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1. Identify yourself, your affiliation and a very brief description (title) of the issue. 
This APF was jointly prepared by the Office of Principle-Based Reserving, California Department of Insurance, and NAIC Support Staff. 

This APF addresses recommendations #3 and #4 from VAWG’s 10/24/2018 memo regarding PBR Recommendations and Referrals to LATF.    


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:

Valuation Manual (January 1, 2019 edition), VM-31 Section 3.B with redlined changes from APF 2019-28, with additional redlined changes for this APF.

Notes:
This APF changes VM-31 Section 3.B in APF 2019-28, so these APFs should be reviewed together.
If APF 2018-55 is adopted, “VM-20 product group” will change to “VM-20 Reserving Category”.

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.)

Please see the attached Appendix for red-lined verbiage.  Note that this APF also includes a template.

Section VII of the VAWG paper entitled 2017 Principle-Based Reserves (PBR) Review Report noted potential ways to convey information more efficiently and effectively, including the use of tables or spreadsheets as appropriate.  To support this effort, four templates are under development.

The intent is that all four templates would be contained in a single spreadsheet that companies would download from the NAIC website and provide as part of their PBR Actuarial Report.

This APF includes two spreadsheets:
PBR Actuarial Report Templates (Templates A and B).xlsx
Sample PBR Actuarial Report Templates (Templates A and B).xlsx

The first spreadsheet will eventually contain all four PBR Actuarial Report templates along with instructions on how to complete them.  Templates A and B are included in the spreadsheet for this APF.

The second spreadsheet will eventually contain the same four templates filled out with sample data illustrating how they would look when completed.  For this APF, examples for Templates A and B are included in the spreadsheet.

4. State the reason for the proposed amendment? (You may do this through an attachment.)

Please see the attached Appendix.



.

NAIC Staff Comments:
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Appendix 
ISSUE: 
The following VAWG Recommendations were made to address issues found during the review of the 2017 PBR Actuarial Reports:
· VAWG #3:  Provide a breakdown of modeled business by direct and assumed, target market, distribution channel, and product features
· VAWG #4:  Describe 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.
SECTIONS:
VM-31, Section 3.B
REDLINE:

VM-31 Section 3.B
2.	Groups of Policies and/or Contracts – A description listing of the groups of policies subject tovalued under VM-20 and/or contracts subject tovalued under VM-21 and the groups of policies or contracts covered by each sub-report.
3.	Policies – A summary of the base policies within each VM-20 product group, using PBR Actuarial Report Templates A and B located on the NAIC website (link to be determined). Include the items below and any other information necessary to fully describe the company’s distribution of business.
a. 	For direct business, use PBR Actuarial Report Template A to provide descriptions of each base policy product type and underwriting process (including a description of the process, the time period in which it was used, and the level of any additional margin), with a breakdown of policy count and face amount by base policy product type and underwriting process.  Also include the target market, primary distribution system, and key product features that impact risk.
b. 	For assumed business, use PBR Actuarial Report Template B to provide information on the type of reinsurance, the base policy product type, and the assuming company’s underwriting process (including a description of the process, whether the assuming company used an underwriting process separate and distinct from the ceding company, and the level of any additional margin), with a breakdown of the assumed policy count and face amount by type of reinsurance, base policy product type, and underwriting process.
4.	Contracts – A description of the contracts valued under VM-21, including descriptions of the target market, primary distribution system, and key product features that impact risk, such as death benefit guarantees, living benefit guarantees, or any other guarantees.

[Subsequent paragraphs re-numbered.]

PBR Actuarial Report Templates and Examples


                   

REASONING:
This information will help regulators to evaluate mortality assumptions and margins, as well as aggregation of mortality experience.
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PBR Actuarial Report Templates (Templates A and B).xlsx
Confidentiality

		The templates contained in this spreadsheet are part of the company's PBR Actuarial Report.  The PBR Actuarial Report is considered to be confidential information under Section 14A of the Standard Valuation Law (Model #820), and may only be disclosed by a commissioner pursuant to Section 14B of Model #820.  





General Instructions

				General Instructions for Completing PBR Actuarial Report Templates

		1)		Instructions for each template are provided in this workbook.  The workbook "Sample PBR Actuarial Report Templates.xlsx" located on www.naic.org (full link to be provided) contains examples illustrating how each template should be completed.  Please review all instructions and samples.  Then complete the templates in this workbook.



		2)		Fields that must be completed are shaded in blue.



		3)		Use as many rows as needed.  However, do not add, remove, or move columns.



		4)		Use the Comments column in each template if further explanation is needed.



		5)		This completed workbook is part of the company's PBR Actuarial Report.  Although this workbook is formatted for printing, templates must be provided in Excel format.



















Dropdown Boxes

		VM-20 Product Group

		Term

		ULSG

		All Other

		

		Direct Underwriting Process				Assumed Underwriting Process

		Full Underwriting				Full Underwriting

		Accelerated Underwriting				Accelerated Underwriting

		Simplified Issue				Simplified Issue

		None				Facultative Underwriting

		Other				None

						Other

		Risk Factors				

		Mortality

		Lapses

		Acquisition Expenses

		Maintenance Expenses

		Partial Withdrawals

		Loans

		Term Conversion

		Premium Persistency

		Inflation

		Morbidity

		Other

		

		Distribution Channel

		Independent

		Career

		Direct Marketing

		Other

		Binary

		Yes

		No

		Type of Reinsurance

		CAT

		CO

		COFW

		COMB

		COMBW

		MCO

		MCOFW

		YRT

		YRTFW

		OTH

		





Instructions Template A

				Instructions for Completing PBR Actuarial Report Template A

				Distribution of Direct Life Insurance Business



				Use this template to summarize information on direct life insurance business subject to VM-20. Complete a separate row for each unique combination of entries in Columns 1 - 6.



		Column		Instructions

		1		VM-20 Product Group

				Select the appropriate VM-20 Product Group from the drop-down menu.



		2		Base Policy Product Type

				Provide a description of the base policy product type.



		3		Underwriting Process

				Select the applicable underwriting process from the drop-down menu. The available choices are Full Underwriting, Accelerated Underwriting, Simplified Issue, None, and Other. If a single product is subject to multiple underwriting processes, use a separate line for each underwriting process and complete every column for all lines used.

"Underwriting process" has the meaning given in VM-20 Section 9.C.2.d.i which states that:
For directly-written policies, “underwriting processes” means the processes by which the direct-writing company determines which risks to accept and to which risk class each policy is assigned, including any impacts on these determinations due to distribution systems and target markets.

				

		4		Description of Underwriting Process

				Provide details on the underwriting process. The details could include, but are not limited to: information collected from applications, applicable age ranges, face amount thresholds, whether a predictive model is used, and fluids collected.    If the underwriting process is accelerated underwriting, provide a high level description in the template and further details in the PBR Actuarial Report.



		5		Underwriting Process Era - Start

				List the date the underwriting process was first used. This date may be prior to 1/1/17. If the response in Column 3 is "None", leave this column blank.



		6		Underwriting Process Era - End

				List the final date the underwriting process was used. Enter "Current" if the underwriting process is currently being used. If the response in Column 3 is "None", leave this column blank.



		7		Additional Margin

				Describe any additional margin applied to the mortality risk factor in excess of the prescribed margin for the respective underwriting process. Type "N/A" if there is no additional margin.



		8		Policy Count

				Provide the number of base policies subject to VM-20 in force as of the valuation date. The data validation in the column will only accept whole numbers greater than zero.



		9		Total Face Amount (in thousands)

				Provide the total face amount for base policies subject to VM-20 in force as of the valuation date. The data validation in the column will only accept whole numbers greater than zero.



		10		Product Features

				Provide a listing of the key product features that impact risk. Separate each product feature using a comma followed by a space character.



		11		Target Market

				Provide descriptive information on the target market for the base policy product type.



		12		Primary Distribution System

				Use the drop-down menu to select the primary distribution system by face amount share for the base policy product type. The choices are listed below, and the definitions of each distribution system can be found within the 2019 GRET Recommendation (https://www.soa.org/resources/research-reports/2018/2019-gret-recommendation/). When "Other" is selected as the primary distribution system, add descriptive information for the distribution system in the Comments column.

Independent
Career
Direct Marketing
Other



		13		Comments

				Use this column if further explanation is needed.







Template A





		PBR Actuarial Report Template A

		Distribution of Direct Life Insurance Business



		Company Name:

		NAIC Company Code:

		Valuation Year:



		TOTAL														- 0		- 0



										Underwriting Process Era

		1		2		3		4		5		6		7		8		9		10		11		12		13

		VM-20 Product Group		Base Policy Product Type		Underwriting Process		Description of Underwriting Process		Start		End		Additional margin		Policy Count		Total Face Amount 
(in thousands)		Product Features		Target Market		Primary Distribution System		Comments





Instructions Template B

				Instructions for Completing PBR Actuarial Report Template B

				Distribution of Assumed Life Insurance Business



				Use this template to summarize information on assumed life insurance business subject to VM-20. Complete a separate row for each unique combination of entries in Columns 1 - 6.



		Column		Instructions

		1		VM-20 Product Group

				Select the appropriate VM-20 Product Group from the drop-down menu. The choice of VM-20 Product Group should align with the assuming company's valuation methodology for the assumed policies.



		2		Type of Reinsurance

				Select the code that best identifies the type of reinsurance.  These are the same codes found for Schedule S in the NAIC Quarterly and Annual Statement Instructions for Life, Accident & Health.  If "OTH" is selected, provide a description in the Comments column.



				CAT = Catastrophe

				CO = Coinsurance

				COFW = Coinsurance with funds withheld

				COMB = Combination coinsurance/modified coinsurance

				COMBW = Combination coinsurance/modified coinsurance with funds withheld

				MCO = Modified coinsurance

				MCOFW = Modified coinsurance with funds withheld

				YRT = Yearly renewable term

				YRTFW = Yearly renewable term with funds withheld

				OTH = Other reinsurance



		3		Base Policy Product Type

				Provide a description of the base policy product type covered by the Type of Reinsurance shown in column 2.



		4		Separate and Distinct Underwriting Process

				Select "Yes" from the drop-down menu if the assuming company uses a separate and distinct underwriting process from that of the ceding company. Select "No" if the assuming company depends on the ceding company's underwriting decision.



		5		Underwriting Process

				Select the applicable underwriting process from the drop-down menu. The available choices are Full Underwriting, Accelerated Underwriting, Simplified Issue, Facultative Underwriting, None, and Other. If a single product is subject to multiple underwriting processes, use a separate line for each underwriting process and complete every column for all lines used.

"Underwriting process" has the same meaning given in VM-20 Section 9.C.2.d.ii which states that:
For assumed policies, “underwriting processes” means the processes by which the assuming company determines which risks to accept and to which risk class each policy is assigned, when such processes are separate and distinct from the underwriting processes used by the direct-writing company.  For an assuming company that depends upon the direct-writing company’s underwriting processes, “underwriting processes” means the direct-writing company’s underwriting processes.



		6		Description of Underwriting Process

				Provide details on the underwriting process. The details could include, but are not limited to: information collected from applications, applicable age ranges, face amount thresholds, whether a predictive model is used, and fluids collected.  If the underwriting process is accelerated underwriting, provide a high level description in the template and further details in the PBR Actuarial Report.



		7		Additional Margin

				Describe any additional margin applied to the mortality risk factor in excess of the prescribed margin for the respective underwriting process. Type "N/A" if there is no additional margin.



		8		Total Assumed Face Amount (in thousands)

				Provide the total face amount for assumed base policies subject to VM-20 in force as of the valuation date. The data validation in the column will only accept whole numbers greater than zero.



		9		Comments

				Use this column if further explanation is needed.







Template B





		PBR Actuarial Report Template B

		Distribution of Assumed Life Insurance Business



		Company Name:

		NAIC Company Code:

		Valuation Year:



		TOTAL														- 0





		1		2		3		4		5		6		7		8		9

		VM-20 Product Group		Type of Reinsurance		Base Policy Product Type		Separate and Distinct Underwriting Process		Underwriting Process		Description of Underwriting Process		Additional Margin		Total Assumed Face Amount 
(in thousands)		Comments
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Sample PBR Actuarial Report Templates (Templates A and B).xlsx
Notes

		PBR Actuarial Report Sample Templates



		***NOTE***

		This workbook contains examples illustrating how each PBR Actuarial Report template should be completed.



		To complete the templates for your company, use "PBR Actuarial Report Templates.xlsx" located at www.naic.org (full link to be determined).  Instructions are provided in that workbook.



















































Dropdown Boxes

		VM-20 Product Group

		Term

		ULSG

		All Other

		

		Direct Underwriting Process				Assumed Underwriting Process

		Simplified Issue				Full Underwriting

		Accelerated Underwriting				Accelerated Underwriting

		Full Underwriting				Simplified Issue

		None				Facultative Underwriting

		Other				None

						Other

		Risk Factors				

		Mortality

		Lapses

		Acquisition Expenses

		Maintenance Expenses

		Partial Withdrawals

		Loans

		Term Conversion

		Premium Persistency

		Inflation

		Morbidity

		Other

		

		Distribution Channel

		Independent

		Career

		Direct Marketing

		Other

		

		Binary

		Yes

		No

		Type of Reinsurance

		CAT

		CO

		COFW

		COMB

		COMBW

		MCO

		MCOFW

		YRT

		YRTFW

		OTH

		





Template A





		PBR Actuarial Report Template A

		Distribution of Direct Life Insurance Business



		Company Name:		ABC Life Insurance Company

		NAIC Company Code:		12345

		Valuation Year:		2019



		TOTAL														115,000		50,800,000



										Underwriting Process Era

		1		2		3		4		5		6		7		8		9		10		11		12		13

		VM-20 Product Group		Base Policy Product Type		Underwriting Process		Description of Underwriting Process		Start		End		Additional margin		Policy Count		Total Face Amount 
(in thousands)		Product Features		Target Market		Primary Distribution System		Comments

		Term		ART to age 95		Simplified Issue		Short form application using 3 Yes/No Questions; Issue age < 60; Face Amount <$100,000		6/30/98		Current		N/A		25,000		1,200,000		Convertible to age 65		Low to Middle Income		Direct Marketing

		Term		ART to age 95		Full Underwriting		Long form application; Fluids, Physician Report, and Prescription Profile are ordered according to a requirements chart varying by issue age and face amount		1/1/95		Current		N/A		10,000		2,400,000		Convertible to age 65		Middle Income		Independent

		Term		10 year Level Term with ART to age 95		Accelerated Underwriting		Long form application; Predictive Model using 15 criteria; Prescription Profile; Issue ages 20-50; Face Amount < $1,000,000.  See additional details in the PBR Actuarial Report.		6/30/16		12/31/17		5%		20,000		6,800,000		Convertible to age 65		Middle Income		Career

		Term		10 year Level Term with ART to age 95		Accelerated Underwriting		Long form application; Predictive Model using 30 criteria; Prescription Profile; Issue ages 20-50; Face Amount < $1,000,000.  See additional details in the PBR Actuarial Report.		1/1/18		Current		10%		8,000		2,500,000		Convertible to age 65		Middle Income		Career

		Term		10 year Level Term with ART to age 95		Full Underwriting		Long form application; Fluids, Physician Report, and Prescription Profile are ordered according to a requirements chart varying by issue age and face amount		1/1/95		Current		N/A		30,000		30,300,000		Convertible to age 65		Upper Income		Career

		ULSG		UL with 10 year Cumulative Premium Secondary Guarantee		Full Underwriting		Long form application; Fluids, Physician Report, and Prescription Profile are ordered according to a requirements chart varying by issue age and face amount		1/1/95		Current		N/A		20,000		7,200,000		Flexible premium, 10% annual free partial withdrawals, 10 year declining surrender charge schedule, 3% guaranteed minimum interest rate		Middle Income		Other		ULSG distributed through Wirehouse.

		ULSG		UL with 10 year Cumulative Premium Secondary Guarantee issued as a result of Term Conversion		None		No additional underwriting at conversion date. 						10%		2,000		400,000		Flexible premium, 10% annual free partial withdrawals, 10 year declining surrender charge schedule, 3% guaranteed minimum interest rate		Middle Income		Career





Template B





		PBR Actuarial Report Template B

		Distribution of Assumed Life Insurance Business



		Company Name:		XYZ Reinsurance Company

		NAIC Company Code:		78910

		Valuation Year:		2019



		TOTAL														46,300,000





		1		2		3		4		5		6		7		8		9

		VM-20 Product Group		Type of Reinsurance		Base Policy Product Type		Separate and Distinct Underwriting Process		Underwriting Process		Description of Underwriting Process		Additional Margin		Total Assumed Face Amount 
(in thousands)		Comments

		Term		YRT		ART to age 95		No		Simplified Issue		Short form application using 3 Yes/No Questions; Issue age < 60; Face Amount <$100,000		N/A		1,200,000

		Term		YRT		ART to age 95		No		Full Underwriting		Long form application; Fluids, Physician Report, and Prescription Profile are ordered according to a requirements chart varying by issue age and face amount		N/A		2,400,000

		Term		CO		10 Year Level Term with ART to age 95		Yes		Facultative Underwriting		Assuming company reviews documentation supporting direct writer's underwriting process and utilizes its own criteria to make an independent underwriting decision.		N/A		1,200,000

		Term		CO		10 Year Level Term with ART to age 95		No		Full Underwriting		Long form application; Fluids, Physician Report, and Prescription Profile are ordered according to a requirements chart varying by issue age and face amount		N/A		30,300,000

		Term		CO		10 Year Level Term with ART to age 95		No		Accelerated Underwriting		Long form application; Predictive Model using 30 criteria; Prescription Profile; Issue ages 20-50; Face Amount < $1,000,000.  See additional details in the PBR Actuarial Report.		10%		4,000,000

		Term		YRT		UL with 10 year Cumulative Premium Secondary Guarantee		No		Full Underwriting		Long form application; Fluids, Physician Report, and Prescription Profile are ordered according to a requirements chart varying by issue age and face amount		N/A		7,200,000






