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Summary 

A. Life Actuarial Task Force – the following topics were covered: 

1. Generally Recognized Expense Tables (GRET) – heard a report from the SOA on analysis 

performed to develop the proposed 2020 GRET. LATF exposed the recommendation. 

2. VM-22/23 Subgroup Report – LATF heard an update from the Academy Annuity Reserve Work 

Group (ARWG) on work to develop a proposal for a principle-based statutory reserve framework 

for non-variable annuities within VM-23. It was noted that the Subgroup’s target timeline is to 

have final NAIC adoption of VM-23 by 1/1/2022, with the new requirements being in effect for 

12/31/22 valuations (or perhaps later, depending upon any transition rules). The Subgroup is 

also developing a proposal to revise valuation interest rates for SPIAs, and addressing issues 

involving how to incorporate the current AG 9B methodology to the valuation interest rates now 

required by VM-22. LATF adopted the Subgroup report. 

3. Longevity Risk Subgroup – LATF heard an update on the Subgroup’s activities. The proposed 

approach to incorporating an RBC charge for longevity risk, which was developed by the 

Academy Longevity Risk Task Force (Academy TF), was previously exposed for 60 days. The 

Subgroup asked the Academy WG to run sensitivity tests based on those comments. The 

expectation is for the new RBC charges to become effective for year-end 2020. The subgroup 

will also look at a covariance formula to reflect the correlation between mortality and longevity 

risk within C-2. LATF adopted the Subgroup report. 

4. VA Capital and Reserves Working Group Report – LATF heard a report on potential next steps 

for the Working Group now that changes to VM-21, VM-30, AG 43, and C-3 Phase II are being 

adopted by the NAIC. LATF adopted the Subgroup report.  

5. IUL Illustration – LATF heard an update from the IUL Illustration Subgroup related to potential 

improvements to AG 49. LATF exposed additional questions for 30 days to get more feedback. 

6. Experience Reporting Subgroup Report – LATF heard an update on NAIC activities to support 

experience reporting for the most recent submissions involving VM-20. This includes providing a 

list of companies that are subject to VM-20 to regulators. The Subgroup also discussed plans to 

capture VA experience data. LATF adopted the Subgroup report. 

7. Accelerated Underwriting Data Elements – LATF discussed an Amendment Proposal Form (APF) 

that will modify VM-51 to capture information that helps define and analyze accelerated 

underwriting. LATF exposed the APF for 60 days.  

8. Mortality Aggregation – LATF heard a presentation on the requirements and practices used to 

aggregate mortality under VM-20 for purposes of calculating credibility. A proposal was made to 

develop examples to be posted on the NAIC website. The examples would be exposed for public 
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comment, and posted once adjustments are made based on the comments. LATF exposed the 

presentation for 45 days for comments. 

9. Valuation Manual Amendments – LATF adopted draft AG VAED, which deals with the option 

for companies to early adopt VM-21 for year-end 2019. Once the AG goes through the final NAIC 

adoption, it will become AG 52. 

10. LATF heard an update on the Interstate Insurance Product Regulation Commission (IIPRC). 

LATF took no action. 

11. LATF heard an update on International Insurance Developments. LATF took no action. 

12. Yearly Renewable Term (YRT) Field Test – LATF heard an update on the VM-20 YRT Field Test. 

LATF took no action.   

13. Valuation Manual Treatment of Conversion Mortality – LATF heard a report from the Academy 

Life Reserve Work Group on efforts to develop an Amendment Proposal Form (APF) covering the 

treatment of reporting and disclosure for conversion mortality in VM-31, VM-50, and VM-51. 

The APF is expected to be submitted by the NAIC Fall National Meeting. LATF took no action. 

14. SOA Research and Education – LATF heard an update on SOA research and education efforts. 

LATF took no action. 

15. PBR Governance – LATF heard a report on the Academy’s involvement in PBR, which includes a 

PBR resource page on the Academy website, VM-20 boot camps, a new practice note on PBR 

projections (expected soon), and an update to the VM-20 Practice Note. LATF took no action. 

16. Academy Update on Professionalism – LATF heard an update from the ABCD and a report from 

the Actuarial Standards Board on the status of ASOPs of interest to LATF. LATF took no action. 

17. Other Matters – information was requested from regulators and companies regarding company 

policies regarding the treatment of non-binary applicants for insurance. 

B. See the Life RBC WG section below for information on the Life RBC WG session during the Summer 

NAIC National Meeting. 
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Summer 2019 NAIC National Meeting (New York, NY) 

Background and Details 

Life Actuarial Task Force – August 1 and 2, 2019 

1. Generally Recognized Expense Tables (GRET) 

Dale Hall (Society of Actuaries) and Leon Langlitz (Lewis and Ellis) presented the testing performed by 

the SOA to develop the proposed 2020 GRET (page 40 of the LATF Materials). The materials include a 

letter from the SOA summarizing the analysis and proposing the 2020 factors. The GRET is used with 

individual life insurance sales illustrations by companies that do not have credible expense information. 

The SOA surveyed companies to determine the Distribution Channels to be used and analyzed unit 

expense factors by those Distribution Channels. The recommended 2020 factors are shown in the 

materials. One on-going concern raised is the decreasing number of companies responding to the 

surveys. 

LATF exposed the recommendation. 

2. VM-22/23 Subgroup Update 

LATF first heard from the Ben Slutsker and John Miller (chair and vice-chair of the Academy Annuity 

Reserve Work Group). See page 63 of the LATF Materials. In light of the adoption of VM-20 and changes 

to VM-22, the current PBR reserve framework has stabilized and the ARWG is now able to focus on 

developing a proposed methodology for PBR applied to fixed annuities. The WG’s focus is on identifying 

the steps necessary to develop that methodology and to get it adopted. This involves summarizing the 

mission and objective, and identifying key issues such as scope of products, exclusion tests, aggregation, 

hedge modeling and asset methodology. This will allow the ARWG to get feedback and ultimately help 

them to develop a proposal. 

They discussed the history of this project, going back to the 2009 modifications to AG 33 to support new 

benefit features. This pointed to the need to have a PBA for non-variable annuities. In 2010, a survey 

was performed on identifying additional AG 33 issues. Based on the feedback from that survey, the 

ARWG discussed proposing an AG 43-like approach, but opted for something simpler. They also pursued 

a representative scenarios approach, but this was a more complex approach that did not have a lot of 

support. The WG went back to the AG 43-like approach in 2016, but it was not fully developed and not 

presented to LATF. This approach will be built out going forward. 

The next steps are to reaffirm the objectives (as noted above) by the NAIC Fall National Meeting, create 

a proposed framework by the summer of 2020, and to begin drafting in the fall of 2020. The ARWG 

plans to support the on-going drafting effort after this with comments and input. They are envisioning a 

target effective date of 1/1/2022. 

Mike Boerner (TX, and LATF chair) commented that this is an aggressive timeline, but he is supportive of 

moving forward with that timeline. Fred Andersen (MN) noted that tax issues derailed things in the past. 
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Ben commented that the recent changes to the tax law puts us in a “new era”. There may be tax issues, 

but they are not expected to be as onerous as they were in the past. It was also asked whether an 

exclusion test will be part of the proposal, and Ben responded that it would. Tomasz raised concerns 

about arbitrage created by having multiple requirements for different product categories (e.g., VM-23 

vs. VM-21). It was pointed out that the ARWG’s approach of starting with VM-21 will help with this 

issue. 

LATF next heard from Chris Conrad (chair of Academy SVL Interest Rate Modernization WG), who 

discussed work to develop a proposal that revises the valuation interest rate requirements for SPIAs. 

The WG prepared this at the request of the NAIC VM-22/23 Subgroup (page 68 of the LATF Materials). 

One issue that is getting attention is how to incorporate the AG 9B methodology (which still applies) to 

the valuation interest rates now required by VM-22. This will address the treatment of non-level (lumpy) 

payments in the new framework. Chris noted that the WG is coordinating these efforts with the ARWG 

to facilitate a seamless proposal. Some form of CARVM will remain in VM-23, so there is a need to 

develop a proposal for valuation interest rates to support this. The goal is to refresh current valuation 

interest rates using a methodology that is similar to the one used for current rates. 

One issue being consider is whether to lock in the valuation interest rate at issue or to allow unlocking 

as the contract ages. 

The contemplated changes to the current framework includes using a Treasuries + VM-20 spread 

reference index, and using potential rate differentiators such as the surrender charge periods, existence 

of market value adjustments, contracts that allow free partial withdrawals, single vs. flexible premium 

contracts, and contracts with multi-year guarantee vs. annual resets. 

Valuation interest rates for Guaranteed Living Benefits (GLBs) will be examined next, and the WG is 

envisioning a proposed effective date of 1/1/22 for these changes. 

LATF next heard from John Robinson (MN), who led the discussion on the NAIC Subgroup activities (page 

58 of LATF Material). Having heard from Academy groups, John noted that the focus of the NAIC 

Subgroup is the objective to have one requirement that covers all non-variable annuities. He referred to 

this as “PBR with prescription”. He noted that VM-22 valuation interest rates increase with the 

reference period, where the current valuation interest rate decreases with guarantee duration. 

Regarding the issue of AG 9B, he views the solution of treating non-level payments the same as level 

payments in choosing valuation interest rate. He also noted that the focus is on developing a minimum 

standard reserve based on a seriatim calculation, but allowing companies to use other methods as long 

as resulting reserves are at least as great as the defined minimum standard. 

John indicated the target is to have final NAIC adoption of VM-23 by 1/1/2022, with the new 

requirements being in effect for 12/31/22 valuations (or perhaps later, depending upon any transition 

rules). 

LATF adopted the Subgroup report. 
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3. Longevity Risk Subgroup 

Rhonda Ahrens (NE) provided an update on Subgroup activities. Rhonda reported that the proposed 

approach to incorporating an RBC charge for longevity risk, which was developed by the Academy 

Longevity Risk Task Force (Academy TF), was previously exposed for 60 days. The proposed RBC factors 

are based on number of lives. Comments were due May 23. The expectation is for the new RBC charges 

to become effective for year-end 2020.  

From the comments, Rhonda asked the Academy WG for two sensitivity tests: one that assumes 

reserves are set at the 70th percentile (versus the assumed 85th percentile); and one that uses a basis 

higher and lower than the 50,000 lives used in the report. She also noted that she is not sure the 

Subgroup will support correlation between longevity and mortality in RBC.  

Rhonda noted that the proposed factors grade out with increased exposure, which seems reasonable.  

She will discuss the report and the comments in more detail at the Life RBC WG meeting. See additional 

notes in that section. 

Perry Kupferman (CA) asked the Subgroup to consider whether longevity is a mortality risk, and whether 

it should be included in the definition of mortality. Reinsurance of longevity risk was also discussed and 

the issue of whether such reinsurance meets risk transfer was discussed. This may require the 

Accounting Practices and Principles Manual to be examined. As the Subgroup looks at this issue, they 

may consider referring it to the proper NAIC working group. 

LATF adopted the Subgroup report. 

4. VA Capital and Reserve Working Group Update 

Pete Weber (OH) led the discussion. With the adoption of changes to VM-21, VM-30, AG 43, and C-3 

Phase II by the NAIC expected later in the NAIC National Meeting, the Working Group is starting to think 

about next steps. This includes working on long-term items identified by the NAIC VA Issues WG, such as 

whether the Standard Projection should be used as a floor reserve or a disclosure item. It also includes 

other less substantive changes, such as clarifications and re-writes. Pete noted it is too early in the 

process to start on these items, but not too early to plan. Companies will be early adopting at year-end, 

and there may be issues that come from that. Rachel Hemphill (CA) asked whether there is an estimate 

on the number of companies that are expected to early adopt. The response was that it might be less 

than 5 companies.  

It was suggested that it would be helpful to make a list of clean-up items. Rachel also noted that work on 

these issues may conflict with resources used on VM-20 clean-up and VM-23 development. 

LATF adopted the Subgroup report. 

5. IUL Illustrations 

Fred Andersen (MN) led the discussion (page 81 of the LATF Materials). The NAIC IUL Illustrations 

Subgroup has been considering changes to AG 49 (The Application of the Life Illustrations Model 
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Regulation to Policies with Index-Based Interest) and is looking for high level guidance from LATF. The 

issue is that certain IUL policy features, such as multipliers and the use of variable or indexed loans, are 

being interpreted in a way where they produce favorable illustrations. The Subgroup is looking into 

whether these features result in a situation where a more risky product is being illustrated in a way that 

produces disproportionately higher returns than a less risky product. Some of the regulators view this as 

companies “gaming the system”. 

The Subgroup previously exposed a “menu of options”, with 23 options, to attempt to address this. 

Based on the comments received and discussion on the July 15 conference call, the Subgroup believes 

items 13 and 14 from menu on page 81 are the proper focus. 

 Option 13 - Clarify whether charges can impact assumed earned interest underlying the 

Disciplined Current Scale (DCS) 

 Option 14 - Limit the use of variable / index loans 

Fred noted that with the current single scenario illustration approach, it is difficult to illustrate both the 

upside and the downside market return risk. Riskier products will illustrate more favorably and will 

therefore sell more than less risky products. He stated that under the Life Illustrations Model Regulation, 

illustrations may not show returns that are more favorable than the DCS. AG 49 states: 

If an insurer engages in a hedging program for index-based interest, the assumed earned interest rate 

underlying the disciplined current scale shall not exceed 145% of the annual net investment earnings rate 

(gross portfolio earnings less provisions for investment expenses and default costs) of the general account 

assets (excluding hedges for index-based credits) allocated to support the policy. 

The issue is that with the benefit features in question, such as multipliers, AG 49 can be interpreted to 

allocate more assets to the 145% category, which favors higher risk products. This appears to be driving 

sales in the IUL marketplace. He would like to address this without disadvantaging all IUL products. 

Traditional IUL products use more than 95% of assets from premium to support the 0% guarantee floor 

through the purchase of bonds, and the rest is used to purchase call assets to cover the index up to the 

cap. The 145% was determined using this assumption and looking at an equity risk premium on the call 

assets. 

Fred noted the escalation of charges through product design, which allow more assets to be put into the 

145% category under interpretations of AG 49. Since equity risk premium is a way to show the value of 

IUL products, one approach to preserve the comparison of two different products is to limit the assets 

the company is able to put into the 145% category. 

Tomasz Serbinowski (UT) noted that the issue of “allowing” riskier products should be addressed by 

having people buying true variable products. Bruce Sartain (IL) asked if the issue with putting more into 

the option bucket is more a sign that the 145% is not a good number. Fred said he preferred not to go 

back and redo the 145%. Amanda Fenwick (NY) reiterated concerns raised on the July 14 conference call 

– that consumers are being misled. Putting more assets into the 145% category is an indication that 

145% isn’t a good number. The illustrated values for IUL products shouldn’t be much more than those 

for a fixed product. Tomasz stated that the 145% is not the issue; changing it won’t address the 
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underlying issue, which is the leveraging of the premium paid through the multipliers and loans, which 

allows more assets to be allocated to the 145% category. 

Wanchin Chou (CT) mentioned that the language in AG 49 doesn’t say anything about allowing 

additional amounts in the 145% category when the company has a multiplier, but Fred noted that this is 

how some companies are applying AG 49. It was agreed that clarity is needed. 

All of the members of LATF at the meeting indicated that something needed to be done to address this. 

Fred asked whether there is support for allowing multiplier products to be treated the same as non-

multiplier products. 

Art Panighetti (PacLife) and Scott Harrison (representing a group of IUL writers) provided comments. 

Scott noted the concerns about consumer awareness and education, as well as concerns about 

unreasonable expectations. The group of IUL writers he is working with supports ways to address the 

upside and downside in a balanced approach. They are working on a proposal to modify AG 49 that will 

allow consumer choice with an understanding of the risks. This will involve a rewrite of AG 49 section 5a 

to allow 145% to apply to each option, limit explicit charges to apply to multipliers, and to improved 

disclosure of policy mechanics and how the multipliers work. They want balance; that is, accurate and 

complete reflection of the upside and downside risks. Art noted the history of IUL sales, where products 

are meeting and beating illustrations. Most of the additional premium and charges used in the option 

budget should be allowed in the 145% category. IUL products are not as risky as VA products due to the 

0% floor (although it was noted that the guarantee is 0% less charges). Scott noted that there is a history 

of companies providing value to and building a relationship with the policyholder. Mike Yanacheak (IA) 

noted that the guaranteed floor becomes less strong if companies are increasing charges to allow them 

to put more money into the 145% category.  

Bruce Sartain (IL) noted that AG 49 is intended to be a stop-gap solution, and that the long-term solution 

is addressing the model regulation. Rhonda Ahrens (NE) views multipliers as a bonus that is credited to 

the policy for a price equal to the bonus, which doesn’t really make sense. But it is being done to 

enhance the illustration. 

Birney Birnbaum (Center for Economic Justice) noted that what companies are doing is exploiting a 

loophole. He didn’t see multipliers until AG 49 was adopted, and he suggested the reason is that it is 

being presented as a way to get more return without more risk. The illustrations are showing the capped 

and floored return, but it doesn’t reflect the asset charges, which are now higher. This is not consistent 

with the IUL concept; it only came about only because of AG 49. He stated that companies should stop 

the pretense that these products have changed to meet consumer demand. AG 49 was intended to stop 

companies from using unrealistic returns on IUL, but it is still being used in this manner. The balanced 

approach being discussed by industry is not balanced. He called for bringing AG 49 to a point where it 

can’t be gamed – it should disallow multipliers from being reflected. Consumers don’t buy IUL to get into 

a leveraged index buy. He believes there is already an “arms race” – he already has seen a 56% 

multiplier. More disclosure won’t help, since they are already 60+ pages. He is also seeing variable loans 
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being used to leverage illustrations. He believes consumers are being misled, and he supports illustrating 

multipliers the same was as non-multipliers. 

Scott stated that it is unfair to accuse companies of being unscrupulous and misleading without proof. 

Fred went back to a question asked in previous discussions on this issue: Should a higher risk / higher 

reward IUL products be illustrated with higher credited rates than a vanilla IUL product would be? He 

noted the response was between maybe and yes. He asked if a new exposure period is needed to ask 

the question again based on this discussion, and proposed a new set of questions: 

•  Should a product with a multiplier feature illustrate a higher scale than a product without 

multiplier features?  

•  To what extent should the 145% disciplined current scale factor apply to charges supporting 

bonuses and multipliers? 

Rhonda Ahrens (NE) reiterated a previous point on consistency with annuities. 

LATF exposed the new questions for 30 days and adopted the Subgroup report. 

6. Experience Reporting Subgroup Report 

Fred Andersen (MN) provided an update. He noted that the Subgroup has expressed a desire to look at 

VA policyholder behavior. Because of the equity market increase over the past few, the most recent 

information contains mostly data for out-of-the-money behavior, and very little in-the-money data. He 

also mentioned VA mortality. A voluntary study was performed by the SOA, but it hasn’t yet been 

released. The Subgroup is considering whether there is a need for a project on this, and whether this 

should be done now or when the data is available. Pete Weber (OH) commented that it would be better 

to put a structure in place earlier. 

Pat Alison (NAIC) discussed efforts to collect data from companies on VM-20. She noted the NAIC is 

working with 176 companies and that the NAIC website contains a link to VM-51, along with resources 

for experience reporting. This includes a just-recorded webinar that was created to help train companies 

providing experience data. The NAIC has also established a group email address for NAIC staff to 

respond more quickly to questions from companies and regulators. In response to the number of 

questions that have come in asking which companies are subject to VM-20, the NAIC has drafted a 

memo to regulators providing a list of the companies subject to VM-20. 

LATF adopted the Subgroup report.  

7. Accelerated Underwriting Data Elements 

Mary Bahna-Nolan (chair, American Academy of Actuaries’ Life Experience Committee and Society of 

Actuaries’ Preferred Mortality Oversight Group) led the discussion about a VM-51 APF the Oversight 

Group would like to submit (page 88 of LATF Materials). The new APF will replace a prior proposal on 

data elements to be captured to support the analysis of accelerated underwriting. The APF is intended 

to allow better segmentation of business (e.g., by UW regime and program). She noted that the goal is 
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to address concerns with defining accelerated UW, and to help with getting the right level of data. She 

noted that the Oversight Group may come back later with an approach that will help define simplified 

issue and guaranteed issue.  

The Oversight Group worked with industry experts on underwriting, along with experts on the 

marketing and sales of the different UW regimes (AUW, GI, SI). This provided input on the timing of 

capturing the appropriate data and capturing data in an optimal format. 

Fred Andersen (MN) noted that the new APF includes a request for information that is different from 

what has been requested under VM-51, which was more geared towards getting actual to expected 

information. He provided an example of a question that asked whether a particular factor was used in 

underwriting. Mary acknowledged that some questions were different, but noted that these types of 

questions will help determine what additional info may be needed. 

Birney Birnbaum (Center for Economic Justice) commented that the scope of the APF includes direct and 

assumed business, but it is unclear whether a reinsurer will have access to the underwriting data being 

requested. 

LATF exposed the APF for 60 days. 

8. Mortality Aggregation 

Pat Alison (NAIC) and Rachel Hemphill (CA) led the discussion (page 152 of the LATF Materials and the 

LHATF Additional Materials). The issue of how companies are aggregating mortality has come up in the 

context of the review of 2018 submissions, and in a list of issues expected for the 2019 reports. They 

alluded to the concepts of mortality aggregation in VM-20 as examples of what is currently being used 

by companies. These fall in the categories of top-down and bottom-up. 

VM-20 allows mortality aggregation for calculating credibility for mortality segments subject to the same 

or similar underwriting. It does not allow using separate mortality segment experience to set each 

corresponding assumption and then simply grouping the segments together to calculate credibility. 

The aggregate experience must inform the mortality segment assumptions; two approaches are allowed 

under VM-20 (examples are included in the material): 

 Top-down – uses techniques to further subdivide the aggregate experience into the various 

mortality segments 

 Bottom-up – uses techniques to adjust the experience of each mortality segment in the group to 

reflect the aggregate company experience for the group 

Pat and Rachel suggested that examples of aggregation approaches be developed to post on the 

industry tab on the NAIC website. Examples would be exposed for public comment, and posted once 

adjusted are made based on the comments. 

LATF exposed the presentation for 45 days for comments. 
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9. Valuation Manual Amendments 

The only amendment that was discussed (page 174 of the LATF Materials) was draft AG VAED, which 

deals with the option for companies to early adopt VM-21 for year-end 2019. The draft AG is in synch 

with the requirements in VM-21 and AG 43. Once the AG goes through the final NAIC adoption, it will 

become AG 52. 

Under the AG, a company electing early adoption should apply the VM-21 requirements from the 2020 

NAIC Valuation Manual. For such election, the phase-in provision in VM-21 may not be elected. 

In addition, the company shall also apply the modified C3P2 (effective for 2020) for 2019, follow the 

2020 VM documentation and certification requirements of VM-31, clearly indicate the use of the new 

requirements in the section on change in methods from prior year, and notify the Commissioner of the 

state of domicile of such elections. 

LATF adopted the AG. 

10. Interstate Insurance Product Regulation Commission (IIPRC) Update 

Katie Campbell (IIPRC) provided the update (no materials were provided).  This included a review of the 

agenda for the IIPRC session during the NAIC meeting. 

LATF took no action. 

11. International Insurance Developments 

Josh Windsor (NAIC) provided an update (page 178 of the LATF Materials) on activities of the 

International Association of Insurance Supervisors (IAIS). This includes work on a holistic framework for 

systemic risk in the insurance sector, which is currently being finalized for IAIS approval in November. 

This will apply to Internationally Active Insurance Group (IAIGs) and Globally Systemically Important 

Insurers (GSIIs). There is currently no list of IAIGs, but one is expected soon. The framework includes 

monitoring exercises, intervention powers, and an assessment of how well the framework is working. 

LATF took no action. 

12. Yearly Renewable Term (YRT) Field Test 

Jason Kehrberg (chair of the Academy’s YRT Field Test Project Oversight Work Group) led the discussion 

(page 206 of the LATF Materials). Although different interpretations are expected in the application of 

VM-20, the NAIC Valuation Working Group noted material differences in the treatment of future YRT 

premium rates within the calculations they reviewed. Since the presentation of these findings, several 

Amendment Proposal Forms (APFs) have been proposed offering different methods to project YRT 

premium rates. These need to be tested. 

An interim solution (APF 2019-39) has been put in place for 2020 valuations, and this solution is optional 

for 2019 valuations. The interim solution uses a ½ cx approach that requires no modeling. This is meant 

to be temporary during the field test until a final solution is implemented. 
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An Oversight Group that includes members from industry, regulators, and Academy representatives are 

working on project oversight, design, and the collection and aggregation of data. Once information is 

collected and aggregated, each group involved (e.g., AAA, ACLI, NAIC) can individually perform analysis 

and produce findings if they wish. The role of the Oversight Group is to ensure confidentiality (which is 

critical), and to pull resources together. The group is chaired by Pat Allison (NAIC). 

A Design Subgroup (chaired by Pat) is drafting design documents, a participation list, and instructions for 

the testing. Design decisions include methods for testing, which products and YRT treaties will be 

included, and variations between direct writing companies and reinsurers. 

The proposed timeline is tight – 12/15 data collected, 1/31/20 data cleaned and aggregated, and 4/15 

findings and recommendations from individual groups. This is designed to have a final recommendation 

ready for the 2021 Valuation Manual. 

It was noted that it is likely that a consultant will be needed to support these efforts. 

Risks include the aggressive timeline, getting an adequate number of companies to participate, the 

ability to protect the confidentiality of the participant data, and conflicts with participant year-end work. 

A Principle Subgroup was also formed to ensure the testing correctly applies the principles of VM-20 

among all of the approaches being studied. 

Fred Andersen (MN) asked the Oversight Group if it could provide an indication of what the 

recommendations might look like (e.g., numbers). Knowing that would be helpful to give feedback. The 

basis of the testing will be the previous APFs, reviewed to include the most pertinent elements, and 

testing will be designed around this. Fred asked to keep the need for an indication of what the 

recommendation would look like in mind. Len also reminded everyone that the NAIC and some 

regulators (including Fred) are members of the Oversight Group. He suggested that a call be scheduled 

to review progress as the project moves along. 

There was also a suggestion that regulators encourage their domestic companies to participate. 

It was noted that the Academy Life Practice Council will also be looking at risk transfer rules to the 

extent the results conflict with the current rules. 

Pat Allison (NAIC) discussed the potential APFs that will be looked to see if they should be used in the 

field test (page 218 of the LATF Materials). A chart was created (in the materials) that shows for each 

APF, the associated range of company practice, preliminary decisions on whether to test, and issues that 

may need to be considered. The Oversight Group will break into smaller groups to look at different APFs. 

There will also be teams to look at treaty structures.  

It was noted that it is the gap between projected mortality under VM-20 (which contains margins and no 

mortality improvement) and projected YRT rates (which may include mortality improvement) that is the 

main source of the issue being addressed. The ultimate solution may include the need for projected risk 

sharing between the ceding company and the reinsurer to be included in the reserve calculations. 

LATF took no action. 
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13. Valuation Manual Treatment of Conversion Mortality 

Leonard Mangini (chair of the Academy Life Reserves Work Group) led the discussion of an Amendment 

Proposal Form (APF) covering the treatment of reporting and disclosure for conversion mortality in VM-

31, VM-50, and VM-51 (page 220 of the LATF Materials). Feedback on the 2018 PBR Reports indicated 

that it wasn’t clear whether companies were holding a reserve for conversion policies and if they were, 

where they were holding the reserve. Conversion includes converting from group life to individual life, 

and individual term conversion. The company would expect higher mortality under projected 

conversions, so it is important for companies to reserve for this risk. The VM says that if the risk is 

material, a company must reserve for it if either the “source” policy or “destination” policy (or both) is 

subject to PBR. The LRWG recommends that the treatment of conversions under PBR be addressed in 

VM-01. 

It was reported that PBR actuarial reports reviewed to date showed inconsistent treatment with respect 

to whether conversion options are offered by various products, the amount of excess mortality 

expected, whether the amount is material, how it is being captured in mortality segmentation, whether 

and how the reserve is being establish, and the “geography” of the reserve. 

A proposal is being drafted, with the goal of having something for the Fall NAIC National Meeting. The 

APF will focus on disclosure, rather than on a required method to determine the reserve. This will allow 

for more assessment and future amendments if more consistency is needed. The APF will include a long 

list of disclosures under VM-31 (see the materials for the list). 

The proposal would also amend VM-50 and VM-51 to require reporting to the statistical agent of the 

company’s conversion mortality experience, so that industry conversion tables can eventually be 

created for various contractual conversion privileges. 

It was also noted that tax reserve implications are being considered. 

LATF took no action. 

14. SOA Research and Education 

Dale Hall (Society of Actuaries) outlined some of the SOA research projects that are of interest to LATF 

(page 242 of the LATF Materials). Among those topics listed in the materials, Dale focused on: 

 A report on Insurance Regulatory Issues in the US that was recently released. The report 

includes discussion of predictive analysis, big data, and accelerated UW (see material for link to 

the report). 

 A mortality table for pension mortality. Pri-2012 is a mortality table for private pension 

mortality. This is of importance to life regulators in light of pension risk transfer to life insurance 

companies. The table shows that age, gender, collar type, and income level are significant 

indicators of mortality. Whether the plan is single or multi-employer is not as significant. The 

report on the table also shows the impact of the new table vs. the RP-2006 (a summary is 

shown in the slide deck shown in the materials). 
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 A report on an Accelerated UW survey is expected to be released at the end of October. 

 A preliminary report on Post-Level Term Mortality and Lapses is available on the SOA website. A 

final report is expected to be released by the end of September. 

LATF took no action. 

15. PBR Governance 

Donna Claire (chair of the Academy PBR Governance Task Force) discussed the Academy Life Practice 

Council (LPC) involvement in PBR (page 252 of the LATF Materials). This includes updates to the PBR 

resource page on the Academy website, which contains a PBR toolkit and links to documents and 

applicable materials. The links include a model governance checklist, PBR practice notes (including a 

model governance practice note), US qualification standards, and the Life PBR ASOP. She noted that the 

ASOP also applies to regulators that review PBR work. The link also can take the user to the NAIC to get 

the latest Valuation Manual. 

A practice note on PBR projections is coming soon and an update to the VM-20 practice note is being 

worked on. A one page PBR Sheet checklist of things to consider, developed by the Academy PBR 

Checklist Task Force, is also available. A group is developing a paper on ways to display PBR data, which 

is expected to be released later this year. 

Donna discussed the Life PBR Boot Camps, and noted that there will be a boot camp in December, 

concurrent with the NAIC Fall 2019 National Meeting in Austin. The focus will be on companies that will 

be implementing Life PBR (VM-20) in 2020 for the first time, and the regulators that will review that 

work. It will include a discussion of take-away items from reviews of submissions by the NAIC and 

regulators. 

Donna then asked if there are other things the Academy can do to assist with PBR. 

Mike Boerner (TX) expressed his thanks for the ability of the Academy to adjust the PBR boot camp 

content to suggested feedback. He noted there were question about changes to VM-21 and asked 

whether that will be included in future boot camps. Donna indicated that a summary of changes will be 

discussed, and that other webcasts may be developed to discuss details about the changes. 

LATF took no action. 

16. Academy Update on Professionalism 

Godfrey Perrott (member, Actuarial Board for Counseling and Discipline - ABCD), Kathy Riley (chair, 

Actuarial Standards Board - ASB), and Shawna Ackerman (President of the Academy) participated in this 

discussion. 

Godfrey referred to a survey sent to regulators on professionalism topics. One topic identified as an area 

for which respondents wanted more information is ABCD discipline. Godfrey referred to the Academy 

website, where public discipline is listed. This includes actuaries who have been expelled, suspended or 

disciplined by the Academy. The website includes links to the details of the cases. Godfrey reminded the 
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audience that the ABCD does not apply discipline. Rather, they recommend discipline and the US 

actuarial organization to which the subject actuary belongs decided what discipline to apply. 

Godfrey also mentioned that despite a near record number of Requests for Guidance (RFG) received by 

the ABCD, only 2 focused on life topics so far this year. He went into some details about the cases, and 

noted that one involved guidance on qualification standards, and the other involved a dispute between 

actuaries competing for a promotion. 

Kathy noted the following standards that impact life.  

 A new ASOP on Modeling is in its fourth exposure, and comments were due May 15. The ASB is 

hoping to finalize this ASOP by the end of the year; 

 A new ASOP on Setting Assumption is in its second exposure, and comments were due July 31; 

 A revision to ASOP No. 22, Statements of Opinion Based on Asset Adequacy Analysis by Actuaries 

for Life or Health Insurers, and comments were due June 1; 

 A revisions to ASOP No. 2, Nonguaranteed Elements for Life Insurance and Annuity Products, and 

comments were due July 15; and 

 Work has begun on revisions to ASOP No. 11, Financial Statement Treatment of Reinsurance 

Transactions Involving Life or Health. The ASB expects to see this exposed as early as September. 

LATF took no action. 

17. Other Matters 

Reggie Mazyck asked regulators and companies if they could provide information on company policies 

regarding the treatment of non-binary applicants for insurance. 
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Life RBC WG – August 3, 2019 

1. C-3 Phase II/AG43 Subgroup 

The discussion was the same as discuss at LATF. See above. 

It was also noted that LATF adopted AG VAED, which deals with the option for companies to early adopt 

of VM-21 for year-end 2019. See above for more detail. 

The WG adopted the Subgroup report. 

2. Longevity Risk Subgroup Update 

Part of the discussion was similar to the discussion at LATF. See above. 

Paul Navratil (chair of the Academy Longevity TF) presented a report on the Academy TF correlation 

recommendation. The TF is recommending a -33% correlation factor, which the TF believes would help 

achieve a 95th percentile outcome for the combined C-2 risk from longevity and mortality. Paul noted 

that if the objective is different than this, then the factor will need to be revisited. The -33% factor 

reflects a -65% correlation for trend risk and an independent relationship (0% correlation) for non-trend 

risks components. The TF also compared their results to other capital regimes, noting that Bermuda 

BSCR uses a -50% correlation, Canada LICAT uses a -25% correlation, and European Solvency II uses a       

-25% correlation. 

The TF noted concerns raised about the potential to have a result where adding longevity actually 

decreases the C-2 mortality RBC amount (because of the correlation factor). Paul suggested that if this is 

a concern, it can be addressed by putting in a floor C-2 amount, such as one that equals the greater of 

the standalone mortality and the standalone longevity amount. 

The report goes into detail about the development and the implications of the correlation 

recommendation.   

Subgroup chair Rhonda Ahrens (NE) noted that because it addresses mortality risk, the correlation 

recommendation in the Academy TF report goes beyond the Subgroup’s charge. The recommendation, 

therefore, needs to be reviewed and considered by the full NAIC WG. She noted that this may create a 

precedent; that is, it isn’t clear whether there are other RBC charges that deserve a correlation 

discussion. It was pointed out that this might be unique, given the relationship between longevity and 

mortality. These risks are more related than, say, C-2 and market risk. 

Tomasz Serbinowski (UT) asked whether using a correlation factor would encourage companies to take 

on more longevity risk to offset their mortality risk (or vice versa). He also asked whether WG members 

thought it was good thing if in fact it did encourage companies to take on more longevity risk. 

The WG agreed to continue discussion during the deliberation of the longevity factors. 

The WG took no action. 
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3. Update on Pending Items 

 Elimination of the Fraternal Annual Statement Blank and Combined Life and Fraternal RBC 

Beginning in 2019, there will no longer be a separate Fraternal blank. As a result, the Life RBC 

formula was updated to incorporate Fraternal business. This was adopted earlier in the year. 

 Proposal to Update RBC Charge for Unaffiliated Common Stock Supporting Long-Horizon 

Contractual Commitments 

There was a July 22 conference call, where a proposal from Allstate was discussed. 

The proposal is to lower equity C-1 charges for certain equity investments supporting specified 

long-term insurance products, such as immediate annuities and structured settlements. This 

would provide incentive for companies to use equity-oriented strategies for these products, 

which could benefit consumers. The theory is that over the long-run, stocks provide superior 

returns with lower risk than bonds. The proposal would require certain criteria to be met, such 

as having assets held for at least seven years to back illiquid annuity cash flows, limiting the 

reduced charge to products that are not subject to discretionary withdrawals (which could 

shorten the time horizon), having an effective strategy in place to mitigate short-term liquidity 

risk, and holding the assets in a separate, designated portfolio. The lower charge would be 

supported by an actuarial certification and a supporting memorandum. 

The proposal was exposed for 60 days, in order to get comments for further discussion. 

 Determine if Adjustment is Needed Due to Changes Made to the Life and Health Guaranty 

Association Model Act (#520) 

A memo to the WG on this topic is being drafted. 

 The following topics are considered future topics: 

 Determine if Adjustment is Needed to the Reinsurance Credit Risk in Light of Changes 

Related to Collateral and the Property/Casualty RBC Formula 

 Consider Operational Risk (E) Subgroup Referral 

 Consider Additional Changes Needed Due to Tax Reform 

4. Other Matters 

None. 
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