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� Planning for Exemptions from PBR for 2020
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� The Valuation Analysis (E) Working Group (VAWG) produced a public report 

of review findings which is found on their website at:
https://www.naic.org/documents/cmte_e_valuation_analysis_wg_2017_pbr_review_report.pdf

� NAIC Support and the California DOI (OPBR) reviewed all of the 23 PBR 

reports along with review input of other VAWG members and regulators with 

a domestic company who submitted a PBR report.

� While the PBR reports had good documentation on a number of areas the 

focus of the public report is on those areas that could be improved.

� Objectives of the public report include providing information to regulators to 

assist their review of PBR and to provide companies information to help in the 

preparation of future PBR reports and the VM-20 Reserves Supplement.
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Product 

Category

# of 

Cos

# of 

Policies

Face 

Amount 

(in 

millions)

Post-Reins 

Reported 

Reserve

($)

Avg. 

Policy 

Size     

($)

Avg. RV 

per  

Policy   

($)

Avg. RV 

per 

$1,000 

($)

Term 20 309,448 153,253 73,953,847 495,248 239 0.48

ULSG 6 7,388 4,297 140,879,000 581,588 19,069 32.79

Non-Par 

WL

3 17,906 270 592,000 15,074 33 2.19

Total 23* 334,742 157,820 215,424,847 471,468 644 1.37

* Some companies implemented PBR for several product categories
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� For Term insurance, the NPR was the highest reserve for 70% of the companies, 

and the DR was highest for the rest. 

� The Term DR was negative for a number of companies. 

� For ULSG products, the highest reserve was split between NPR, DR, and SR. 

� For both Term and UL, there was a wide range in the NPR and DR per $1,000 

across companies. 

� Reported reserves were higher post-reinsurance than pre-reinsurance for some 

companies, and in some cases, the highest reserve changed between reserve 

methods pre- and post-reinsurance (e.g. DR highest pre-reinsurance, NPR highest 

post-reinsurance) 

� Many companies showed negative DR as $0 or left the DR column blank. It is 

important to report the actual DR amount regardless of whether it is positive or 

negative. 
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� For some companies, the reserves in the Supplement did not match Exhibit 5. 

� The due and deferred premium asset appeared large or was not added to the DR 
correctly for some companies. Also, since the column is labeled “Deferred Premium 
Asset”, some companies reported only this amount. The Supplement was intended to 
capture both due and deferred premiums. 

� Many companies reported an unreasonably high number of policies in Part 2 of the 
Supplement, suggesting that there was some confusion on the requirements and/or 
typographical errors. Part 2 should be completed only for business issued on or after 
1/1/17 that would have been subject toVM-20 in the absence of the optional 3-year 
transition period. The high number of policies reported suggests that many companies 
completed Part 2 for most or all of their in-force business. 

� NAIC Resources have begun analyzing the reporting issues to identify annual 
statement cross-checks that can be put in place, as well as potential changes to the 
Supplement design and instructions to make reporting requirements clearer. Any 
recommendations will be submitted to the Life Actuarial (A) Task Force (LATF) and 
the Blanks (E) Working Group. 
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A. Organization and Communication:

� Although the reports followed the order of requirements provided in VM-31 the 

organization of information in a number of reports made it difficult to get a good 

understanding of certain topics as the information on a single topic was provided in 

multiple sections of the report.

� For example, to find all the modeling systems used, the reader sometimes needed to 

look in the Modeling Systems section, the asset section, and the appendices. Ideally, 

the modeling systems would all be listed in the Modeling Systems section.

� In some cases, final assumptions and key points weren’t obvious because 

communication was unclear. 

� For example, in the mortality section of the reports, Actual to Expected (A/E) ratios 

were often difficult to interpret since the expected basis used in the denominator was 

not defined. 
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B. Information Required by VM-31 but Not Provided:

Following are a few examples from Table 2 of the public report:

� A number of companies did not provide the materiality standard.  VM-31 requires 

companies to set a materiality standard and state what it is. 

� Most companies only provided a high level description of assumptions rather than a 

listing showing the actual assumptions. The expectation is for companies to provide a 

complete listing of anticipated experience assumptions, margins, and final prudent 

estimate assumptions, ideally in a spreadsheet. 

� Many PBR Actuarial Reports were not clear on the degree of rigor actually applied in 

validating models. Ideally, reports would contain tables showing numerical static and 

dynamic validation results, and include comments on these results. 

� Source of mortality data was missing for some reports when an alternative data source 

was used.  Also needed is how rates were graduated and smoothed.
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C. Additional Information Not Provided but Needed to Evaluate PBR 
Implementation:

Following are a few examples from Table 3 of the public report:
� The scope/volume of business subject to each underwriting approach (full, accelerated, 

simplified issue, guaranteed issue), and how the underwriting approach was reflected in 
the mortality assumptions and margins. 

� Date of most recent experience study for each major risk factor, and years of data 
included in the study.

� Details on the company’s credibility calculations using the Buhlmann or Limited 
Fluctuation Method. 

� Description and rationale for the approach taken to aggregate mortality experience.
� Documentation of testing to determine whether there were post level term profits. 

� Evidence that the lapse margin increases the reserve 
� Details on how the difference between pre- and post-reinsurance minimum reserves are 

allocated to policies .
� Details on assumed YRT reinsurance premium increases.

10



D. Other Methodology, Modeling, and Assumption Issues:  (a few examples)

� Materiality:  A number of companies set a materiality standard based on a 
percentage of total company reserves or surplus. Although the current VM-31 
language allows these as considerations, effectively it means that an item 
impacting PBR would not be considered material unless the dollar impact was 
much greater than the PBR reserve.  

� Many companies used simplifications, approximations, and modeling efficiency 
techniques to calculate reserves, without the required VM-20 Section 2.G support.

� For mortality, many companies reported very high credibility percentages, and 
seemed to be aggregating dissimilar experience, which may overstate credibility.  

� For some companies, mortality experience for simplified issue business was higher 
than the industry limited underwriting table, and they appeared to be grading down 
to better industry experience. Several companies did not provide the grading period 
or sufficient data period, or incorrectly referenced an old grading table which 
applied for valuations on 12/31/16 and prior. 

� Some companies capped exposure and claim amounts (e.g. capping a 5m claim at 
1m) when calculating credibility, which is not allowed since it can result in more 
favorable credibility percentages.  
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Section VII. VM-31 Reporting Considerations for Companies:

� Providing the information shown in Tables 2 and 3 of the public report and satisfying 

ASOP 41 will add length to the PBR Actuarial Reports. However, companies can 

minimize this and avoid an excessive amount of documentation by developing more 

efficient and effective approaches to convey information. The goal would be to provide 

information succinctly and clearly so that the reader does not have to make assumptions 

or ask questions.  Please see the list of examples in this section.

Next Steps:
The VAWG has developed a list of referrals for LATF consideration for any amendments to 

the Valuation Manual based on this review.  This list of referrals is expected to be discussed 

by LATF during the upcoming Fall NAIC meeting.
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A total of 41 Valuation Manual amendments were adopted for the 2019 VM 
during the NAIC 2018 Summer meeting and during a subsequent conference call 
of the NAIC Exec/Plenary on September 10th.  

A few of the more significant amendments (APFs) are as follows:

� APF 2018-01: Adoption of the 2017 Commissioners Standard Guaranteed 
Issue Mortality Tables (2017 CSGI) for reserves and nonforfeiture.  This 
amendment provides the 2017 CSGI must be used for guaranteed issue life 
contracts issued after 12/31/19 and may be used for issues during 2019.  Also 
provided is optional use of either the 2001 Commissioners’ Standard Ordinary 
(CSO) ultimate table or the 2017 CSO table for issues 1/1/17 through 
12/31/19.  This amendment also provides that guaranteed issued business is 
exempt from VM-20 and will follow the applicable requirements of VM-A & 
VM-C.
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� APF 2018-20: This amendment expands the scope of VM-22 (which provides 

valuation interest rates for income annuities) to include annuitizations, from 

non-variable host contracts issued during 2017, that commence after 12/31/18, 

or at the option of the company, that commence after 12/31/17.  A number of 

clarifications were also provided in response to questions.

� APF 2017-88: This amendment provides for the Net Premium Reserve (NPR) 

for ULSG business to be calculated using the secondary guarantee that 

produces the largest NPR.  Additional verbiage and a guidance note was added 

to clarify requirements.
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� APF 2017-66:  This APF amends the credit life insurance reserve standards in 

VM-26.  The amendment provides valuation requirements for the minimum 

standard mortality table for a single life, joint life first to die, and joint life last 

to die under individual policies or certificates issued to be effective 1/1/19 and 

later.  Assumptions for setting credit life claim reserves shall be based on the 

company’s experience to the level that is credible.

� APFs 2017-81 & 2018-19: Together these amendments address the experience 

reporting requirements in VM-50 and VM-51.  The mandatory experience 

reporting requirements will apply beginning 1/1/2020 and provide for the 

NAIC to be the Experience Reporting Agent.
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Requirements in progress or expected to be worked on for the 2020 Valuation Manual 
include those related to the following:

PBR mortality aggregation: This includes address of what mortality experience can 
be aggregated for the PBR credibility percentage and determination of the sufficient 
data period.  Several exposures of APF 2018-17 have occurred to date to address 
where a current exposure will be discussed at the Fall 2018 LATF meeting.

YRT Reinsurance Issue:  The issue relayed in a 11/3/17 American Academy of 
Actuaries’ letter says “Current VM-20 guidance on the determination of future 
nonguaranteed YRT reinsurance premium rates for use in modeling the deterministic 
reserve (DR) and the stochastic reserve (SR) may result in inconsistent results among 
companies and, potentially, significant reserve differences.”  Several approaches to 
address were provided in this letter.  LATF will continue discussions at the fall 
meeting to determine any direction for an amendment to address.
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Reinsurance Allocation Issue: The American Academy of Actuaries’ Reinsurance 
Work Group began a discussion during a LATF call this summer to call attention 
to issues in allocating the PBR reserve when the DR or SR is the highest reserve 
and reinsurance is involved.  The Academy plans to provide materials at the fall 
LATF meeting to explain this issue along with examples.  This could lead to an 
exposure of these materials and subsequent calls to address with an amendment.

Simplified Issue:  Address of appropriate reserve requirements is needed for the 
2020 Valuation Manual.  There is not time to have an experience study and 
development for a simplified issue mortality table to make the timing for the 
2020 Valuation Manual.  However, there are thoughts for an approach in the 
interim that will be presented at the fall LATF meeting.  There is also the 
potential for an amendment to reflect this approach that could be exposed at that 
time. 
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Variable Annuity Framework: Since the adoption this past July of framework 
recommendations by the NAIC Financial Condition (E) Committee the 
C3P2/AG43 (E/A) Subgroup has been working with two drafting groups and 
calls of the subgroup to provide the details in amendments to the Valuation 
Manual and to capital requirements.  The objective is for NAIC adoption of these 
amendments to be effective for 1/1/2020.  A consideration for these amendments 
is to allow early implementation starting for year-end 2019. 

Reserve Requirements for Riders & Supplemental Benefits: An amendment 
adopted by LATF (APF 2017-70) provides more clarity in Section II of the 
Valuation Manual for the reserve treatment of riders and supplemental benefits.  
This amendment will be considered for subsequent NAIC adoption to be effective 
for the 2020 Valuation Manual.  The NAIC is working to post LATF adopted 
amendments, which have not completed full NAIC adoption, to the industry tab 
of the NAIC website.
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Life PBR Exemption: An amendment adopted by LATF (APF 2018-08) included 

a significant change which eliminated the RBC requirement.  This amendment 

will be considered for subsequent NAIC adoption to be effective in time for the 

2020 Valuation Manual.  The year 2020 is the first year where the Life PBR 

Exemption would be needed by companies who would like business subject to 

VM-20 to be exempted.
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� Product Exemptions

� Life PBR Exemption - Section II of the Valuation Manual

� Texas Single State Exemption

� Single state companies may be exempted from PBR

� Reminder that single state companies may also be exempted 

from asset adequacy analysis.
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� Texas Insurance Code (TIC) §425.077 provides for a single 
state exemption from principle-based reserves.  Texas 
Administrative Code (TAC) §3.9902 provides details for 
this and also provides for a single state exemption from 
asset adequacy analysis in the actuarial opinion.

� A single state company is a domestic company that is 
licensed and doing business only in this state. A domestic 
company is doing business only in this state if the 
company does not have direct or assumed risks for policies 
issued outside of this state. 

� TAC §3.9902 provides the requirements to file for either 
exemption and also provides how the commissioner may 
subsequently revoke an exemption.
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QUESTIONS?

22


