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Standard Valuation Law

The term “deposit-type contract” means contracts that do not incorporate mortality or
morbidity risks and as may be specified in the valuation manual.

The term “life insurance” means contracts that incorporate mortality risk, including
annuity and pure endowment contracts, and as may be specified in the valuation
manual.

The term “NAIC” means the National Association of Insurance Commissioners.

The term “policyholder behavior” means any action a policyholder, contract holder or
any other person with the right to elect options, such as a certificate holder, may take

© 2013 National Association of Insurance Commissioners



NAIC Model Laws, Regulations, Guidelines and Other Resources—July 2010

© 2013 National Association of Insurance Commissioners MO-820-






NAIC Model Laws, Regulations, Guidelines and Other Resources—July 2010

©)

©

(f)

@

(h)

The opinion shall be based on standards adopted from time to time by the
Actuarial Standards Board and on such additional standards as the
commissioner may by regulation prescribe.

In the case of an opinion required to be submitted by a foreign or alien
company, the commissioner may accept the opinion filed by that company with
the insurance supervisory official of another state if the commissioner
determines that the opinion reasonably meets the requirements applicable to a
company domiciled in this state.

For the purposes of this section, “qualified actuary” means a member in good
standing of the American Academy of Actuaries who meets the requirements
set forth in the regulation.

Except in cases of fraud or willful misconduct, the qualified actuary shall not be
liable for damages to any person (other than the insurance company and the
commissioner) for any act, error, omission, decision or conduct with respect to
the actuary’s opinion.

Disciplinary action by the commissioner against the company or the qualified
actuary shall be defined in regulations by the commissioner.

Except as provided in Paragraphs (I), (m) and (n), documents, materials or other
information in the possession or control of the Department of Insurance that
are a memorandum in support of the opinion, and any other material provided
by the company to the commissioner in connection with the memorandum,
shall be confidential by law and privileged, shall not be subject to [insert open
records, freedom of information, sunshine or other appropriate phrase], shall
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(i)

Standard Valuation Law

May receive documents, materials or information, including otherwise
confidential and privileged documents, materials or information, from
the National Association of Insurance Commissioners and its affiliates
and subsidiaries, and from regulatory and law enforcement officials of
other foreign or domestic jurisdictions, and shall maintain as
confidential or privileged any document, material or information
received with notice or the understanding that it is confidential or
privileged under the laws of the jurisdiction that is the source of the
document, material or information; and

[Optional provision] May enter into agreements governing sharing and
use of information consistent with Paragraphs (h) to (j).

Drafting Note: The language in paragraph (j)(i) assumes the recipient has the authority to protect the applicable confidentiality or
privilege, but does not address the verification of that authority, which would presumably occur in the context of a broader information

sharing agreement.
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items deemed to be necessary to its scope.
(2) Actuarial Analysis of Reserves and Assets Supporting Reserves

Every company with outstanding life insurance contracts, accident and health insurance
contracts or deposit-type contracts in this s
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Standard Valuation Law

The opinion shall be based on standards adopted from time to time by the
Actuarial Standards Board or its successor, and on such additional standards as
may be prescribed in the valuation manual.

In the case of an opinion required to be submitted by a foreign or alien

company, the commissioner may accept the opinion filed by that company with
the insurance supervisory official of another State if the commissioner
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Standard Valuation Law

G. For group life insurance, life insurance issued on the substandard basis and other special
benefits: tables approved by the commissioner.

Drafting Note: The dates inserted should remain unchanged from those appearing in the State’s existing Standard Valuation Law.

Section 4a. Computation of Minimum Standard for Annuities

A Except as provided in Section 4b, the minimum standard of valuation for individual annuity and
pure endowment contracts issued on or after the operative date of this Section 4a and for
annuities and pure endowments purchased on or after the operative date under group annuity
and pure endowment contracts, shall be the commissioners reserve valuation methods defined
in Sections 5 and 5a and the following tables and interest rates:

1) For individual annuity and pure endowment contracts issued prior to [insert effective
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(5) For annuities and pure endowments purchased on or after [insert effective date of 1976
NAIC amendments to the Standard Valuation Law] under group annuity and pure
endowment contracts, excluding any disability and accidental death benefits purchased
under those contracts: the 1971 Group Annuity Mortality Table, or any group annuity
mortality table adopted after 1980 by the NAIC that is approved by regulation
promulgated by the commissioner for use in determining the minimum standard of
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Standard Valuation Law

For single premium immediate annuities and for annuity benefits involving life
contingencies arising from other annuities with cash settlement options and
from guaranteed interest contracts with cash settlement options:

| =.03+W (R-.03)

Where R is the lesser of R and .09,
R, is the greater of R and .09,

R is the reference interest rate defined in this section,
W is the weighting factor defined in this section;

For other annuities with cash settlement options and guaranteed interest
contracts with cash settlement options, valued on an issue year basis, except as
stated in Subparagraph (b) above, the formula for life insurance stated in
Subparagraph (a) above shall apply to annuities and guaranteed interest
contracts with guarantee durations in excess of ten (10) years and the formula
for single premium immediate annuities stated in Subparagraph (b) above shall
apply to annuities and guaranteed interest contracts with guarantee duration of
ten (10) years or less;

For other annuities with no cash settlement options and for guaranteed interest
contracts with no cash settlement options, the formula for single premium
immediate annuities stated in Subparagraph (b) above shall apply.

For other annuities with cash settlement options and guaranteed interest
contracts with cash settlement options, valued on a change in fund basis, the
formula for single premium immediate annuities stated in Subparagraph (b)
above shall apply.

However, if the calendar year statutory valuation interest rate for a life insurance policy
issued in any calendar year determined without reference to this sentence differs from
the corresponding actual rate for similar policies issued in the immediately preceding
calendar year by less than one-half of one percent (1/2 of 1%), the calendar year
statutory valuation interest rate for the life insurance policies shall be equal to the
corresponding actual rate for the immediately preceding calendar year. For purposes of
applying the immediately preceding sentence, the calendar year statutory valuation
interest rate for life insurance policies issued in a calendar year shall be determined for
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(@ Weighting Factors for Life Insurance:

Guarantee

Duration Weighting
(Years) Factors
10 or less .50

More than 10, but not more

than 20 .45

More than 20 .35

For life insurance, the guarantee duration is the maximum number of years the life
insurance can remain in force on a basis guaranteed in the policy or under options to
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Plan Type
(i) For annuities and guaranteed

interest contracts valued on an
issue year basis (other than those
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Standard Valuation Law

(d) For other annuities with cash settlement options and guaranteed interest
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B. For a life insurance policy issued on or after January 1, 19[ ] [insert the fourth calendar year
commencing after the effective date of the 1980 NAIC amendments to the Standard Valuation
Law] for which the contract premium in the first policy year exceeds that of the second year and
for which no comparable additional benefit is provided in the first year for the excess and which
provides an endowment benefit or a cash surrender value or a combination in an amount
greater than the excess premium, the reserve according to the commissioners reserve valuation
method as of any policy anniversary occurring on or before the assumed ending date defined
herein as the first policy anniversary on which the sum of any endowment benefit and any cash
surrender value then available is greater than the excess premium shall, except as otherwise
provided in Section 8, be the greater of the reserve as of the policy anniversary calculated as
described in the preceding paragraph and the reserve as of the policy anniversary calculated as
described in that paragraph, but with (i) the value defined in subsection A of that paragraph
being reduced by fifteen percent (15%) of the amount of such excess first year premium, (ii) all
present values of benefits and premiums being determined without reference to premiums or
benefits provided for by the policy after the assumed ending date, (iii) the policy being assumed
to mature on that date as an endowment, and (iv) the cash surrender value provided on that
date being considered as an endowment benefit. In making the above comparison the mortality
and interest bases stated in Sections 4 and 4b shall be used.

Drafting Note: The date inserted should remain unchanged from the one appearing in the State’s existing Standard Valuation Law.

C. Reserves
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Drafting Note: The dates inserted should remain unchanged from those appearing in the State’s existing Standard Valuation Law.

Section 8. Reserve Calculation—
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Standard Valuation Law

Section 10. Minimum Standard for Accident and Health Insurance Contracts

For accident and health insurance contracts issued on or after the operative date of the valuation manual, the
standard prescribed in the valuation manual is the minimum standard of valuation required under Section 2B.
For [disability, accident and sickness, accident and health] insurance contracts issued on or after [insert the
original effective date of the Standard Valuation Law in the State] and prior to the operative date of the
valuation manual the minimum standard of valuation is the standard adopted by the commissioner by
regulation.

Drafting Note: States should substitute their state specific terminology for accident and health contracts in place of the bracketed terms.
However, it is critical that each state retain the terms “accident and health” in the title and first sentence of this section because the term
is specifically defined for purposes of the standard valuation law and applicability of the valuation manual standards for such contracts
issued on or after the operative date of the valuation manual.

Section 11. Valuation Manual for Policies Issued On or After the Operative Date of the Valuation Manual
A For policies issued on or after the operative date of the valuation manual, the standard

prescribed in the valuation manual is the minimum standard of valuation required under Section
2B, except as provided under Paragraphs E or G of this section.
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(b) Members of the NAIC representing jurisdictions totaling greater than 7
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Standard Valuation Law

Drafting Note: The wording of 11D(4)(b) does not preclude, for policies with significant tail risk, reflecting in the reserve conditions
appropriately adverse to quantify the tail risk.

(5) Other requirements, including, but not limited to, those relating to reserve methods,
models for measuring risk, generation of economic scenarios, assumptions, margins, use
of company experience, risk measurement, disclosure, certifications, reports, actuarial
opinions and memorandums, transition rules and internal controls; and

(6) The data and form of the data required under Section 13, with whom the data must be
submitted, and may specify other requirements including data analyses and reporting of
analyses.

E. In the absence of a specific valuation requirement or if a specific valuation requirement in the
valuation manual is not, in the opinion of the commissioner, in compliance with this Act, then
the company shall, with respect to such requirements, comply with minimum valuation
standards prescribed by the commissioner by regulation.

F. The commissioner may engage a qualified actuary, at the expense of the company, to perform

an actuarial examination of the company and opine on the appropriateness of any reserve
assumption
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(2) Incorporate assumptions, risk analysis methods and financial models and management
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Standard Valuation Law

Section 14. Confidentiality

A For purposes of this Section 14, “Confidential
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Standard Valuation Law

Notwithstanding Section 14B, any Confidential Information specified in Sections 14A(1) and

14A(4):

(1)

May be subject to subpoena for the purpose of defending an action seeking damages
from the appointed actuary submitting the related memorandum in support of an
opinion submitted under Section 3 of this Act or principle-based valuation report
developed under Section 12B(3) of this Act by reason of an action required by this Act or
by regulations promulgated hereunder;

May otherwise be released by the commissioner with the written consent of the
company; and

Once any portion of a memorandum in support of an opinion submitted under Section 3
of this Act or a principle-based valuation report developed under Section 12B(3) of this
Act is cited by the company in its marketing or is publicly volunteered to or before a
governmental agency other than a state insurance department or is released by the
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Chronological Summary of Action (all references are to the Proceedings of the NAIC).

1942 Proc. Supp. 271-274 (printed).

1943 Proc. 13 (adopted).

1959 Proc. | 183, 193, 203-206, 294 (amended).

1960 Proc. 11 518, 536, 537-538 (amended).

1962 Proc. | 140, 144, 146, 166 (amended).

1973 Proc. 19, 11, 251, 277, 283 (amended).

1973 Proc. 11 533, 543-546 (reprinted).

1974 Proc. |l 464-466 (reprinted).

1977 Proc. | 20, 22, 23, 26, 28, 317, 478-479, 481-483, 487-491 (amended).
1977 Proc. 11 19, 21, 432, 494, 557-559 (corrected).

1981 Proc. | 47, 51, 421, 517, 761, 765-773 (amended and reprinted).
1981 Proc. 11 27, 35, 559, 793, 802-811 (amended and reprinted).
1991 Proc. 19, 17, 539, 1029-1045 (amended and reprinted).

1992 Proc. | 86, 94, 97, 861, 1389-1391 (amended).

1999 Proc. 4t Quarter 15, 843, 845-847 (amended).

2009 Proc. 31 Quarter, Vol. I, 95-96, 114-117, 151-194 (amended).
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