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 PBR Statistics
 Valuation Analysis (E) WG (VAWG) Valuation Manual (VM) amendments (APFs) for LATF
 Status of other APFs and other topics including discussion of:

 Aggregation of Mortality Experience for PBR
 PBR Material Risks
 Mortality Worse Than Industry Table
 Allocation of Life PBR Reserve
 PBR Yearly Renewable Term (YRT) Reinsurance Issue
 Life PBR Exemption
 VM-22 Subgroup
 Guaranteed Issue Mortality Table
 IUL Illustration Subgroup
 Variable Annuity Framework
 Economic Scenario Generator (ESG)
 Experience Reporting
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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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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 32 1,791,077 410,934 164,914,000 229,434 92 0.40

ULSG 9 600,675 25,849 692,745,000 43,033 1,153 26.80

All 
Other

9 683,953 12,288 46,746,000 17,966 68 3.80

Total 37* 3,075,705 449,072 904,405,000 146,006 294 2.01

* Some companies implemented PBR for several product categories
^ Understated, several 2018 adopters did not provide face amount and policy count
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Product 
Group

Face Amount 
(in millions)

Post-Reins Reported 
Reserve (in thousands)

2017 2018 2017 2018

Term 153,253 318,349 73,954 122,683 

ULSG 4,297 19,446 140,879 621,005 

Whole Life 270 5,382 592 19,922 

Total 157,820 343,177 215,425 763,610 
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Product 
Group

Number of 
Companies

Number of 
Policies^

Face Amount 
(in millions)^

Post-Reins Reported 
Reserve (in thousands)

Term 12 742,356 92,585 42,231 

ULSG 3 576,161 6,403 71,740 

All Other 3 342,788 6,907 26,824 

Total 14* 1,661,305 105,895 140,795 

* Some companies implemented PBR for several product categories
^ Understated, several 2018 adopters did not provide face amount and policy count
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Based on 2018 Direct & Assumed Premium

State of 
Domicile

Estimated Number of Companies 
Subject to PBR in 2020

New York 38

Texas 17

Vermont 16

Nebraska 14

Delaware 13

Ohio 13

Iowa 12

Connecticut 10

Illinois 10

Indiana 9

Massachusetts 9

Other states 160

TOTAL 226



 LATF previously requested NAIC support and the California Office of PBR to 
provide APFs for LATF consideration related to the 10/24/18 VAWG report, 
which contained 36 recommendations.  The VAWG report and these 
recommendations were based on findings in the VAWG review of all of the 
2017 PBR reports.

 The majority of these recommendations related to additional disclosure 
information needed in the confidential VM-31 PBR report to assist regulator 
review.  Some of these recommendations called for additional clarity needed 
in VM-20.

 VAWG converted these recommendations into APFs and submitted to LATF for 
consideration. 

 Currently all VAWG APFs to LATF have been either adopted or exposed for 
comment.
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 LATF previously adopted APF 2018-17, which is on the Industry tab of the NAIC 
website.  

 The APF provides greater clarity regarding the use of aggregate mortality experience 
for a group of mortality segments and the determination of the mortality rates for 
each of the individual mortality segments.

 The APF also provides clarity for the same or similar underwriting processes involved, 
including use of experience where accelerated underwriting may be involved.  Such 
use would require support such as back-testing with fully underwritten business.

 Since the APF was adopted the California Office of PBR and NAIC support have been 
developing examples to be put on the Industry tab of the NAIC website. These 
examples are expected to be completed prior to the Summer NAIC meeting. An email 
will be sent to interested parties when these examples are available on the NAIC 
website.

 The APF will be considered for NAIC Exec/Plenary adoption at the Summer NAIC 
meeting.
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 APF 2019-52 was adopted last week on the 5/30/19 LATF call.  This APF supports 
VAWG recommendation #5 and clarifies what material risks are in PBR.

 APF 2019-52 provides a significant edit in VM-20 Section 2H as follows: 

“The company shall establish for the DR and SR, a standard containing the criteria
for determining whether an assumption, risk factor or other element of the
principle-based valuation has a material impact on the relative size of the reserve.
This standard shall be applied when identifying material risks. Such a standard
shall also apply to the NPR with respect to VM-20, Section 2.G..”

 A Guidance Note is provided for the Section 2H edit above which is shown on the 
next slide.
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Guidance Note: For example, the standard may be expressed as an impact of more than 
X dollars or Y% of the reserve, whichever is greater, where X and Y are chosen in a 
manner that is meant to stand the test of time and not need periodic revision.  

The standard is based on the impact relative to the size of the NPR, DR, and SR as 
opposed to the impact relative to the overall financial statement (e.g. total company 
reserves or surplus).  Reviewing items that may lead to a material misstatement of the 
financial statement in the current year is appropriate in its own context, but it is not 
appropriate for identifying material risks for PBR, which itself is an emerging risk.  

Note that the criteria apply to the NPR, DR, and SR, and not just the final reported 
reserve.  For example, if the DR is less than the NPR, the criteria still apply to the DR. 
The standard also applies to exclusion tests, as they are an element of the principle-based 
valuation.
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 APF 2019-45 was adopted on the LATF call last week to address the situation 
when the mortality for a mortality segment is greater than that for the industry 
table that it will grade to for PBR.  Essentially without adjustment you can 
have a situation where the mortality segment would grade down to the 
industry table versus the intended route of grading up.  

 The APF provided two options where only one would be considered for 
adoption.  Each provided that the industry table will be adjusted to a higher 
mortality level.  The difference in the options is one would focus on each 
mortality segment and its industry table whereas the other aggregates 
mortality segments that use the same industry table. 

 LATF adopted the more granular option to adjust the industry table for each 
mortality segment that has this concern as opposed to the more aggregate 
level of adjustment that could result in some mortality segments reducing or 
eliminating the adjustment for other mortality segments.
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 APF 2019-32 was adopted on the LATF 5/9/19 call.
 This APF provides for companies to use best efforts to allocate the 

Deterministic Reserve (DR) or Stochastic Reserve (SR) excess over the NPR 
(with appropriate adjustment for due and deferred premiums) to policies 
which generated this excess. For policies that were not required to calculate 
the DR or SR, the allocated reserve per policy would just be the NPR versus 
the current allocation methodology that could allocate a DR or SR excess to 
those policies. 

 Edits made by this APF are to the current allocation requirement found in 
VM-20, Section 2C.

 It is believed that this APF may also help with concerns previously raised by 
the Academy Reinsurance Work Group regarding allocations relating to 
reinsurance that were distorted due to the current requirement to allocate per 
policy only on the basis of the NPR.
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 This issue was raised in the 11/3/17 report to LATF provided by the Life 
Reinsurance Work Group (LRWG) of the American Academy of Actuaries 
(Academy).

 Concerns revolve around differences in interpretations of current guidance 
that may lead to materially different approaches and results in projecting 
future YRT premium rates. This was also noted in reviews of 2017 PBR 
reports.  The range of such approaches can result in less than a ½ cx credit to 
well beyond a ½ cx credit.  Documentation in the confidential PBR report is 
improving to discuss what was done to support assumptions and results but 
in many cases more is needed.  Regulators of course can review and 
challenge assumptions as appropriate but an APF to address the concern will 
help with the expected volume of PBR reports beginning in 2020.

 Since this issue was raised there have been a number of APF exposures to 
address the concern.  These APFs range from a simple ½ cx type of 
recommendation just for the interim to more complex approaches.
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 Entering into this discussion have been comments that current accounting 
requirements may override any PBR calculated reserve credit greater than ½ cx or 
may disallow any reserve credit in certain cases due to the PBR reinsurance 
calculations.  NAIC support for the Statutory Accounting Principles (E) Working 
Group (SAPWG) is currently involved in these discussions and the review of 
SSAP 61R and A-791 as found in the NAIC Accounting Practices and Procedures 
Manual (APPM).

 In LATF calls to date both the American Academy of Actuaries and the ACLI 
have recommended testing of results for promising proposals that could result in a 
permanent solution that could be implemented in the Valuation Manual as soon as 
possible.  Initial small group discussions have begun with the Academy, ACLI, 
and regulators to determine how to coordinate this testing, available resources, 
and other considerations such as confidentiality of sensitive information.

 Discussions will continue on the 6/20/19 LATF call where there is a potential to 
adopt one of the APFs as an interim for 2020 prior to the development of a 
permanent solution.  This includes the possibility of adopting as an interim APF 
2019-39 which would limit the reinsurance credit to no more than ½ cx.
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 This exemption is found in Section II of the VM.
 An amendment (APF 2018-08) was previously adopted by LATF for the 2020 VM and 

is provided under the Industry tab on the NAIC website. This APF removed the 450% 
RBC requirements and made a few other adjustments.

 APF 2019-31 has had a couple of exposures where, if adopted, would provide further 
amendments to APF 2018-08.  Such amendments would remove the requirements for 
an unqualified actuary opinion and allow the domiciliary commissioner an option to 
reject a portion of the requested exemption as opposed to rejecting all of the requested 
exemption.  Some additional streamlining is also provided such as removing the 
certification that no ULSG with a material secondary guarantee will be written or 
assumed the rest of the year.  Instead, this is simplified by requiring that ULSG with a 
material secondary guarantee is not allowed to be included in an exemption request.

 Texas will be sending communication to all of its life domestics that gives information 
on the submission of a Life PBR Exemption for 2020 which will include when to 
submit, who to send this to, and the information needed for the submission.  
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 John Robinson (MN DOI) chairs the VM-22 Subgroup and provided a report 
at the Spring LATF meeting that included reports from the two Academy 
groups supporting the work of the subgroup.

 John Miller (Academy Annuity Reserve Work Group—ARWG) provided an 
ARWG update on their work on non-variable annuities in the accumulation 
period. Work to date includes a modeled reserve with an optional three-year 
transition period and exclusion tests for products where a modeled reserve is 
not necessary. The methodology will include any revisions to the valuation 
interest rates. Projected timing is to cover business issued in 2022 and later.

 Chris Conrad (Academy SVL Interest Rate Modernization Work Group—
IRMWG) reported that the IRMWG is reviewing the application of VM-22 
for non-level payout annuities to determine any changes or guidance needed, 
which includes benchmarking with AG IX-b.
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 The 2017 Commissioners Standard Guaranteed Issue (CSGI) mortality table 
was adopted last year by LATF and is required in the 2019 VM to be the only 
option for reserves and nonforfeiture for issues beginning in 2020. 

 Recently a few companies raised concerns over the increased level of reserves 
produced by the 2017 CSGI table versus the current option to use the 2001 
Commissioners Standard Ordinary (CSO) ultimate mortality table.

 Rhonda Ahrens, NE DOI, discussed this issue at the LATF Spring meeting 
where she provided APF 2019-38.  This APF which would continue use of the 
2001 CSO ultimate mortality table for issues after this year until a better 
solution is provided.  In discussions subsequent to the spring meeting more 
information was provided by ACLI and the AAA/SOA Joint Committee 
which included levels of deficiency reserves for several years believed to be 
inappropriately too high for a number of companies.

 LATF adopted APF 2019-38 on its 5/30/19 call.  Rhonda Ahrens will lead an 
effort to develop a better solution for guaranteed issue business.
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At the Spring LATF meeting the IUL Illustration Subgroup, chaired by Fred Andersen 
(MN), continued their work in response to concerns that use of index rate multipliers 
may be creating returns in illustrations contrary to AG49.  The subgroup has a charge 
from the Life Insurance (A) Committee to review this issue and determine whether 
AG49 is working as intended and determine any appropriate changes to AG49 to 
address.
To assist in this effort Fred’s subgroup exposed 8 questions, listed below, and 
discussed comments at the spring meeting.  
1. How should products with different attributes be illustrated to demonstrate the 
differences in product features, potential returns, and downside risk?
2. Should a higher-risk / higher-reward IUL product be illustrated with higher 
credited rates than a vanilla IUL product would be?
2a. If “yes,” how should the downside of the product be communicated with 
applicants? One example is a side-by-side alternate scale showing lower returns for 
the higher-risk product than would be shown for a “regular” IUL product. Another 
example is a separate demonstration of how returns could develop in an adverse 
scenario (potentially impacted by the sequence of returns).

19



3. In 2015, there was a decision by the subgroup to not have a hard ceiling on the 
credited rate, e.g., no rate above 6.75%. Should that decision be revisited?
4. Is the interaction of the loan charges and loan credits being illustrated as expected?
5. Are there known concerns regarding illustration of volatility-controlled funds?
6. Is there a concern that extreme variations of the index credit multiplier could lead 
to a risk-return profile similar to that of variable life even though return-of-premium 
(net charges and withdrawals) remains a floor? If so, is that something our subgroup, 
focused on illustrations, would address?
7. Should it be recommended that LATF address the issue of whether assumptions 
underlying IUL illustrations should be consistent with assumptions underlying PBR 
and asset-adequacy testing?
8. Are there issues relevant to IUL that are part of a broader concern related to non-
IUL life illustrations, where engagement with A Committee may be necessary?
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During its call on 5/28/19 the IUL Illustration Subgroup exposed for 
comment options to consider regarding its charge.  Comments are due by 
6/28/19 on four of the options (13 thru 16) where comments on other items 
will be sought at a later date.  Options/items 13 thru 16 are described below:  

Item #13 proposes to clarify AG 49 to ensure bonuses and multipliers are 
included as aspects of the disciplined current scale 145% test that are 
constrained. 

Item #14 proposes to generally limit the use of variable / index loans; for 
example, including all policy credits in the 100 bp limitation calculation 
specified in AG49, and not being allowed to illustrate at rates greater than 
fixed loan rates. Another potential aspect of this proposal is disallowing 
illustrating variable / index loans that are included as policy features, 
similar to the way certain index accounts are treated under AG49.
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Item #15 proposes to have consistent treatment of various IUL 
product types in terms of illustrations and disciplined current scale 
testing. Current practice by some insurers is that bonuses and 
multipliers are applied after the AG 49 crediting rate and thus not 
subject to its limitations, whereas if the same implicit or explicit 
charges were used to fund higher cap rates and participation rates, 
they would be subject to AG 49’s limitations. 

Item #16 proposes to apply AG 49 constraints to all factors leading 
to higher accumulated values and not just to the credited rate factor. 
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 Due to issues with VA reserve, capital, and accounting requirements leading 
to formation of a number of captives the NAIC initiated a multi-year effort 
with regulators, interested parties, and a consultant (Oliver Wyman) to 
address with an updated VA Framework. 

 Although an updated VA Framework was adopted by the NAIC last summer 
significant work was still needed to develop the details in requirements to 
reflect this framework.  Those details were developed in many drafting group 
calls since the adoption of the framework leading to exposures by LATF for 
the reserve requirements and the Life RBC WG for the capital requirements.  
SAPWG also developed the related accounting requirements.

 Final adoption of the VA Framework is expected by the NAIC at the summer 
national meeting.  These requirements begin in 2020 but also allow 
companies an option to early elect and apply these requirements for year-end 
2019.

23



 An informal group of regulators (ESG Informal Group) has been working 
with NAIC support to discuss and consider a recommendation for the NAIC 
to begin the process for a replacement of the current ESG for reserve and 
capital purposes.

 This effort is due to a number of improvements and needed maintenance 
on the current ESG with the understanding that the Academy’s Life Practice 
Council believes resources would be better managed by other stakeholders.

 After a number of calls and an in-person meeting, the ESG Informal Group 
has agreed on a recommendation to begin the process to either update or 
replace the current ESG.

 Additional information for this process is being gathered prior to discussions 
with LATF and the Life RBC WG.  
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 The 2019 Valuation Manual contains updated experience reporting 
requirements in VM-50 & VM-51 which begin on 1/1/20.

 These requirements call for the NAIC to be the Experience Reporting Agent 
and provide for contracting with a number of states to achieve a target level 
of industry experience.

 Training for companies to submit experience is expected to begin in June or  
July. This training will occur online and on demand via a link.

 The data call will occur during the 2nd quarter of 2020, and submissions are 
due 9/30/20. Corrections of submissions are due 12/31/20.

 NAIC is to send aggregated data to the Society of Actuaries by May 2021.
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Thank You!
Mike Boerner, ASA,MAAA, Actuarial Office Director

Financial Regulation Division
Texas Department of Insurance

512-676-6846
Mike.boerner@tdi.texas.gov
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