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

Brian Bayerle, ACLI – Modify Deterministic Exclusion Test (DET) for policies with sufficiently conservative additional reserves (such as for conversions) to not require a deterministic reserve
2.
Identify the document, including the date if the document is “released for comment,” and the location in the document where the amendment is proposed:

2019 Valuation Manual adopted September 10, 2018; VM-20 Section 6.B and VM-31 Section 3.C.10
3.
Show what changes are needed by providing a red-line version of the original verbiage with deletions and identify the verbiage to be deleted, inserted or changed by providing a red-line (turn on “track changes” in Word®) version of the verbiage. (You may do this through an attachment.)
See attached. 

4.
State the reason for the proposed amendment? (You may do this through an attachment.)
For group and individual term conversions, there is an expectation of additional mortality. Under the current VM, the NPR does not reflect this expectation; there will be a separate APF allowing for an additional reserve amount to reflect the additional mortality. This APF would allow such blocks to pass the DET given the level of conservativism of the additional reserve. Rather than requiring a deterministic reserve for such policies, the APF updates the DET to allow for a certification that the additional reserves held are reasonably greater than what would be held in the deterministic reserve were calculated.
Additionally, renamed the SET Certification to avoid confusion with the DET Certification, along with some miscellaneous cleanup.
* This form is not intended for minor corrections, such as formatting, grammar, cross–references or spelling. Those types of changes do not require action by the entire group and may be submitted via letter or email to the NAIC staff support person for the NAIC group where the document originated. 
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VM-20
Section 6: Stochastic and Deterministic Exclusion Tests
A.
Stochastic Exclusion Test (SET)
1.
Requirements to pass the SET:

a. Groups of policies pass the SET if one of the following is met:

i.
Stochastic Exclusion Ratio Test (SERT) - Annually and within 12 months before the valuation date the company demonstrates that the groups of policies pass the stochastic exclusion ratio test (SERT) defined in Section 6.A.2.

ii.
Stochastic Exclusion Demonstration Test - In the first year and at least once every three calendar years thereafter, the company provides a demonstration in the PBR Actuarial Report as specified in Section 6.A.3.

iii.
SET Certification Method - For groups of policies other than variable life or ULSG, in the first year and at least every third calendar year thereafter, the company provides a certification by a qualified actuary that the group of policies is not subject to material interest rate risk or asset return volatility risk (i.e., the risk on non-fixed-income investments having substantial volatility of returns, such as common stocks and real estate investments). The company shall provide the certification and documentation supporting the certification to the commissioner upon request.
B. Deterministic Exclusion Test (DET)

1.
Scope of Products

a.  A group of ULSG policies that does not meet the definition of a “non-material secondary guarantee” or a group of policies that is not excluded from the stochastic reserve requirement is deemed to not pass the DET deterministic reserve exclusion test, and the deterministic reserve must be computed for this group of policies.
b.  The DET may not be used for term insurance policies, and these policies may not be excluded from the deterministic reserve requirements of Section 4.

2.
Except as provided in Section 6.B.1, a group of policies passes the DET if one of the following is met:


a. Deterministic Net Premium Test - Tthe company demonstrates that the sum of the valuation net premiums for all future years for the group of policies, determined according to Section 6.B.5 below, is less than or equal to the sum of the corresponding guaranteed gross premiums for such policies. The test shall be performed on a direct or assumed basis.

b. DET Certification Method - For a group of policies where all policyholders have elected to convert to a product other than term life, variable life, indexed life, or ULSG with a material secondary guarantee, in the first year and at least every third calendar year thereafter the company shall provide a certification by a qualified actuary that, for each policy in the group of policies, the total reserve for the policy reflects the additional anticipated mortality associated with the conversion.

3.
A company may not group together policies of different contract types with significantly different risk profiles for purposes of the calculation in Section 6.B.2. 
VM-31

Section 3: PBR Actuarial Report Requirements

C. Life PBR Actuarial Report – This subsection establishes the PBR Actuarial Report requirements for individual life insurance policies subject to VM-20.

The company shall include in the Life PBR Actuarial Report and in any sub-report thereof:

10.
Exclusion Tests – The following information regarding the deterministic and stochastic exclusion tests, if calculated:

a.
Exclusion Test Policies – Identification and description of each group of policies using the deterministic and stochastic exclusion tests, including contract type and risk profile, and rationale for each grouping of policies.

b.
Type of SET – For each group of policies that the company elects to exclude from stochastic reserve requirements, the SET used (passing the SERT or stochastic exclusion demonstration test, or certification that the group of policies does not contain material interest, tail or asset risk).

c.
SERT – For groups of policies for which the SERT is used, the results of the 16 scenarios and the test ratio.

d.
Stochastic Exclusion Demonstration Test – For groups of policies for which the stochastic exclusion demonstration test is used, the rationale for using the demonstration test, identification of which acceptable demonstration method listed under VM-20 Section 6.A.3.b was applied or a statement that another method acceptable to the insurance commissioner was applied, and the details of the demonstration supporting the exclusion in the initial exclusion year and at least once every three calendar years subsequent to the initial exclusion year.

e.
SET Certification Method – For groups of policies for which the SET certification method is used, support for the certification including supporting analysis and tests.

f.
DET Deterministic Net Premium Test – For groups of policies for which the DET Deterministic Net Premium Test is performed, the results of the DET Deterministic Net Premium Test for each group of policies.
g.
DET Certification Method – For groups of policies for which the DET certification method is used, support for the certification including supporting analysis and tests.
Guidance Note: An example of a method a qualified actuary could use to support the actuarial certification includes, but is not limited to, holding a net single premium as an additional reserve for a converted policy.  
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