions and
any switch to the Primary Reserve Methodology or native Reserve Methodology?
Interpretation of Emerging Actuarial Issues ( or roup

. 4 . .
2. A company, pursuant to the requir of¢AG 38, 8D, may switch between the Primary
Reserve Methodology and the Alternatj ethodology.

3. For 12/31/12 or subsequent
reserve methodologies should be reportetiga &

[Fations any change to or from the Primary or Alternative
ibit 5A.

subsequent change to or fr Primary or Alternative reserve methodologies for reserves after

4, The company should ﬁwith their domestic state whether approval is required for any
12/31/12.

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 03

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012

Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,

Section 8D(b)
Issue / Question
1. The Alternative Reserve Methodology calls for deficien rtality to be based on the

VM-20 deterministic reserve mortality. Since XXX calls for segm tOWgastlased on deficiency reserve
mortality this could affect segment lengths. However, at least theiSpiriggf AG46, which came out when

the 2001 CSO Preferred Risk tables came out, seems to allo r ents to continue to be based on the
mortality table in use when the policy was issued. Does AG I re and thus the original mortality
basis for the segment lengths can continue to be used?

&
Interpretation of Emerging Actuarial Issues (E Wﬂ up
2. The original mortality basis for deters e
intended to be more restrictive in determinatic

9
o

segrnent length can continue to be used. 8D is not
ts.
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 04

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8D
Issue / Question

1. The Guideline states “The requirements of this SggtiG y to a company on December 31,

i aadie, the in force face amount (direct

plus assumed) of universal life insurance to which this io ould otherwise apply exceeds 2% of

the company’s face amount of individual perman&'nsur nce in force...”. Does the referenced
e?

individual permanent life insurance exclude term ins

Interpretation of Emerging Actuarial Issiggs (@ng Group

2. Yes. Term is excluded.

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 05

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee
December 20, 2012

Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,

Section 8D
Issue / Question

1. Subsection 8Da states that the Primary Reserve is deterngin€® @ g any excess of (2) over
(1), where (1) is the reserve according to the methodology and assuitioNggeéed to calculate the reserves
reported as of December 31, 2011. In the following three scenariwU is {Ne basis for the determination
; 0
rs

of (1)? Assume that scenarios 1 and 2 involve universal lif ndary guarantees (ULSG) policies
issued between July 1, 2005 and December 31, 2006, with a f cost of insurance (COIl) charges

being triggered if the shadow account value ever become ter
&
a. Issue 1) Reserves have always bedly, ca ed using the wrong methodology for

determining the ratio in the fo orgection 8B. In applying Section 8D, would the
reserves for 8Dal be based £ act methodology or on the methodology actually
used by the company for yea

guarantee. The shadow @gsount value eventually drops to 0 and then becomes negative,
and the policyholdegm emium during the grace period intended on keeping the
. % pany invokes the higher secondary guarantee charges to

calculate the 3 nt value, but the policyholder argues that the lower shadow
account COI cha apply due to the premium being paid during the state required grace
period; e that durlify the grace period the policyholder has the opportunity to pay a
premiuM the lower COI charges rather than based on the much higher set of
panges. is litigated, and a ruling is made that the higher COI rates cannot be

m ss the shadow account value has not been positive for a period of time
the grace period. Based on this ruling, the assumption in the AG38

b. Issue 2) A policy has a@e account value but has not lapsed due to the secondary

policy in fo

ear would not be valid. Would the reserves for 8Dal continue to be based on the
sumption that the higher COI charges would be triggered after the first policy year, or
Id they be modified to reflect the lower COI charges?

C. Issue 3) Policies with multiple sets of COI charges have only been issued in 2012. What
is the basis for the value of (1)?

© 1999-2018 National Association of Insurance Commissioners C-42



Appendix C-2

Interpretation of Emerging Actuarial Issues (E) Working Group

2. Issue 1) The reserves determined by the company under 8D(a)(1) are intended to be consistent
with the methodology used by the company for the 12/31/2011 valuation. If a calculation error has been
made in applying the 2011 methodology, this error should not be repeated in applying this methodology
for the 2012 year-end valuation.

3. Issue 2) Where a valid court decision has interpreted the provisions of a policy, those
interpretations should be reflected in future reserve calculations. In effect, the court ruled that the
company made a mistake in applying certain policy provisions. Therefore, the 2012
should incorporate the correct view of the affected policies’ provisions as determine
1) above, any error in the 2011 reserve calculations due to this company
perpetuated in the 2012 reserve calculations. P

4. Issue 3) In this case, the value of (1) would be based on the com No ology for reserving
these policies for 2012 quarterly reporting.

»

ould not be
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 06

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee

December 1, 2012 Q
Reference L 4 O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,
Section 8D(b)

Issue / Question 0

1. Is the report documenting the special 2012 sensitivity tgst G @ at the end of Section 8D
required to be a stand-alone document or can it be included u-k ed Section 8D Actuarial

Memorandum?
Interpretation of Emerging Actuarial Issues (E) Working up

2. Considering the special nature of the 2012 @sit i the documentation should be contained
either in a stand-alone document or included as a sepa\ X in the Actuarial Memorandum

9

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 07

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8D(b)
Issue / Question

1. If all of a company’s universal life with secondary,gue @ LSG) policies subject to Section
8D are the same identical policies that are subject to Secti they still required to perform the
separate Section 8C stand-alone asset adequacy anal the Section 8D Primary Reserve
Methodology calculation suffice?

Interpretation of Emerging Actuarial Issues ( or roup

2. Such policies are still required to 3 r eparate Section 8C stand-alone asset adequacy
analysis. Section 8D, second paragrap iesWat Section 8D is “in addition to any testing that may be

required under Section 8C.”

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 08

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012

Reference L 4 O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,

Section 8D(a)

Issue / Question

1. For companies using the Primary Reserve Methodology, gs | @ that the full deterministic
reserve calculations will be performed every quarter or just annuall \

Interpretation of Emerging Actuarial Issues (E) Workin &

2. This methodology would be used at least annuaiiy, ppropriate approximations used as
permitted pursuant to quarterly statutory reporting r@uir ;

9

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 09

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8D(a)
Issue / Question

1. If the deterministic reserve “wins” for the Prigary @ > Methodology calculation, what
impact should that have on tax reserves? \
Interpretation of Emerging Actuarial Issues (E) Group

Code. The NAIC has no comment on how t@se [ ould be determined.

2. This question involves determination ofj%&r the requirements of the Internal Revenue

9

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 10

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee

December 1, 2012 Q
Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PONNI Regulation,
Section 8D(a)(2)

Issue / Question 0

1. In relation to the Valuation Manual, Item 2. under the gri @ rve Methodology section
references “...or in any version subsequently adopted by the N& Fiease clarify exactly what
b

constitutes “adopted by the NAIC.” Does it have to be adop ecutive/Plenary or just the A
Committee or just Life Actuarial (A) Task Force (LATF)? “§giongincludes amendments that have been
adopted, correct?

Interpretation of Emerging Actuarial Issues (E) \§/or p

2. Adopted by the NAIC means the VR a and any amendments adopted through
: vaiuation date.

Executive & Plenary as of the 7/1 preceding

9
o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 11

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee
December 20, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insuran@sgoli Model Regulation

Issue / Question

1. My question is on section 8E, regarding when a progucii® W under method 1 or method 2.

If you have a shadow account product that has either a siggl€ arges, or multiple sets of charges,

and the product meets the crediting rate limitations define - de’, is there anything that could cause
cre

the product to be deemed to be subject to method 2? Tgfput W§andther way, when | read section 8E, it
seems that any shadow account product meeting thiyinte ting limits would fall under method 1.
This is because all shadow accounts have either a SM charges or multiple sets of charges, so all
shadow account products that meet the interest ti itation would fall under policy design 1 or
policy design 3. Is this a correct interpretatiag, o \

orking Group

hy?

Interpretation of Emerging Actuarig

2. This interpretation is not co ¢rect. In drafting the revisions to AG 38, regulators were
aware of the possibility that all existing & re product designs might not fit the three generic product
designs noted in AG 38, independgnt of the Crediting rate limitation. Method 11 was intended to provide a
default reserve methodology f ese other product designs, together with the more generic product
designs containing interest it uarantees higher than the company-selected interest index plus 3
percent. The considemgtio ing the actuarial opinion requirements contained in Section 8E
should enable the op 3 to determine the appropriate reserving methodology for a particular
universal life with sec guarantees (ULSG) product design.

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 12

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee

December 1, 2012 Q
Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,
Section 8D(b)

Issue / Question 0

1. Section 8D(b), Alternate Methodology, requires the compgn @ ine its deficiency reserve
under Model 830 using mortality and lapse assumptions acco% e same requirements for
n

determining the deterministic reserve in the Valuation Manud. (Nis require the company to
determine its Triple-X segments (under the segmentation m ing thie gx and lapse rates of the VM,
cie
i

or simply use these gx and lapse rates in calculating the ici reserve once the segments are
determined using the company’s current approach for det segments?
<
Interpretation of Emerging Actuarial Issues (E Wﬂ up
2. The original mortality basis for deters
intended to be more restrictive in determinatic

aseginent length can continue to be used. 8D is not
ts.

Note: This response is similar to that for ggiestion A¢tuarial INT 03.

O

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 13

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee
December 20, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insuran oli Model Regulation

Issue / Question

1. Given all of the focus that the Guideline places on g ) to use for these universal life
with secondary guarantees (ULSG) reserve calculationsg, W& @ ing unexpected difficulty finding
published guidance on what premiums to assume in the detefgui eserve calculations for the Primary
Reserve Methodology. Does such guidance exist and if sﬁ&a we find it?

2. This question specifically asks for publishe idarip, but if none exists perhaps, the Working
Group could provide such guidance or at least co np ces/approaches they are aware of. Guidance
is needed to create consistency amongst how@re approaching this step of the calculation.

Interpretation of Emerging Actuaria orking Group

3. For 8D(a)(2) reserve calcula ¢ompany should use the expected premium to be paid by
the policyholder, determined either poli€ policy or by appropriate policy groupings. The Valuation
Manual adopted by the A Compgittee on™6/17/12 provides requirements regarding premiums for the
deterministic reserve calculatioﬁch requirements include those in Section 4(A), Section 7(B), and

Sections 9(A) and 9(D). O

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 14

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee

December 1, 2012 Q
Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PONNI Regulation,
Section 8E

Issue / Question 0

1. In the case of a Method I type product that is currently Beirte % g will continue to be sold
unmodified after 12/31/12, the company would have to do a stan aft adequacy analysis under
av

Section 8C for issues 1/1/07 through 12/31/12 but they would n do a standalone asset adequacy
analysis for issues after 12/31/12 even though it is the same %orr ct?
Interpretation of Emerging Actuarial Issues (E) Worki r

. . . 4 .
2. Yes. It is a correct interpretation that the stx sset adequacy analysis in 8C does not

include policies issued after 12/31/12.

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 15

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8E(II)
Issue / Question

1. The minimum schedule of premiums requiredg,to @ ified/tested for in Method Il is
something that is expected to be needed to be done separate any’ age/sex cell, correct?
Gro

Interpretation of Emerging Actuarial Issues (E) p
2. Yes. The schedule of minimum gross prgmeiu uld be based on all appropriate attributes

unique to the policy being valued. P %

9

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 16

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012

Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PONNI Regulation,

Section 8E
Issue / Question

1. If all of a company’s currently approved universal life wigh st @ guarantees (ULSG) policy
forms fall under the same Method | policy design, pass the Index Tqgt, alglgafeet the minimum premium
requirements, can a single Actuarial Opinion and a single Comparfy Regggsentation be submitted that lists
each policy form or does a separate Actuarial Opinion and a&Co any Representation need to be

submitted for each form?

Interpretation of Emerging Actuarial Issues (E) WOr@up

2. This is up to the state of domicile. Som may make sense but any special qualification
or language needed should result in a separatg qmd representation.

9
o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 17

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8E(II)
Issue / Question

1. Is the greatest deficiency reserve test to be perfoggned @ atim or product level basis? What
if we see mixed results (For example, 70% pattern 1 and 30\ 0
Group

Interpretation of Emerging Actuarial Issues (E)
2. The test should be performed on a seriati Sis, pt to the extent it may be practical to group

policies with identical attributes. It is pgssibl veral combination premium patterns will be
identified as having broad applicability. Regaggll policy should assume a premium pattern that
produces the greatest deficiency reserv ue date consistent with good faith testing and review.

9

o
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Actuarial INT 18

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee

December 1, 2012 Q
Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,
Section 8E(II)

Issue / Question 0

1. For the combination premium patterns, what does it meany'... % cess to better charges and
credits...."? Can this be ignored it if the product only has one set of '

Interpretation of Emerging Actuarial Issues (E) Workin

triggered based on the magnitude of the premium @id, w account or other measures generally
dependent on policyholder behavior. For example, a st rate might apply to amounts above or
below some defined premium dollar limit in g icy years or based simply on the level of the
shadow account. Higher or lower premium ould lead directly to the most favorable interest
rate (or weighted average interest rate) acce product design constraints. Better charges and
credits would generally lead to lower minim g#uss premiums and potentially greater deficiency
reserves. For purposes of this question ghis requitement cannot be ignored, particularly if there are
multiple sets of credits in addition to th umed single set of charges.

O

o

2. Better charges and credits can be understood as |gmer ¢ s and/or higher credits that may be
geb)
I
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Actuarial INT 19

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012 O

Reference L 2

Actuarial Guideline 38—The Application of the Valuation of Life Insur PoWgies Model Regulation,
Section 8E(II)

Issue / Question

1. When testing combination premium patterns, do pge @ ns that break segments need to be
considered?

Interpretation of Emerging Actuarial Issues (E) &ro p

2. It is not necessary to reverse engineer iu terns solely to create unfavorable segment
breaks. However, segment breaks that resm? fr ium patterns consistent with the applicability of
favorable charges and credits must be considergg.

9
o
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Actuarial INT 20

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 20, 2012

Date Adopted by Financial Condition (E) Committee
December 1, 2012 :

Reference ) 4

Actuarial Guideline 38—The Application of the Valuation of Life Insurance PON | Regulation,

Section 8E(II)
Issue / Question
1. Do patterns with dump-in premiums need to be tested? I§,s0; Id the dump-in premium

be reflected in the determination of the uniform percentage (i.e., d u e the dump-in premium in
determining the k percentage).

Interpretation of Emerging Actuarial Issues (E) Workin%

2. Premium patterns that involve dump-in gemi t be considered, and testing may be
appropriate. In the absence of more definitive guidan\ iform percentage should be determined in

accordance with Actuarial Guideline 21.

o
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Actuarial INT 21

Date Adopted by Emerging Actuarial Issues (E) Working Group

January 30, 2013

Date Adopted by Financial Condition (E) Committee
February 20, 2013
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur PoWgies Model Regulation,
Section 8D (a)(2a)

&

Issue / Question

ment related to the 2% collar be

1. Should the VM-20 deterministic reserve startingyasse
arting and reinvestment assets are

applied before or after the Primary Reserve Methodolog S Wi
applied?

Interpretation of Emerging Actuarial Issues (E) in oup

2. Subsection a.2.a) (1) of Section 8D gqui S termination of one of two portfolios of existing
assets to support the initial reserve estimate f@gt . Once this initial asset portfolio is determined,
the deterministic gross premium resepg® Nned using as the discount rates the net investment

7 4 flows calculated using the selected initial portfolio and

3. If the resulting reserve falds within ®ie +/- 2% collar (referenced in VM-20) relative to the initial
reserve estimate (and correspondiag level of initial assets), the calculated reserve is the final reserve. If
the calculated reserve breac 2% collar, the actuary must either provide a detailed rationale as to
why the calculated reggrve priate or redo the reserve calculation assuming revised initial reserve
and asset levels.

4. In performing the adglitional reserve calculation(s), use the same asset portfolio (adjusted upward
or downward a low based on the results of the deterministic reserve calculation), either that of
subsection a.2.3 ox,a.2.a) (1) (ii), as chosen for the initial reserve calculation.

as described in subsection a.2.a)(1)(i), then the prior asset portfolio shall be adjusted
upward using assets as described in subsection a.2.a)(1)(i) to the extent such assets remain
available in the company’s portfolio after which such assets shall be adjusted upward as
needed using assets as described in subsection a.2.a)(1)(ii). The recommended method for
adjusting the prior asset portfolio upward is to do so in a pro rata fashion. Any other
method proposed for adjusting the prior asset portfolio upward must be clearly
documented in the Actuarial Memorandum and shall not involve changing the asset
composition of the prior asset portfolio but shall constitute only additions to that
portfolio.
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b. as described in subsection a.2.a)(I)(ii), then the prior asset portfolio shall be adjusted
upward as needed in a pro rata fashion using assets as described in subsection a.2.a)(l)

(ii).
6. Regardless of which portfolio is chosen for the initial deterministic reserve calculation, if the

initial or subsequently determined, reserve is less than the prior reserve estimate, then the prior asset
portfolio shall be adjusted downward as needed in a pro rata fashion.
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Actuarial INT 22

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee
December 20, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8E/8D
Issue / Question

1. Consider the following: A universal life poli @ ondary guarantee requires that a
shadow account be maintained at a positive level for the ségande arantee to remain in effect. Once
the shadow account value goes down to zero, the guarantee terminates and cannot be

reactivated. There is only one set of charges and cregi apply to the shadow account. In determining
h
if

reserves for this policy under section 8E, would th n be made that the secondary guarantee
terminates at the end of the first policy year sing€¥if o he minimum premium is paid, the shadow
account value would be zero at the end of thg fir ear?

2. If the policy was written beforg it be subject to section 8D?

Interpretation of Emerging Actuarie ) Working Group

3. For issues in or after Jagpary 1, 2613, 8E would be applicable. But the policy, as described,
would not fit into Method | b se the minimum premium derived according to Method | would not
satisfy the secondary guarantggateGicements. Calculation of the reserve using Method | requires that the
minimum premium Kkegp t @ daly guarantee in effect. Therefore, it must be reserved according to

Method I1.
4. For issWe ly 1, 2005 and December 31, 2012 (inclusive), any regulatory response

regarding appli ity of Section 8D would require analysis of the policy form and dialog with the
valuation actu
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Actuarial INT 23

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee
December 20, 2012

Reference * O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance POKNI Regulation,

Section 8E
Issue / Question

1. Under 8E, Method I, Policy Design #1 applies for policieg,cd @ secondary guarantee that
uses a shadow account with a single set of charges and credits. F allicies, the minimum gross

premium for any policy year is the premium that, when paid intff a with a zero shadow account
value at the beginning of the policy year, produces a zero court value at the end of the policy
C

year, using the guaranteed shadow account charges and cre e d under the secondary guarantee.
Presumably, this will result in a yearly renewable term (Y##9-lik ern for the minimum premium.

&
2. The actuarial opinion required by 8E inclu ement "the minimum gross premiums

determined under Policy Design #  are ng 3Si

credits that are expected to apply under the

with the minimum premiums, charges and
is meant by "expected to apply"?

3. Since it is not likely that the policyholde und the policy using the YRT-like pattern that is
the minimum premium, it does not seem g if "expecied to apply” means "expected to be paid.” It appears
that "expected to apply" should be int%i to mean that the YRT-type pattern will either fund the

secondary guarantee or it is less tha um amount necessary to fund the guarantee.

Interpretation of Emerging es (E) Working Group

4. The phrase “expected to apPig" is intended to mean that the minimum premiums determined ($0-
to-$0) are based on cha credits generally consistent with those expected to apply to premium scales
likely to be received from p Iders. For example, high premium loads at later durations would not be
expected to apply fg with charges and credits that encourage a limited-pay or single-pay
premium patt Ot gn features that should give the opining actuary pause, and could draw
regulatory scruti J¥< negative charges and credits or unusual patterns of charges and credits. In
addition, ould not favorably opine on a product for Method | reserves with variables
resulting in imum gross premiums that would be inconsistent with the premiums a reasonable person
would pay to W, advance funding. If the actuary is unable to opine favorably, the reserves should be
calculated under Method I1.
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Actuarial INT 24

Date Adopted by Emerging Actuarial Issues (E) Working Group

December 19, 2012

Date Adopted by Financial Condition (E) Committee
December 20, 2012
Reference L 4 O

Actuarial Guideline 38—The Application of the Valuation of Life Insuran@sgoli Model Regulation

Issue / Question

load is expressed as a fixed
jum is reasonably consistent with

1. A shadow account has a product design feature w
percentage of premium up to the target premium, and thg ta
level premium funding of the lifetime guarantee. In effecly theWgedd”a fixed dollar cap on the annual
premium charge. The literal form of the charge is simply &SpeCW¥ied percentage of premiums up the target

premium and 0% thereafter. This will always ma Ily produce the same result as the capped
charge described above. Please clarify that a fixed d aps®r the premium load, regardless of how the

cap is expressed, does not make such a product in% ith Policy Design # 1.

ing Group

L 4
Interpretation of Emerging Actuarial Issuex
2. A flat percentage of premiug , WMbj€eCt to an annual maximum, would be compatible with

Policy Design (PD) #1 provided tfiggactuarySis able to issue an unqualified actuarial opinion. The
specified percentage rate subject to an ariqgalgfiaximum may be construed as a single rate even though an
alternative expression of this chzﬁuld b€ viewed as involving a second rate equal to zero. However, it

should be noted that the actu might be unable to opine favorably in the case of designs with

credit/charge structures that gpng limited-pay premium schedules.

3. The above in des not extend to designs using a flat percentage load for premiums up
to a break point and iffercrit (non 0%) load for premiums above that. Such a design should be
considered as Pwo ny design with tiered interest rate credits or other tiered credits/charges.

O
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 25

Date Adopted by Emerging Actuarial Issues (E) Working Group

January 30, 2013

February 20, 2013

Date Adopted by Financial Condition (E) Committee Q

O

Reference
Actuarial Guideline 38—The Application of the Valuation of Life Insurance Po NI Regulation,
Section 8E

Issue / Question

1.

Does the exemption for UL policies with short guarantee
Section 8E of AG38?

This language is from the XXX model reg (Model 830) \

)

@ ee below) still apply in

L Z

2.
3.A.(2) This regulation shall not apply to any univ ife ‘Policy that meets all the following
requirements:
& .

(a) Secondary guarantee period, x e (5) years or less;

(b) Specified premium fgf'the se@an guarantee period is not less than the net
level reserve premitgy, for the Mlecondary guarantee period based on the CSO
valuation tables as de ipfSection 4F and the applicable valuation interest
rate; and

(©) The initial surrefgler charge is not less than 100 percent of the first year
annualized fieCG@remium for the secondary guarantee period.

Interpretation of Emerging es (E) Working Group
3. Yes.

N

O
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Actuarial INT 26

Date Adopted by Emerging Actuarial Issues (E) Working Group
February 12, 2013

Date Adopted by Financial Condition (E) Committee
April 8, 2013
Reference 'S O

Actuarial Guideline 38—The Application of the Valuation of Life Insur& ies Model Regulation,

Section 8D

Issue / Question 0

1. Section 8D(a) references the deterministic reser\& ' M@% in the VM20 valuation manual in
the definition of the Primary Reserve Methodology. of e asset assumptions used in the

alre
deterministic reserve calculation, page 82 of the VM20 % ibes the derivation of the Illustrative
Current Market Benchmark Spreads. We have reviepe JP NM¥rgan US Liquid Index data referenced,
% th

and the final published values appear to be derived derlying data for the index as opposed to
referencing published table views. Does the Worki agree that using an updated table would be
preferred? Would the Working Group copside ing an updated table as of 9/30 or providing
additional details on how the table vaIues? n4jage 89) were derived? The values for Table G
(page 90) for the below investment gr, taken directly from the source index so they are
easy to replicate.

2. For the 12/31/12 AG
approximate both Tables F

8D valuation it may be assumed that the 9/30/09 Tables H & |

nd Tables H & | as of 12/31/12. This assumption is based on
irdormation from other sources as of 12/31/12. It is understood that
and every asset may not be possible due to modeling limitations.
dsed to produce results that comply with the spirit of this standard, i.e.,
no lessening of conservat For example, if a company has access to current data sources and can
reconstruct Tab and G as of 12/31/12 then this would be an acceptable approach. In any event,
appropriate explal nd justification should be provided for the methodology that was employed and
the results t outained. The NAIC intends to provide updated tables for future year end AG 38,
8D, valgatio
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Actuarial INT 27

Date Adopted by Emerging Actuarial Issues (E) Working Group

February 12, 2013

Date Adopted by Financial Condition (E) Committee
April 8, 2013 Q

Reference & O
Actuarial Guideline 38—The Application of the Valuation of Life Insurance Po Nel Regulation,
Section 8D

Issue / Question

1. If the modified VM-20 deterministic reserve ends up beig § m m reserve held in the AG
38 8D calculation, can a reinsurance reserve credit also be calcu e guidance of VM-20 (in

particular for YRT reinsurance)?

Interpretation of Emerging Actuarial Issues (E) Workingm&
2. The Section 8D reserve methodology (VM- riministic) applies for calculating the
company's aggregate gross reserve before reinsura&i 43D, does not address how the credit for

reinsurance is determined. The approach to deterg or YRT reinsurance shall be documented
in the stand-alone Actuarial Memorandum reg , Section 8D(c).
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Actuarial INT 28

Date Adopted by Emerging Actuarial Issues (E) Working Group
February 12, 2013

Date Adopted by Financial Condition (E) Committee
April 8, 2013 Q

Reference 'S
Actuarial Guideline 38—The Application of the Valuation of Life Insura N odel Regulation
Issue / Question

1. A product has a shadow account product design feature wh ingaddition to the fixed charges
and credits associated with the policy, there is a shadow aggofil W8 charge in the event that the
policyholder underfunds the policy. This premium chadge % sed as a fixed percentage of the

premium shortfall when compared to a given level premiu \
2. Please clarify whether a shadow account ¢ %se as a fixed percentage of the premium
“SI

shortfall is regarded as “multiple sets of charges” or e set of charges” and thus whether such a
product is compatible with Policy Design# 1 or P D #3.

: : . < .
Interpretation of Emerging Actuarial Issue ing Group

3. This charge and treatment as’o [S¥sighi?l does not appear consistent with the type of charge
and treatment addressed by adopted'® Srmerly referred to as Pending Submission 6 prior to its
adoption).

4. INT 24 deals with a singllf charge that all policyholders will incur which stops after a certain level

of premiums have been paid. The"&arge described here is not incurred by all policyholders and provides
the potential for a resefve pfemic ng subject to the full impact of this charge whereas the premiums
actually expected to ic %

Fhot incur this charge.
5. More informatio needed to fully assess the applicable Policy Design but based on the
information pro Policy Design 3 appears appropriate.

O
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Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 29

Date Adopted by Emerging Actuarial Issues (E) Working Group

April 4, 2013

Date Adopted by Financial Condition (E) Committee

April 8, 2013

Reference V'S

Actuarial Guideline 38—The Application of the Valuation of Life Insurance P(&\e egulation,
Section 8E 1) 3 Actuarial Opinion and Company Representation section

Issue / Question

1. A company currently issues a ULSG product that is clearly ¢
examples of the charge/credit structure are shown in Tables 1 afed 2%

policy form: \
e Isclearly Policy Design #3 \&

e Does not run afoul of the “Index plus 3%z

Ign #3. Two hypothetical
nder either structure, the

N
2. The purpose of the bifurcated cost of insuranc@ghar ucture in Table 1 or bifurcated premium

charge structure in Table 2 is to optimize mang Icyholder premium paying pattern behavior.
The exact insurance charge for any given po '

e Table 1 design is either COI 1 or COI 2, where
the rate is determined by comparing the actua alle to a pre-defined fund value. If the actual fund
value is in excess of the pre-defined fund value;\§Q#1 is used, otherwise COI 2 is used. Similarly, the
exact premium charge amount for any gi@en policy” under the Table 2 design is PremPctl for amounts

paid up to a target amount plus PremPctZar amounts paid in excess of the target amount.

3. The company’s appr ishing statutory reserves has always been to determine AG
XXXVIII Step 1 minimum pr on the lowest charges from Table 1 (or Table 2). The actuary
concludes that everything in t g practices of the company with respect to this policy form is in
compliance with the letter and spirltf AG XXXVIII, and except for the third statement in the Actuarial
Opinion (of Section E), ctuary feels s/he could sign such an attestation. The third statement declares

“the minimum gross p

4. What is t expected to do in such a situation?
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45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65

TABLE 1

COl 1 COl 2 Interest Prem Load
0.000066 0.000231 3.75% 15%
0.000108 0.000378 3.75% 15%
0.000146 0.000511 3.75% 15%
0.000180 0.000630 3.75% 15%
0.000212 0.000742 3.75% 15%
0.000242 0.000847 3.75% 15%
0.000276 0.000966 3.75% 15%
0.000316 0.001106 3.75% 15%
0.000364 0.001274 3.75% 15%
0.000422 0.001477 3.75% 15%
0.000486 0.001701 3.75% 15%
0.000556 0.001946 3.75% 15%
0.000632 0.002212 3.75% 15%
0.000712 0.002492 3.75% 15%
0.000796 0.002786 3.75% 15%
0.000882 0.003087 3.75% 15%
0.000972 0.003402 3.75% 15%
0.001070 0.003745 3.75% 15%
0.001180 0.004130 3.75% 15%
0.001310 0.004585 3.75% 15%
0.001470 0.005145 3.75% 15%

Interpretation of Emerging Actuaria

5.

© 1999-2018 National Association of Insurance Commissioners

As indicated in INT 23, the
calculate reserves in accordance with
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Appendix C-2

TABLE 2
Up to Target In excess
COlI Interest PremPctl PremPct2

45 0.000149 4.00%
46 0.000243 4.00%
47 0.000329 4.00%
48 0.000405 4.00%
49 0.000477 4.00%
50 0.000545 4.00%
51 0.000621 4.00%
52 0.000711 4.00%
53 0.000819 4.00%
54 0.000950 4.0@/0

55 0.001094 00%
56 0.001251 4
57 0.001422 00

58 0.001602 4

62 2488 4.00%
63 9.0 5 4.00%
002 4.00%

9
308 4.00%

15%
15%
15%
15%
15%

5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%

orking Group

ho is unable to opine favorably would be required to



Appendix C-2
Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 30

Date Adopted by Emerging Actuarial Issues (E) Working Group
June 6, 2013

Date Adopted by Financial Condition (E) Committee
July 17, 2013 Q

Reference 7S Q
Actuarial Guideline 38—The Application of the Valuation of Life Insurance Pc§ \ egulation,

Section 8E

Issue / Question Q
1. Does Section 8E apply to the following.... (a) a 10 year segongd arantee of the cumulative

minimum premium variety where there is no interest creditedgto iums, and premiums are
expected to be level (b) same question as above except the second 2 period is 15 years.

Interpretation of Emerging Actuarial Issues (E) Workin 0
2. Yes. Section 8E applies to both, for policies issu or 1/1/2013.

e

9

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 31

Date Adopted by Emerging Actuarial Issues (E) Working Group
August 23, 2013

Date Adopted by Financial Condition (E) Committee

August 26, 2013

Reference 7S

1. Subsection 8D states in the second paragraph that: “This sectio N ly if the minimum
gross premiums for the policies are determined by applying the set of s ar credits that produces
the lowest premiums, ...”
2. Interpretation ACT INT 02 states that a company ma tween the Primary Reserve
Methodology and the Alternative Reserve Methodology.

L 4
Issue / Question \

log

3. Can a company use the Alternative Reserve found in sub-section 8D of AG38 for a
policy with multiple sets of interest credits or cha if tfireserves have previously been calculated

using the lowest minimum gross premiums?
: : @ ]
Interpretation of Emerging Actuarial Issuex ing Group
saond¥paragraph of AG 38, Section 8D, should not be

sing AG 38, Section 8D(b), “Alternative Reserve
8D(b) and any applicable interpretations adopted by the

4. The applicability language 4
interpreted to preclude a compa
Methodology”, pursuant to the require

QO

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 32

Date Adopted by Emerging Actuarial Issues (E) Working Group
August 23, 2013

Date Adopted by Financial Condition (E) Committee
August 26, 2013 Q

Reference 7S

Regulation XXX; Actuarial Guideline 38—The Application of the Valuation pfe Wgurdnce Policies
Model Regulation, Section 8D

Issue / Question
1. The company states that reserves equal to the determinisg ) ired in the valuation

manual of the valuation law (model 820) are lower than produged © % above methodology, but

states that it would hold reserves per the valuation manual if that ceggieater reserves in aggregate
for the block. If tested for each policy, the reserve required per tiaivaluc§gn manual would in some cases
be higher than as calculated based on regulation XXX. heSggluation manual floor be applied in
aggregate rather than for each policy?

Interpretation of Emerging Actuarial Issues (E) \§/or p

2. The deterministic reserve as required a uideline 38 8D(a) should be applied in the

aggregate versus policy by policy.

9

o
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Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 33

Date Adopted by Emerging Actuarial Issues (E) Working Group
August 23, 2013

Date Adopted by Financial Condition (E) Committee
August 26, 2013 Q

Reference S

Actuarial Guideline 38—The Application of the Valuation of Life Insu M Model Regulation,

Section 7 and Steps 1, 2, and 8 of Section 8E

Issue / Question

1. Does the language “This result may be negative. Arrng

Actuarial Guideline 38 (AG 38) apply only to the Metjoo @ e approach in AG 38 or to both
8E of AG 38 provides for the

Method | and Method Il reserve approaches? Step 3 el
determination of the amount of actual premium pa me% ow account) greater than or less than
d

e in Step 3 of Section 8E of

the minimum gross premiums (or shadow account inimum premiums), as defined in Section
8E.

2. The issue regarding the referencedgfang tes to the interpretation of Step 3 as it applies
particularly to (i) cumulative premium secon gu ee designs with a “premium catch-up provision”

or (ii) shadow account secondary g s where, if the shadow account is below the level
necessary to maintain the secondary. ere is a “catch-up provision” where the shadow account
may be reinstated prior to the end of tfie y guarantee period.

3. In addition to Section 8Egef AG 38) it appears that Section 7 of AG 38 applies in this situation.
For Section 8E Method | res calculations, the language of Section 7 appears to deal with any
deficiency indicated in Step ion 8E satisfactorily since that deficiency is measured relative to the
guarantees (cumulativgppre % shadow account). In this case, the value of the numerator in Step 3 of
Section 8E would b oQad t¥e floor basic and deficiency reserve would be set at the minimums
defined in Section 7.

4. Howeverdiar Section 8E Method 11 reserve calculations, for purposes of applying Section 8E, the
deficiency in is gneasured relative to the premium defined in Step 1 which is the schedule of
minimum grg piums that create the greatest deficiency reserve rather than the schedule of minimum
gross i d on the policy guarantees. This is inconsistent with the requirements and intent of
Section 7 ore would allow for the ratio in Step 4 of Section 8E to be negative.

5. e recommended response is essentially correct. The phrase, “This result may be negative”
applies only to Method Il policies in Section 8E, Step 3. This phrase does not apply to the Step 3 amount
for Method | policies given the requirements of AG 38, Section 7. Method I policies that would otherwise
have a negative Step 3 amount were it not for Section 7 are those policies that are underfunded but
provide for a catch up provision as addressed by Section 7. The Step 2 basic and deficiency reserves for
such policies, used to calculate the “reserve floor” in Step 8 (c), must be adjusted as provided by Section
7 prior to calculating the “reserve floor” in Step 8 (c).
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 34

Date Adopted by Emerging Actuarial Issues (E) Working Group
November 22, 2013

Date Adopted by Financial Condition (E) Committee

December 17, 2013 Q
Reference 7S Q
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PK\ egulation,

Section 8D.a.2(a)

Issue / Question Q
1. Section 8D directs companies to use “...the same requiremqgtsgOr Sgteririining the deterministic

reserve in the version of the valuation manual specified...but wid tW&g ations...” In determining
future Treasury yield rates used in calculating the sale price of al etqgeisting on the valuation date,
this language in Section 8D of AG38 can be interpreted in one ofgivo ;
a. Assuming a level series of future Treasury cu for all future years of the model
projection period. In this case, any gains@ sing from the sale of existing assets
o

during the projection period wouldy be ed using a level Treasury yield curve
scenario prospectively, and a sprea e to the asset, as determined on the
valuation date.

ield curves is that described under Scenario 12
from the prescribed set of intereS{ea#” scenarios used in the stochastic exclusion test in
VM-20. To these Treasugp rates is added a spread to determine the yield rate to be used
on the sale of an existing{sset during the model projection period.

b. Assuming the series of future®§

Interpretation of Emerging

es (E) Working Group

2. It is recommended t
relevant language of Actuarial Gui

O

dWgroach outlined in paragraph l.a. be the interpretation of the
ine 38 Section 8D.a.2(a).
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 35

Date Adopted by Emerging Actuarial Issues (E) Working Group
December 13, 2013

Date Adopted by Financial Condition (E) Committee
December 17, 2013 Q

Reference S
Actuarial Guideline 38—The Application of the Valuation of Life Insu M Model Regulation,
Section 8D.A.2(a)(I)
Issue / Question
iy
bonds purchased in the year of issue of the policies based¢pn %
bonds” shall be calculated.

2. A possible interpretation of this language i&)mp ny may be permitted to determine this
ac

1. Section 8.D.A.2(a)(l) states, “net investment retur. ortfolio of A-rated corporate

ilable in the year of issue of those

hypothetical portfolio book yield for each year using 1§ | A-rated bonds purchased in that year, i.e.
their own A-rated bonds. Is this approach acceptaly#€®
4
Interpretation of Emerging Actuarial Issuex ing Group
a@a cCmpany use a hypothetical portfolio composed of A-

with the A-rated corporate bond yields available in the
year of issue. If the yields associated ompany's actual A-rated bonds purchased in the year of
issue are commensurate with Agated cororate bond yields available in the year of issue, then the
company's approach is accepta If the yields associated with the company's bonds are significantly
higher than A-rated corpo yields available in the year of issue, then the approach is
unacceptable.

3. It was the intent of this pro
rated corporate bonds with yields cO

4. If such an a c used, the appointed actuary should address this question in the
memorandum. Reasonable roaches for comparison to a company's assets include using a published
index of A-rate porate bond yields such as Moody's at an appropriate point in the year of issue or an
average over the co f the year. Another reasonable approach would be to use a Treasury yield curve
SRNt N the year of issue or an average over the course of the year plus an appropriate
A-rated corporate bond yields over Treasuries. An appropriate point in time would be
&r if the business was sold uniformly throughout the year. If the comparison does not
from company’s assets to be commensurate with the published index or adjusted yield

at an appropg
publishid sp

addressed in the memorandum.

© 1999-2018 National Association of Insurance Commissioners C-75



Appendix C-2
Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 36

Date Adopted by Emerging Actuarial Issues (E) Working Group
December 13, 2013

Date Adopted by Financial Condition (E) Committee

December 17, 2013 Q
Reference S Q
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PK\ egulation,

Section 8D.a

Issue / Question

calculation requires a projection of future year-by-year cash 4lo includes such items as

1. Section 8D.a. applies to a company’s aggregate gross resqgve % surance. The reserve
investment earnings and general insurance expenses. If a compan cedge®L00% of the business to an
authorized reinsurer by use of coinsurance, the assets and neﬁ are no longer on the ceding
a
I!

company’s books. Additionally, the administration is also r ransferred to the reinsurer. In such
circumstances, the projection of future cash flows is “hypo that one must assume a starting
asset portfolio, future investment strategy, future general 4 ceexpenses, and so on. Furthermore, the
ceding company generally does not have the data d®sys oletermine the reserves and must rely on

the assuming company.

culate the reserves on both direct and assumed
2ported by the reinsurer in the reinsurer’s annual

2. Since the assuming company is regfired to
business, may the ceding company use the rese
statement?

Interpretation of Emerging Actuarial es (E) Working Group

3. Under 100% coinsur,
permitted to report reserve
5/Schedule S.

4. Note that this rpretation was not being requested for coinsurance with funds withheld,
modified coinsurance, or a nts where the reinsurer is unauthorized.
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Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 37

Date Adopted by Emerging Actuarial Issues (E) Working Group
December 13, 2013

Date Adopted by Financial Condition (E) Committee
December 17, 2013 Q

Reference S

Actuarial Guideline 38—The Application of the Valuation of Life Insu M Model Regulation,
Sections 8B and 8C

Issue / Question

1. Step 4 of Section 8E says “...determine the minimugga dow account required to fully
fund the guarantee.” Should this determination take ingo tual history, or is this a purely
theoretical value? \

2. Consider a hypothetical policy valued on nniversary. It has a shadow fund value of

$12,000. Premiums of $2,500 were paid on each iversepy. If the policyholder paid an additional

$63,000 (net of premium loads) on the valuation , the ‘Guldrantee would be fully funded. However, due

to the product design, if the $12,000 shadayv f resulted from a single premium of $10,000 at
ay

issue, the guarantee would be fully funded of an additional $60,000 (net) at the valuation

Interpretation of Emerging Actuar ) Working Group
3. Step 4 of Section 8E stat eWetermination is to be made as of “the valuation date for the
policy being valued...”, indicatig of a seriatim calculation that considers the actual circumstances of the

policy. If on the valuation d
account calculations, and credits should be used in the determination regardless of any more
favorable charges an

4. Given the informatig that the policyholder has no control over the future charges and credits to

be applied in furffunding the guarantee, it is presumed that a single set of charges/credits (with no caps
or floors) is opera of the valuation date. While an unqualified response is not possible in the

absence of a erstanding of the policy design, the minimum amount appears to be $75,000 rather
than $7§.00

5. r AG38, Section 8E, the actuary must ensure that the methodology is compatible with the
int a nding ratio (Step 3 result divided by the Step 4 result) measures the level of prefunding.
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 38

Date Adopted by Emerging Actuarial Issues (E) Working Group
August 14, 2014

Date Adopted by Financial Condition (E) Committee

August 18, 2014 Q
Reference S Q
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PK\ egulation,

Section 8D

Issue / Question Q
1. Actuarial INT 27 clarifies that AG38, Section 8D, address rve requirements and

required documentation regarding reinsurance. In reviewinggth , Section 8D Actuarial
Memorandum and reinsurance information, it appears that guidan
the YRT reinsurance agreement reserve credit taken may be si
assuming company has set up. Such a significant difference
under VM-20 assumptions versus that set up by an assumin
higher gross reserve required under the AG 38, Secti
reported in the statutory blank prior to the reinsuran@®

fied deterministic reserve, was not
taken.

Interpretation of Emerging Actuarial Issue

2. The reserve established pursuant to AG
basis prior to any adjustment for reinsurance. In on, the reserve credit for reinsurance on policies

subject to AG38-8D should be calculatedfasing current statutory requirements and mortality and interest
applicable under the AG38-8D.a.1. calcuwgion.

3. Since AG38-8D doe

ot % credit for reinsurance and only addresses calculation of the
gross reserve, any determina edit would be outside of AG38-8D and, therefore, based on
current statutory requirements accepted practices. For example, for the calculation of the ceding
credit to be posted in the sStatutory@atement, current accounting guidance (including SSAP No. 61R,
paragraph 37) should be wed. And for asset adequacy analysis, both for general testing of aggregate
reserves and for the siagda

should be followed.

analysis required by AG38-8C, currently accepted actuarial practice
@ D does not incorporate VM-20 directly into either of these.
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Interpretation of the Emerging Actuarial Issues (E) Working Group

Actuarial INT 39

Date Adopted by Emerging Actuarial Issues (E) Working Group

November 14, 2014
Revised November 2, 2015

Date Adopted by Financial Condition (E) Committee Q
November 18, 2014 O

Revised November 21, 2015 'S
Reference \

Actuarial Guideline 38—The Application of the Valuation of Life I@cies Model Regulation,

Section 8D. a.2.a)(l), Section 7.D. of VM-20

Issue / Question

L 4
1. Subsection a.2. of Section 8D provides for two to the usual deterministic reserve
requirements of VM-20 in calculating the gross premgfim ve in Section 8D.a.2. One of these
exceptions, in subsection a.2.a)(l), relates to net in arnings on starting assets and limits those
earnings to “...the lesser of (i) the actual portfoli tment returns and (ii) the net investment

2 The language of Section 8D.a.2.3 t riptive as to the process for determining this net
investment earnings comparison. Op 2 | compare actual portfolio yields to hypothetical

' Shlogically the valuation date. Another option is to develop
e valuation date and project future asset cash flows and
net investment returns prospectively and™¢ use the lesser earning portfolio net investment return in
each future year. Other prospectfve-type approaches to determining the Section 8D.a.2.a)(l) lesser net
investment return portfolio are ossible. These lesser returns are then combined, in some fashion,
with the net reinvestment rgfd es¥ribed in Section 8D.a.2.a)(ll) to develop the final path of discount
rates used in the final @ectic @ P.c) reserve calculation.

3. In determining a ropriate interpretation of the language of Section 8D.a.2.a)(l) an important
question to aski§isp Is a prospective-type interpretation and approach illustrated above, or something
similar, consisteM]e determination of a single starting asset portfolio as described in Section 7.D.
ofVM-20? The™elic of the requirement in Section 8D.a.2.a)(l) is to impose a restriction on the
determjnatio @ o starting asset portfolio required under VM-20 for the deterministic reserve

neytaginticipate the use of multiple portfolios prospectively. The use of future year-by-year
returns from multiple portfolios (actual and hypothetical) would appear to be inconsistent
asset portfolio requirement of VM-20.

issues at hand are twofold:

a. Does a prospective future net investment return comparison interpretation of the language
of Section 8D.a.2.a)(l) create an inconsistency with the language of Section 7.D. of VM-
20 with respect to the requirements for utilizing a single starting asset portfolio in the
deterministic reserve calculation?

b. Given the multitude of possible approaches that might be used, does a prospective future
net investment return comparison interpretation of the language of Section 8D.a.2.a)(l)
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lead to the creation of a non-level playing field beyond the range of approaches available
in interpreting Section 8D.a.2.a)(l) in a manner that is consistent with VM-20?

Interpretation of Emerging Actuarial Issues (E) Working Group

5. For 12/31/2014 and later Section 8D submissions, for purposes of determining the starting asset
portfolio, the language of Section 8D.a.2.a)(l) is interpreted such that the actual/hypothetical starting asset
portfolio net investment return comparison is made as of the valuation date and not prospectively.
Examples of how the comparison may be made include (i) a comparison of the weighted_average

historical issue-year-by-issue-year hypothetical versus actual portfolio net investment return
perhaps resulting in a starting asset portfolio as of the valuation date that is a hybrid of any’s

estment return
ade only for

6. For purposes of this comparison for 12/31/16 and later, the actual portf
is adjusted by the current amortization of IMR allocated to the portfolio. This adi
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Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 40

Date Adopted by Emerging Actuarial Issues (E) Working Group
November 14, 2014

Date Adopted by Financial Condition (E) Committee
November 18, 2014 Q

Reference S

Actuarial Guideline 38—The Application of the Valuation of Life Insu M Model Regulation,
Section 8D.a.2.c) and Section 7.C.4. of VM-20

Issue / Question

1. Subsection a.2.c) of Section 8D provides for the cal gross premium Primary Reserve to

Siction 8D.a.2.b) “...to discount the
¥Ct to Section 8D. The cash flows
3. of VM-20, death and cash surrender
benefits. For the ULSG policy types subject to the r ts of Section 8D, if the interest rate credited
to the policy account value is a non-guaranteed ele E), the value of the benefits be directly
impacted by the net investment earnings of the asgets ack the reserves held in support of the risks
assumed under the policies. In addition, lap$® rat tiese ULSG policy types also may vary depending
on the net investment earnings of the as s& the reserves held in support of the risks assumed

under the policies.

2. Section 7.C. of VM-20, coveri sh flows, requires, in subsection 4. that:

a. “Projected level NGE inthe cash flow model must be consistent with the experience
assumptions use each scenario. Policyholder behavior assumptions in the model must
be consiste t GE assumed in the model.”

b. There g0 gle (level) interest rate scenario applicable for the Section 8D.a.2.
reserve premium reserve calculation so the issue centers on whether the NGE and

icyholder®ehavior assumptions are “consistent” with the experience assumptions and
respectively.

Interpretati @ erging Actuarial Issues (E) Working Group

crpretation permits the delinking of the liability cash flows used in the Section 8D.a.2.c)
eserve calculation from the net investment returns determined as in Section 8D.a.2.b)
prov the actuary can provide justification that the impact of such delinkage on the Section 8D.a.2.
reserve ulation is consistent with the requirements of Section 7.C.4 and Section 2G of VM-20.

4, The information required to support the delinked approach would need to present reasonable
justification and reflect the consistency of the assumptions used with the particular company’s anticipated
experience and ULSG product structures. The information provided should be adequate to support the
assertion that the requirements of Section 2.G. and Section 7.C.4. of VM-20 have been achieved.
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Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 41

Date Adopted by Emerging Actuarial Issues (E) Working Group
December 11, 2014

Date Adopted by Financial Condition (E) Committee

December 12, 2014 Q
Reference S Q
Actuarial Guideline 38—The Application of the Valuation of Life Insurance PK\ egulation,

Section 8D. a.2.a)(l)

Issue / Question

1. Section 8D directs companies to test: “The company’s aggréa
for the business subject to this Section 8D to be reported in tH®
annual statutory financial statements of the company will be the
any excess of the aggregate reserve determined as defined in 2 b

2. Furthermore Section 8D requires that for existing am projected net investment earnings
from the starting assets shall be the lesser of (i) the ac net investment returns and (ii) net

investment returns based on a portfolio of A-rated or ol ds purchased in the year of issue of the
policies based on yields available in the year of i f& nds.”

3. Is it required to test reinsurance ass

a. Some companies only test at the &gt writer level (using hypothetical portfolios) while
other companies test the Qrance assumed against actual assets.

4. Is it appropriate to use hypo tfolios for testing?
a. Assuming a clga®al the reserves are 100% ceded (all but an insignificant amount
was coinsura na no assets remain. May the company test on the basis of a

hypothegical portfoli® of A rated bonds described above? While this may be the only
interpret available, there is no connection between the assets and the liabilities or
0 stment policy.

@ sting asset yield is below that of the hypothetical portfolio, is it required to
rladr-cut on the yields of the existing assets or is it acceptable to use a hypothetical
of just one bond per issue year instead?

Interpretation merging Actuarial Issues (E) Working Group

5. Do the requirements of AG38-8D apply to applicable reinsurance assumed?

a. Yes. It is required to apply the requirements of AG38-8D to include reinsurance assumed
on risks that are within its scope. AG38-8D(a) includes the company’s “aggregate gross
reserve before reinsurance...”. This is interpreted, for applicable business, to be the

company’s direct written business plus coinsurance reinsurance assumed and prior to any
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reinsurance ceded. Only this interpretation is consistent with the scope of AG38-8D and
the reporting of reserves in Exhibit 5 of the annual statement.

6. Is it appropriate to use hypothetical portfolios for testing?

a. There are two types of hypothetical portfolios possible for this question.

The first type of hypothetical portfolio is required by AG-38, 8D(a)(2)(a)(1)(ii).
This citation provides for a derivation of a hypothetical “portfolio of A rated
corporate bonds purchased in the year of issue of the polici d on yields
available in the year of issue for those bonds.”

There may be a second type of hypothetical portfolio t laCe of the actual
portfolio pursuant to AG38, 8D(a)(2)(a)(1)(i) if th tURh! olio is incomplete
or unavailable for a company that has ceded e ai of the risk through
coinsurance. In this case the company may co and make use of the

ded in VM-20 Section

the pre-reinsurance ceded
8D, must assure that such

8.A.1. However, the ceding company, in
reserve or gross reserve required by A
modeling and assumptions are a\%
VM-20 Section 8.D.2 and as pro
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Interpretation of the Emerging Actuarial Issues (E) Working Group
Actuarial INT 42

Date Adopted by Emerging Actuarial Issues (E) Working Group
May 14, 2015

Date Adopted by Financial Condition (E) Committee
August 17, 2015
Reference @ O

Actuarial Guideline 38—The Application of the Valuation of Life Insurance Po& el Regulation,

Section 8E

Issue / Question 0

1. A universal life policy contains a secondary guarantee b§e 3 % alue of a shadow account.

As long as the shadow account is positive, the policy is guarantee O¥a0sgy even if the cash surrender
esvfrom one period to another,

value is not positive. The shadow account value accumulates wij
with deductions for COI charges. The interest credited to th account is calculated as follows:
th

- 10% interest is credited to the shadow account up d amount.

- 0% interest is credited to the any excess of @ sh ount over the threshold amount.

- The threshold amount is equal to the accu tio he level premium that would keep the
shadow account positive throughout daMg,guarantee period, assuming 10% interest is
credited.

2 The shadow account is not larger than the shold amount on the valuation date. For purposes

of the fourth step in sections 8B and 8
the shadow account value that would full

the Guideline, what interest rate should be used to determine
d the secondary guarantee?

Interpretation of Emerging @ctua es (E) Working Group

3. This interpretation is qual for issues within the scope of AG 38, Section 8E, only and applies
to those section 8E pro issued on and after 1/1/16. The intent of the ratio in AG 38 8E Step 4 is to
measure the level of pre- ing and to specify its use to establish reserves in its application to the Net
Single Premium. Theg0je®ivess to provide for reserves equal to the appropriate portion of the Net Single
Premium repregantec m funding as of the valuation date. The ratio is a practical convention for this
objective.

. ount secondary guarantee product designs with multiple charges/multiple credits
where consist of charges and credits in the numerator and denominator of the ratio is difficult to
achieve, reasonabi€ efforts must be made to establish a ratio which, on an aggregate basis, carries out the
objective above.

5. Otherwise, reasonable efforts should be made to produce a conservative estimate of the present
value of future benefits on a statutory basis which, in the aggregate, carries out the objective above. Such
conservative estimate, when divided by the Net Single Premium calculated in AG 38 8E, Step 5, produces
the ratio.
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6. For any shadow account secondary guarantee product designs with multiple charges/multiple

credits the denominator of the ratio shall be limited to be no larger than the Net Single Premium as
calculated in AG 38 8E, Step 5
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Appendix D
GAAP Cross-Reference to SAP
as of December 2017

Introduction

As expressed in the Statement of Concepts, Statutory Accounting Principles (SAP) utilizes the framework
established by Generally Accepted Accounting Principles (GAAP). Appendix D _dncludes GAAP
pronouncements that have been considered or are pending consideration in the developéne SAP.

d all GAAP
1996 during the
ged in Category D.
roup (SAPWG).

The NAIC Codification of Statutory Accounting Principles Working Grou
pronouncements included in Category A, Category B and Category C issued
initial drafting of the SSAPs, as well as the AICPA Accounting Interpretatigqs
This working group is now called the Statutory Accounting Principles ( or

o Category A — FASB Statements and Interpretations, APB Opiions;®and AICPA Accounting
Research Bulletins

0 Category B — FASB Technical Bulletins, Board-Diiciis % Staff Positions, AICPA Industry

Audit and Accounting Guides, and AICPA Statenﬁ S O 0N
rg

0 Category C — Consensus positions of the FASB{ me
Practice Bulletins \

o0 Category D — AICPA Accounting Imerpr I

unting principles, as documented in the Policy

ourng Principles (included in Appendix F), the SAPWG

oy applicability to SAP. Beginning January 1, 1999, the
Emerging Accounting Issues (E) Wo up (EAIWG) was formed and began addressing FASB
EITF opinions issued subsequent to 18 The positions of the EAIWG are documented in an
interpretation (INT) as indicate reference in the applicable column of the GAAP Cross-Reference to
SAP chart. Appendix B includeS@he full text of EAIWG INTSs issued before December 31, 2015. In
October 2010, the SAPW !l” 0C® a project to incorporate authoritative guidance related to specific

Issues Task Force (EITF) and AICPA

Subsequent to the NAIC codification g
Statement on the Maintenance of Sta
continued to review new GAAP g

topics in one locatio i that guidance within INTs has been incorporated into the applicable
SSAPs, where possibBgAPmaadix D now references the applicable SSAP, not the nullified INT.
Therefore, completely su ded SSAPs and nullified INTs are removed from the printed Manual and
included on the Wto the Accounting Practices and Procedures (AP&P) Manual” Web page. Under

this approach, on rent authoritative guidance is located in Volume | of this Manual, while preserving
the historicalgfe CE®0T previous authoritative SSAPs and INTs for accounting purposes. Completely
@ d nullified INTs are also included in Appendix H — Superseded SSAPs and Nullified

the Folio version of the Manual.

he GAAP Cross Reference to SSAP, Appendix D includes a Nonapplicable GAAP
Prono ments supplement which contains a listing of GAAP pronouncements that have been
considere’in the development of SAP and deemed not applicable.

In June 2009, the FASB issued FASB Statement 168, FASB Accounting Standards Codification and the
Hierarchy of Generally Accepted Accounting Principles (FAS 168), effective for interim and annual
periods ending after Sept. 15, 2009. FAS 168 (Topic 105 of the FASB Codification) identified the sources
of accounting principles and the framework for selecting the principles used in the preparation of the
financial statements of nongovernmental entities that are presented in conformity with generally accepted
accounting principles (GAAP) in the United States. Pursuant to this standard:
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= FASB Accounting Standards Codification was established as the source of authoritative
accounting principles recognized by the FASB to be applied by nongovernmental entities. (SEC
guidance included within the FASB Codification is provided for convenience and relates only to
SEC entities.)

= Accounting Standards Updates issued after the effective date of FAS 168 are not considered
authoritative in their own right. Such standards serve only to update the FASB Codification,
provide background information, and provide the bases of conclusions on the changes to the
FASB Codification.

= Effective September 15, 2009, all non-SEC accounting and reporting standards were
Additionally, all nongrandfathered, non-SEC accounting literature not g€ :
Codification was deemed nonauthoritative. As of September 15, 2009, \ICF @ ents of
Position are no longer reviewed as part of the statutory maintenance process My no longer
considered authoritative GAAP literature. If the AICPA were to addres Nat affects the
FASB Codification, an accounting standard update (ASU) would begiss reviewed for
applicability to statutory accounting.

As a result of FAS 168, Appendix D — GAAP Cross Reference 40 23
reference of FASB Accounting Standards Updates, as well as ﬁe % g Standards Codification
Reference (Topic and Subtopic) for pre-codification GAAP guida dification GAAP guidance
0
es

n revised to include

that has been superseded as a result of exclusion from the GAAR tron has been identified within

Appendix D. Users of the NAIC Accounting Practices and anual shall continue to refer to

the FASB pre-codification standards, and the applicable re es W such standards, to determine the
tion

GAAP guidance that has been adopted, adopted with modi ejected for statutory accounting.

GAAP Cross-Reference to SAP includes the Tg# opic for all pre-codification GAAP standards
that have been included in the FASB Codif is FASB Codification reference does not reflect
GAAP guidance adopted for statutory accou he guidance detailed in specific SSAPs or INTs
shall be utilized in determining the GAAP guida dopted, adopted with modification or rejected for

statutory accounting. Items noted with “Ngk Explicitly Included in Codification” are no longer included in
the FASB Cross Reference tool.

Information Provided in Appegsix P'Cross-Reference to SSAP:

L 4
To assist users in tracing pre-codification GAAP st% he FASB Codification, Appendix D -

0 Status — This column i estiie SAPWG status of review. A “pending” status indicates that the
SAPWG has ngt complet eliberation of the GAAP pronouncement. Items noted as “Not
Board-Directed SEC Update” will not be reviewed by the SAPWG unless specifically
requested for rexiew:

0 Disposiy @ olumn represents the general conclusion of the SAPWG/EAIWG for the
stated G grouncement. This information is included in Appendix D as a reference tool,
uidance in the specific SSAP or INT shall be the authoritative source in

o0 Statutory Reference — This column provides the statutory accounting source addressing the
GAAP pronouncement.

0 Accounting Standards Codification Topic and Subtopic — This column provides a reference guide
to trace pre-codification GAAP standards to the new FASB Codification.
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In addition to the “GAAP Cross Reference to SSAP,” Appendix D includes the “FASB Caodification to
Pre-Codification GAAP” supplement. This supplement serves as a reference tool in tracing the FASB
Cadification to pre-codification GAAP standards that have been reviewed, or are pending review as part
of the current NAIC statutory accounting maintenance process. This supplement does not indicate which
GAAP standards have been adopted, adopted with modification or rejected for statutory accounting. Pre-
codification GAAP guidance not captured as part of the statutory accounting maintenance process, but
that has been incorporated in the FASB Codification, has not been referenced within this supplement.
Future consideration will occur on whether this pre-codification GAAP guidance will be reviewed for
statutory accounting. Pre-codification GAAP included in the FASB codification, but not referenced

Inquiry Service and Audit and Accounting Guides. (The Audit and Accounting 20S G) related to
insurance have been reviewed for statutory accounting and are referencggl in
Health Care Organizations, LHI: Life and Health Insurance and PLI: Prop
Companies. This supplement also does not include reference to the SEC da
FASB Codification: SEC Financial Reporting Releases; SEC Ingrp
Accounting Bulletins; and SEC Regulation S-X.

incorporated within the
Releases; SEC Staff

Appendix D - GAAP Cross-Reference to SAP Table of Cant Page
FASB Codification: ¢
Accounting Standards Updates............cccccereverrerennnnss \ ............................................. D-1
Pre-FASB Codification: &O
Category A - FASB Statements and Interpretaiy@s, pinions, and AICPA
Accounting Research Bulletins ......qp.... gl o D-12

Category B - FASB Technical Bul taff Positions, AICPA Industry Audit

itemMEnts Of POSITION.......evvvieiieeeeeeee e D-43

Practice BUIETINS ... oo et D-65
Category D - AICPA A i tEIPrEtatioNS .. ...cviivicicce e D-108
Nonapplicable GAA n IS ettt D-110

FASB Codifica\%CQR rence to GAAP PronOUNCEMENTS ......covvveeieeeeeee e D-122
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ACCOUNTING STANDARDS UPDATES

Appendix D

Acctg. Stds.
GAAP Codification
Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!
2009-01 Topic 105—Generally Accepted Accounting Complete Adopt Preamble Not
Principles—Amendments based on—Statement of Explicitly
Financial Accounting Standards No. 168—The FASB (Adopted Included in
Accounting Standards Codification™ and the FAS 168) Codification.
Hierarchy of Generally Accepted Accounting
Principles
2009-02 Omnibus Update—Amendments to Various Topics Complete N/A Not
for Technical Corrections Explicitly
* P Included in
Codification.
2009-03 SEC Update—Amendments to Various Topics SEC Not
Containing SEC Staff Accounting Bulletins (SEC Update Explicitly
Update) Included in
Codification.
2009-04 Accounting for Redeemable Equity Instruments— Not
Amendment to Section 480-10-S99 (SEC Update) JJ Explicitly
Included in
\ Codification.
2009-05 Fair Value Measurements and Disclosures (Topic ndin 820
820)—Measuring Liabilities at Fair Value 825
2009-06 Income Taxes (Topic 740)—Implementation ing 740
Guidance on Accounting for Uncertainty in Inc
Taxes and Disclosure Amendments for No
Entities
2009-07 Accounting for Various Topics—T3 SEC Not
Corrections to SEC Paragraphs (S Update Explicitly
Included in
Codification.
2009-08 Earnings per Share—Amendm(¥its to Section 260-10- SEC 260
S99 (SEC Update) Update
2009-09 Accounting for Investme Method and SEC Not
Joint Ventures an )r Equity-Based Update Explicitly
Payments to Non- mendments to Included in
U5-50-S99 (SEC Update) Codification.
2009-10 and Dealers: SEC Not
Update Explicitly
Included in
Codification.
2009-11 SEC 932
Update

! To assist users in tracing pre-codification GAAP standards to the FASB Codification, the FASB Codification Topic and Subtopic for all
pre-codification GAAP standards has been included in this Appendix. This FASB Codification reference does not reflect GAAP guidance
adopted for statutory accounting. The Accounting Practices and Procedures Manual (E) Subgroup was formed to assess changes necessary
to reflect the new GAAP Codification within statutory accounting principles. Until this process is complete, or as otherwise noted in
specific SSAPs or Interpretations, users of the NAIC Accounting Practices and Procedures Manual shall continue to refer to the FASB pre-
codification standards, and the applicable references to such standards, to determine the GAAP guidance that has been adopted, adopted
with modification, or rejected for statutory accounting.
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Appendix D GAAP Cross-Reference to SAP
ACCOUNTING STANDARDS UPDATES

Acctg. Stds.
GAAP Codification
Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!
2009-12 Fair Value Measurements and Disclosures (Topic Complete Adopt 100R 820
820): Investments in Certain Entities That Calculate
Net Asset Value per Share (or Its Equivalent)
2009-13 Revenue Recognition (Topic 605): Multiple- Complete N/A App.D. - 605
Deliverable Revenue Arrangements Nullifies
INT 04-18 P
2009-14 Software (Topic 985): Certain Revenue Complete Adopt/M 985
Arrangements That Include Software Elements
2009-15 Accounting for Own-Share Lending Arrangements in | Complete D - 470
Contemplation of Convertible Debt Issuance or Other A
Financing GAAP
2009-16 Transfers and Servicing (Topic 860): Accounting for Complete 103R Not
Transfers of Financial Assets (FAS 166) Explicitly
Included in
Codification.
2009-17 Consolidations (Topic 810): Improvements to en Not
Financial Reporting by Enterprises Involved with Explicitly
Variable Interest Entities (FAS 167) Included in
Codification.
2010-01 Equity (Topic 505): Accounting for Distributions to ete N/A App D - 505
Shareholders with Components of Stock and Cas NA
GAAP
2010-02 Consolidation (Topic 810): Accounting an Pending 805
Reporting for Decreases in Ownershipgsfimg 810
Subsidiary—A Scope Clarification 845
2010-03 Extractive Activities—Oil and Ga oil Complete N/A App D - 932
and Gas Reserve Estimation and Dis NA
GAAP
2010-04 Accounting for Various Topi echnical SEC Not
Corrections to SEC Paragraph Update Explicitly
Included in
Codification.
2010-05 Compensation— tion (Topic 718): SEC Not
ents and the Presumption Update Explicitly
ate) Included in
Codification.
2010-06 nts and Disclosures (Topic Complete Adopt/M 92, 715
& Disclosures about Fair Value 100R, 820
102
2010-07 . ntities (Topic 958): Not-for-Profit Pending Not
dergers and Acquisitions Explicitly
Included in
Codification.
2010-08 Nical Corrections to Various Topics Complete | Adopt para. 86 Various
815-20-25-
15
Reject all
others
2010-09 Subsequent Events (Topic 855): Amendments to Complete Reject 9 855
Certain Recognition and Disclosure Requirements
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GAAP Cross-Reference to SAP Appendix D
ACCOUNTING STANDARDS UPDATES
Acctg. Stds.
GAAP Codification
Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!
2010-10 Consolidation (Topic 810): Amendments for Certain Pending 810
Investment Funds
2010-11 Derivatives and Hedging (Topic 815): Scope Complete Adopt/M 27, 86 815
Exception Related to Embedded Credit Derivatives Paragraph
815-10-50k
Reject all
others
2010-12 Income Taxes (Topic 740): Accounting for Certain SEC 740
Tax Effects of the 2010 Health Care Reform Acts Update
2010-13 Compensation—Stock Compensation (Topic 718): Complete A 104R 718
Effect of Denominating the Exercise Price of a Share-
Based Payment Award in the Currency of the Market
in Which the Underlying Equity Security Trades
2010-14 Accounting for Extractive Activities—Oil & Gas: 932
Amendments to Paragraph 932-10-S99-1 (SEC @y
Update)
2010-15 Financial Services—Insurance (Topic 944): How n 944
Investments Held through Separate Accounts Affe
an Insurer’s Consolidation Analysis of Those
Investments
2010-16 Entertainment—Casinos (Topic 924): Acctuals for Complete N/A App D - 924
Casino Jackpot Liabilities NA
GAAP
2010-17 Revenue Recognition—Milestone M Complete N/A App D - 605
605): Milestone Method of Rever NA
GAAP
2010-18 Receivables (Topic 310): Effect of a Loa Pending 310
Modification When the Loan I§rart of a Pool That Is
Accounted for as a Single As
2010-19 Foreign Currency (Topicd ign Currency SEC 830
Issues: Multiple Fgeig Exchange Rates Update
2010-20 Receivables (Top ures about the Complete Adopt/M 36, 37 310
Credit Quality of ng Receivables and the for
Allowance for Credit Lo mortgage
loans
Reject all
others
2010-21 echnical Amendments to Various SEC Various
and Schedules: Amendments to SEC Update
Pursuant to Release No. 33-9026:
nical Amendments to Rules, Forms, Schedules
dification of Financial Reporting Policies
(SEC Update)
2010-22 Accounting for Various Topics— SEC Various
Technical Corrections to SEC Paragraphs (SEC Update
Update)
2010-23 Health Care Entities (Topic 954): Measuring Charity Complete Adopt/M 54R 954

Care for Disclosure
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ACCOUNTING STANDARDS UPDATES

Acctg. Stds.

GAAP Codification

Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!

2010-24 Health Care Entities (Topic 954): Presentation of Complete N/A App D - 954
Insurance Claims and Related Insurance Recoveries NA

GAAP

2010-25 Plan Accounting—Defined Contribution Pension Complete N/A App.L - 310
Plans (Topic 962): Reporting Loans to Participants by 962
Defined Contribution Pension Plans P

2010-26 Financial Services—Insurance (Topic 944): Complete Reject 944
Accounting for Costs Associated with Acquiring or
Renewing Insurance Contracts ¢

2010-27 Other Expenses (Topic 720): Fees Paid to the Federal | Complete pD- 720
Government by Pharmaceutical Manufacturers NA

GAAP

2010-28 Intangibles—Goodwill and Other (Topic 350): When | Complete 68, 90 350
to Perform Step 2 of the Goodwill Impairment Test
for Reporting Units with Zero or Negative Carrying
Amounts &

2010-29 Business Combinations (Topic 805): Disclosure of P 805
Supplementary Pro Forma Information for Business 958
Combinations

2011-01 Receivables (Topic 310): Deferral of the Effective ete See ASU 36 310
Date of Disclosures about Troubled Debt 2011-02
Restructurings in Update No. 2010-20

2011-02 Receivables (Topic 310): A Creditor’s Deterggination l&/Complete Adopt/M 36 310
of Whether a Restructuring Is a Trou N Paragraphs
Restructuring 310-40-15-

13 through
18 and 310-
40-15-20
Reject all
others

2011-03 Transfers and Serygei 50): Reconsideration | Complete Adopt 103R 860
of Effective Conti G4 ‘ ase Agreements

2011-04 Pending 715

805
820
2011-05 Complete N/A App D - 205
NA 220

GAAP
2011-06 (Topic 720): Fees Paid to the Federal | Complete Adopt/M 106 405
t by Health Insurers 720
2011-07 e Entities (Topic 954): Presentation and Complete N/A App D - 954

osure of Patient Service Revenue, Provision for NA
BadUebts, and the Allowance for Doubtful Accounts GAAP
for Certain Health Care Entities

2011-08 Intangibles—Goodwill and Other (Topic 350): Complete Reject 68, 90 350
Testing Goodwill for Impairment

2011-09 Compensation—Retirement Benefits— Complete Adopt 92,102 715
Multiemployer Plans (Subtopic 715-80): Disclosures
about an Employer’s Participation in a Multiemployer
Plan
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ACCOUNTING STANDARDS UPDATES

Appendix D

Acctg. Stds.

GAAP Codification

Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!

2011-10 Property, Plant, and Equipment (Topic 360): Complete Reject 97 360
Derecognition of in Substance Real Estate—A Scope
Clarification

2011-11 Balance Sheet (Topic 210): Disclosures about Complete Reject 210
Offsetting Assets and Liabilities 270

2011-12 Comprehensive Income (Topic 220)-Deferral of the Complete N/A 220
Effective Date for Amendments to the Presentation of
Reclassifications of Iltems Out of Accumulated Other
Comprehensive Income in Accounting Standards ) 4
Update No. 2011-05

2012-01 Health Care Entities (Topic 954)-Continuing Care Complete 954
Retirement Communities— Refundable Advance
Fees

2012-02 Intangibles—Goodwill and Other (Topic 350)— Complete 68, 90 350
Testing Indefinite-Lived Intangible Assets for
Impairment &

2012-03 Technical Amendments and Corrections to SEC C Not
Sections—Amendments to SEC Paragraphs Pursuant & Explicitly
to SEC Staff Accounting Bulletin No. 114, Techni Included in
Amendments Pursuant to SEC Release No. 33-9250 Codification.
and Corrections Related to FASB Accounting
Standards Update 2010-22

2012-04 Technical Corrections and Improvements Complete N/A App D - Various

NA
GAAP

2012-05 Statement of Cash Flows (Topic Complete Adopt/M 69 230
Entities: Classification of the Sale Prégg 958
Donated Financial Assets in the Stateme Cash
Flows

2012-06 Business Combinations (TopIC&Q5)-Subsequent Pending 805
Accounting for an Indemg i sset Recognized
at the Acquisition 4 t of a Government-

Assisted Acquisit al Institution
2012-07 Entertainment—Fi 926)—-Accounting for Complete N/A App D - 926
pt Arises after the NA
ate and Its Inclusion in the GAAP
Jsis,0f Unamortized Film Costs
2013-01 ope of Disclosures About Offsetting | Complete Reject 64 210
d ities

2013-02 : YIncome — Reporting of Amounts Complete N/A App D - 220
hod Out of Accumulated Other NA 270

eriensive Income GAAP

2013-03 ancial Instruments: Clarifying the Scope and Complete Reject 100R 825
Appiitability of a Particular Disclosure to Nonpublic
Entities

2013-04 Liabilities: Obligations Resulting from Joint and Complete Adopt/M 5R 405

Several Liability Arrangements for which the Total
Amount is Fixed at the Reporting Date (Topic 405)
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ACCOUNTING STANDARDS UPDATES

Acctg. Stds.
GAAP Codification
Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!
2013-05 Foreign Currency Matters: Parent’s Accounting for Complete Adopt/M 23 805
the Cumulative Translation Adjustment upon 810
Derecognition of Certain Subsidiaries or Groups of 830
Assets within a Foreign Entity or of an Investment in
a Foreign Entity (Topic 830)
2013-06 Not-for-Profit Entities: Services Received from Complete Reject 954
Personnel of an Affiliate (Topic 958) 958
2013-07 Presentation of Financial Statements: Liquidation Complete 205
Basis of Accounting (Topic 205) 960
962
965
2013-08 Investment Companies: Amendments to the Scope, Complete 230
Measurement, and Disclosure Requirements (Topic NA 323
946) GAAP 810
820
946
2013-09 Fair Value Measurements: Deferral of the Effective 820
Date of Certain Disclosures for Nonpublic Employee
Benefit Plans in Update No. 2011-04
2013-10 Derivatives and Hedging (Topic 815) Inclusion of t ete Adopt 86 815
Fed Funds Effective Swap Rate (or Overnight In
Swap Rate) as a Benchmark Interest Rate @r Helg
Accounting Purposes
2013-11 Income Taxes (Topic 740) PresentatiQagisa \ Pending 740
Unrecognized Tax Benefit When a 3¢t Opeiiitin
Loss Carryforward, a Similar Tax€@gss, or a Fix
Credit Carryforward EXists
2013-12 Definition of a Public Business Entity, AWggddition Complete N/A App D - Glossary
to the Master Glossary NA
GAAP
2014-01 Investments—Equity Me int Ventures Complete Adopt/M 93 323
(Topic 323): Accointi wastments in Qualified
Affordable Housi
2014-02 Intangibles—Goodv Complete Reject 68, 90 350
2014-03 Complete Reject 86 815
825
2014-04 oubled Debt Restructurings by Complete Adopt/M 37 270
ubtopic 310-40): Reclassification of 310
Real Estate Collateralized Consumer
age Loans upon Foreclosure
2014-05 Service Concession Arrangements (Topic 853) Complete Adopt/M 22 853
2014-06 Technical Corrections and Improvements Related to Complete N/A App D - Glossary
Glossary Terms NA
GAAP
2014-07 Consolidation (Topic 810): Applying Variable Pending 810
Interest Entities Guidance to Common Control
Leasing Arrangements (PCC)
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ACCOUNTING STANDARDS UPDATES
Acctg. Stds.
GAAP Codification
Pronounce- Statutory Topic-
ment Name Status Disposition | Reference Subt.!
2014-08 Presentation of Financial Statements (Topic 205) and | Complete Adopt/M 24 205
Property, Plant, and Equipment (Topic 360): 360
Reporting Discontinued Operations and Disclosures
of Disposals of Components of an Entity
2014-09 Revenue from Contracts with Customers (Topic 606) Pending Various
2014-10 Development Stage Entities (Topic 915), Elimination | Complete N/A D - 275
of Certain Financial Reporting Requirements, 925
Including an Amendment to Variable Interest Entities P
Guidance in Topic 810, Consolidation ¢
2014-11 Transfers and Servicing (Topic 860), Repurchase-to- Pending 860
Maturity Transactions, Repurchase Financings, and
Disclosures
2014-12 Compensation—Stock Compensation (Topic 718), Complete 104R 718
Accounting for Share-Based Payments When the
Terms of an Award Provide That a Performance
Target Could Be Achieved after the Requisite Service | 4,
Period
2014-13 Consolidation (Topic 810)—Measuring the Financial N/A App D - 805
Assets and the Financial Liabilities of a Consolidat NA 810
Collateralized Financing Entity GAAP 820
2014-14 Receivables—Troubled Debt Restructurings by plete Adopt 37 310
Creditors (Subtopic 310-40)—Classificatign of
Certain Government-Guaranteed Mortgag
upon Foreclosure
2014-15 Presentation of Financial Statemen Complete Adopt 1 205
Concern (Subtopic 205-40)—Dis
Uncertainties about an Entity’s Abili ue as
a Going Concern
2014-16 Derivatives and Hedging (To 15)—Determining Complete Reject 86 815
Whether the Host Contract in brid Financial
Instrument Issued in the are Is More
Akin to Debt or togqui
2014-17 Business Combin 5)—Pushdown Pending 805
Accounting
2014-18 Business Cgmbinations (Wpic 805): Accounting for Pending 805
Identifiable gible Assets in a Business
Combinatign (a sus of the Private Company
2015-01 | Extraordinary and Un