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Section 1.
Title and Definitions
A.
This Act shall be known as the Standard Valuation Law.

B.
For the purposes of this Act the following definitions shall apply on or after the operative date of the valuation manual:

(1)
The term “accident and health insurance” means contracts that incorporate morbidity risk and provide protection against economic loss resulting from accident, sickness, or medical conditions and as may be specified in the valuation manual.

(2)
The term “appointed actuary” means a qualified actuary who is appointed in accordance with the valuation manual to prepare the actuarial opinion required in Section 3A of this Act.
(3)
The term “company” means an entity, which (a) has written, issued, or reinsured life insurance contracts, accident and health insurance contracts, or deposit-type contracts in this State and has at least one such policy in force or on claim or (b) has written, issued, or reinsured life insurance contracts, accident and health insurance contracts, or deposit-type contracts in any state and is required to hold a certificate of authority to write life insurance, accident and health insurance, or deposit-type contracts in this State.

(4)
The term “deposit-type contract” means contracts that do not incorporate mortality or morbidity risks and as may be specified in the valuation manual.

(5)
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. 

(6)
The term “NAIC” means the National Association of Insurance Commissioners.

(7)
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 under a policy or contract subject to this Act including, but not limited to, lapse, withdrawal, transfer, deposit, premium payment, loan, annuitization, or benefit elections prescribed by the policy or contract but excluding events of mortality or morbidity that result in benefits prescribed in their essential aspects by the terms of the policy or contract. 

(8)
The term “principle-based valuation” means a reserve valuation that uses one or more methods or one or more assumptions determined by the insurer and is required to comply with Section 12 of this Act as specified in the valuation manual.
(9)
The term “qualified actuary” means an individual who is qualified to sign the applicable statement of actuarial opinion in accordance with the American Academy of Actuaries qualification standards for actuaries signing such statements and who meets the requirements specified in the valuation manual.

(10)
The term “tail risk” means a risk that occurs either where the frequency of low probability events is higher than expected under a normal probability distribution or where there are observed events of very significant size or magnitude.

(11)
The term “valuation manual” means the manual of valuation instructions adopted by the NAIC as specified in this Act or as subsequently amended.
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D.
The valuation manual must specify all of the following:

(1)
Minimum valuation standards for and definitions of the policies or contracts subject to Section 2B.  Such minimum valuation standards shall be:

(a)
The commissioner’s reserve valuation method for life insurance contracts, other than annuity contracts, subject to Section 2B; 

(b)
The commissioners annuity reserve valuation method for annuity contracts subject to Section 2B; and

(c)
Minimum reserves for all other policies or contracts subject to Section 2B.

(2)
Which policies or contracts or types of policies or contracts that are subject to the requirements of a principle-based valuation in Section 12A and the minimum valuation standards consistent with those requirements;
(3)
For policies and contracts subject to a principle-based valuation under Section 12:

(a)
Requirements for the format of reports to the commissioner under Section 12B(2) and which shall include information necessary to determine if the valuation is appropriate and in compliance with this Act;
(b)
Assumptions shall be prescribed for risks over which the company does not have significant control or influence.

(c)
Procedures for corporate governance and oversight of the actuarial function, and a process for appropriate waiver or modification of such procedures.

(4)
For policies not subject to a principle-based valuation under Section 12 the minimum valuation standard shall either

(a)
Be consistent with the minimum standard of valuation prior to the operative date of the valuation manual; or

(b)
Develop reserves that quantify the benefits and guarantees, and the funding, associated with the contracts and their risks at a level of conservatism that reflects conditions that include unfavorable events that have a reasonable probability of occurring.

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 or method used by the company, or to review and opine on a company’s compliance with any requirement set forth in this Act. The commissioner may rely upon the opinion, regarding provisions contained within this Act, of a qualified actuary engaged by the commissioner of another State, district or territory of the United States.  As used in this paragraph, term “engage” includes employment and contracting.
G.
The commissioner may require a company to change any assumption or method that in the opinion of the commissioner is necessary in order to comply with the requirements of the valuation manual or this Act; and the company shall adjust the reserves as required by the commissioner. The commissioner may take other disciplinary action as permitted pursuant to [insert applicable law].
Drafting Note: This section is intended to conform to the State’s administrative procedures, including notice and due process.

Section 12.
Requirements of a Principle-Based Valuation 
A.
A company must establish reserves using a principle-based valuation that meets the following conditions for policies or contracts as specified in the valuation manual:

(1)
Quantify the benefits and guarantees, and the funding, associated with the contracts and their risks at a level of conservatism that reflects conditions that include unfavorable events that have a reasonable probability of occurring during the lifetime of the contracts.  For polices or contracts with significant tail risk, reflects conditions appropriately adverse to quantify the tail risk.

(2)
Incorporate assumptions, risk analysis methods and financial models and management techniques that are consistent with, but not necessarily identical to, those utilized within the company’s overall risk assessment process, while recognizing potential differences in financial reporting structures and any prescribed assumptions or methods.
(3)
Incorporate assumptions that are derived in one of the following manners:

(a)
The assumption is prescribed in the valuation manual. 

(b)
For assumptions that are not prescribed, the assumptions shall:

(i)
Be established utilizing the company’s available experience, to the extent it is relevant and statistically credible; or
(ii)
To the extent that company data is not available, relevant, or statistically credible, be established utilizing other relevant, statistically credible experience.

(4)
Provide margins for uncertainty including adverse deviation and estimation error, such that the greater the uncertainty the larger the margin and resulting reserve.
B.
A company using a principle-based valuation for one or more policies or contracts subject to this section as specified in the valuation manual shall:

(1)
Establish procedures for corporate governance and oversight of the actuarial valuation function consistent with those described in the valuation manual. 

(2)
Provide to the commissioner and the board of directors an annual certification of the effectiveness of the internal controls with respect to the principle-based valuation. Such controls shall be designed to assure that all material risks inherent in the liabilities and associated assets subject to such valuation are included in the valuation, and that valuations are made in accordance with the valuation manual. The certification shall be based on the controls in place as of the end of the preceding calendar year. 

(3)
Develop, and file with the commissioner upon request, a principle-based valuation report that complies with standards prescribed in the valuation manual.

C.
A principle-based valuation may include a prescribed formulaic reserve component. 
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Section 15.
Effective Date
All acts and parts of acts inconsistent with the provision of this Act are hereby repealed as of [insert original effective date of the Standard Valuation Law in this State]. This Act shall take effect [insert original effective date of the Standard Valuation Law in this State].
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