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STATE OF NEW YORK

8978

| N SENATE

June 8, 2018

Introduced by Sen. SEWARD -- read tw ce and ordered printed, and when
printed to be conmtted to the Committee on Rul es

AN ACT to anmend the insurance law, in relation to the inplenentation of
a valuation manual ; and to direct the departnment of financial services
to study the inpact of the inplenmentation of such valuation nanua

The People of the State of New York, represented in Senate and Assem
bly, do enact as foll ows:

Section 1. Section 4217 of the insurance law is amended by adding a
new subsection (g) to read as follows:

(g)(1) This subsection shall apply only to individual and group life
insurance policies and annuity contracts issued on or after the opera-
tive date of the valuation manual as prescribed by the superintendent by
regulation, provided that the operative date shall be no sooner than
January first, two thousand nineteen.

(2) For the purposes of this subsection, "NAIC' shall nean the
Nati onal Association of Insurance Conmi SSioners.

(3) For purposes of this subsection, "principle-based valuation" shal
nean a reserve valuation that uses nethods and assunptions required by
paragraph eleven of this subsection as specified in the valuation manu-
al .

(4) For purposes of this subsection, "qualified actuary" shall nean a
menber in good standing of the Anerican Acadeny of Actuaries who neets
the requirenents prescribed by the superintendent by regul ation

(5) For purposes of this subsection, "valuation nanual" shall nean the
valuation manual adopted by the NAIC on Decenber second, two thousand
twel ve, as subsequently anended, and as approved by the superintendent
upon a finding that such manual is for the best interests of the holders
of policies and contracts and annuitants of this state.

(6) Notwithstanding subsection (c) of this section and section four
thousand two hundred eighteen of this article, the mninmmstandard for
the valuation of all such policies and contracts shall be the standard
prescribed in the valuation nanual, as nodified by the superintendent
pursuant to subparagraph (B) of paragraph eight of this subsection.

EXPLANATI ON- - Matter in italics (underscored) is new, matter in brackets
[-] is oldlawto be omtted.
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(7) The valuation nmnual shall not becone operative in this state
unl ess and until the superintendent has approved of such manual and has
adopted all necessary requlations to effectuate this subsection.

(8) (A No amendnent to the valuation manual shall take effect in this
state unless the superintendent finds that such anendnent is for the
best interests of the holders of policies and contracts and annuitants
of this state.

(B) The superintendent may deviate, through regulations, fromthe
reserve standards, valuation nethods, assunptions, and related require-
nents in the valuation manual provided, however, that such deviation
shall not result in reserve valuations that are lower than the nininum
standards prescribed in the valuation manual and nay be based on a
percentage of the reserves being held for the policies and contracts
subject to this subsection prior to the operative date of such nmanual

(9) The valuation manual shall specify all of the foll ow ng:

(A) Mninmum valuation standards for and definitions of the policies
and contracts subject to this subsection as determined by the super-
intendent. Such m ninum valuation standards shall be:

(i) The conmissioners reserve valuation nethod for life insurance
policies subject to this subsection; and

(ii) The conm ssioners annuity reserve valuation nethod for annuity
contracts subject to this subsection

(B) Requirenents for the fornmat of reports to the superintendent under
item (iii of subparagraph (B) of paragraph eleven of this subsection
and which shall include infornmation necessary to determne if the valu-
ation is appropriate and in conpliance with this subsection;

(G Assunptions for risks over which a conpany does not have signif-
icant control or influence;

(D) Procedures for corporate governance and oversight of the actuarial
function, and a process for appropriate waiver or nodification of such
procedur es;

(E) Oher requirenents, including, but not limted to, those relating
to reserve nethods, nodels for neasuring risk, generation of econonic
scenarios, assunptions, margins, use of conpany experience, risk neas-
urenent., disclosure, certifications, reports, actuarial opinions and
nenoranduns, transition rules and internal controls; and

(F) The data and formof the data required under paragraph twelve of
this subsection, with whom the data shall be submtted, and other
requi renents including data anal yses and reporting of analyses.

10) The superintendent may engage a qualified actuar at the expense
of a conpany, to performan actuarial exam nation of such conpany and
opine on the appropriateness of any reserve assunption or nethod used by
such conpany, or to review and opine on such conpany's conpliance wth
any requirenent set forth in this subsection

(11) (A) A conpany that issues policies and contracts subject to this
subsection shall establish reserves using a principle-based valuation
that neets the following conditions for such policies and contracts as
specified in the valuation manual, as nodified by the superintendent
pursuant to subparagraph (B) of paragraph eight of this subsection:

(i) Quantify the benefits and guarantees, and the funding, associ ated
with the policies or contracts and their risks at a level of conserva-
tism that reflects conditions that include unfavorable events that have
a reasonabl e probability of occurring during the lifetine of the poli-
cies and contracts. For policies and contracts with significant tai
risk, reflect conditions appropriately adverse to quantify the tai
risk.
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(ii) lIncorporate assunptions, risk analysis nethods and financial
nodel s and nanagenent techniques that are consistent with, but not
necessarily identical to, those utilized within the conpany's overal
ri sk assessnent process, while recognizing potential differences in
financial reporting structures and any prescribed assunptions or neth-
ods.

(iii) Incorporate assunptions that are derived in one of the follow ng
manners:

(1) The assunption is prescribed in the valuation manual, as nodified
by the superintendent pursuant to subparagraph (B) of paragraph eight of
this subsection.

(11) For assunptions that are not prescribed, the assunptions shall

a. be established utilizing the conpany's avail able experience, to the
extent it is relevant and statistically credible and is approved by the
superint endent; or

b. to the extent that conpany experience is not available, relevant,
or statistically credible, be established wutilizing other relevant,
statistically credible experience that is approved by the superinten-
dent .

(iv) Provide margins for uncertainty including adverse deviation and
estimation error, such that the greater the uncertainty the larger the
nmargin and resulting reserve.

(B) A conpany that issues policies and contracts subject to this
subsection shall:

(i) Establish procedures for corporate governance and oversight of the
actuarial valuation function consistent wth those described in the
valuation manual ., as nodified by the superintendent pursuant to subpara-
graph (B) of paragraph eight of this subsection.

(ii) Provide to the superintendent. annually on or before a date as
determ ned by the superintendent, and the board of directors of the
conpany an annual certification of the effectiveness of the interna
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., as nodified by the superintendent pursuant to subpara-
graph (B) of paragraph eight of this subsection. The certification
shall be based on the controls in place as of the end of the preceding
cal endar_year.

(iii) Develop, and file with the superintendent upon request, a prin-
cipl e-based valuation report that conplies with standards prescribed in

the valuation manual, as nodified by the superintendent pursuant to
subparagraph (B) of paragraph eight of this subsection.
(O A principle-based valuation shall include a prescribed fornulaic

reserve conponent.

(12) A conpany that issues policies and contracts subject to this
subsection shall submt nortality, norbidity, policyholder behavior, or
expense experience and other data as prescribed in the valuation nanual
as nodified by the superintendent pursuant to subparagraph (B) of para-
graph eight of this subsection to the superintendent annually on or
before a date as deternmined by the superintendent.

(13) (A The superintendent may exenpt specific product forns or prod-
uct lines of a donestic conpany that is licensed and doi ng business only
inthis state fromthe requirenents of this subsection provided

(i) The superintendent has issued an exenption in witing to the
conpany and has not subsequently revoked the exenption in witing; and
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(ii) The conpany conputes reserves using assunptions and nmethods used
prior to the operative date of the valuation manual, as nodified by the
superintendent pursuant to subparagraph (B) of paragraph eight of this
subsection in addition to any requirenents established by the super-
intendent and promul gated by regul ation

(B) For any conpany granted an exenption under this paragraph
subsections (c), (d), (e) and (f) of this section and section four thou-
sand two hundred eighteen of this article shall be applicable. Wth
respect to any conpany applying for this exenption, any reference to
subsection (g) found in subsections (c), (d), (e) and (f) of this
section and section four thousand two hundred eighteen of this article
shall not be applicable.

(14) The superintendent may require a conpany to change any assunption
or _nmethod used to calculate the conpany's reserves that, in the opinion
of the superintendent, is necessary in order to conply with the require-
nents of the valuation nmanual or this subsection; and the conpany shal
adj ust the reserves as required by the superintendent.

8§ 2. 1. For purposes of this section, the term "valuation manual”
shal |l have the sane neaning as such termis defined by subsection (g) of
section 4217 of the insurance |aw

2. The departnent of financial services shall, in connection with
i ssuing the report required in subdivision 3 of this section, study the
impact on the New York state life insurance industry and consumers of
the inplenmentation of the valuation manual for determ ning the anmpunt of
required reserves for individual and group life insurance policies and
annuity contracts. Such study shall include but not be limted to:

(a) The percentage change between the reserves required under New York
state law prior to the inplenentation of the valuation manual and the
reserves required pursuant to such manual for individual and group life
i nsurance policies and annuity contracts;

(b) The percentage change between premuns prior to the inplenentation
of the wvaluation nmanual and prem uns after the inplenentation of such
manual in the individual and group life insurance markets and annuity
mar ket ;

(c) The changes to the departnment of financial services oversight of
i nsurance conpani es that have occurred as a result of inplenenting the
val uati on manual

(d) The inpact on risk based capital requirenents; and

(e) The inpact on consuners including cost savings, cost increases,
any | oss of accrued interest on policies and contracts, any loss of
exi sting consunmer protections and the inpact of replacenent products.

3. The superintendent of the departnent of financial services shal
submt a report to the governor, tenporary president of the senate and
speaker of the assenbly of the departnent's findings no later than five
years after the operative date of the valuation nmanual

8§ 3. This act shall take effect immediately.




