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Changes to the Index Product
lllustration Requirements Are No
Child’s Play

July 11, 2019

The NAIC’s Annuity Disclosure Working Group and IUL lllustration Subgroup continue to chalk out
changes to the Annuity Disclosure Model Regulation (Model) and Actuarial Guideline 49 (AG 49) to
address index product innovation.

Annuity Disclosure Working Group

The Annuity Disclosure Working Group held class on May 13 and June 5 to discuss the March 7 draft
revisions to the Annuity Disclosure Model Regulation, which proposes to modify the requirements
applicable toillustrations of index accounts. During those calls, the Working Group discussed the
requirements that:

¢ Theindex be in existence at least 20 years.

Birny Birnbaum argued that an index must be around at least 20 years to be able to illustrate the
10-year low and high scenarios to show consumers how index volatility impacts the interest
credited. He asserted that less than 20 years would not show meaningful differences in the low
and high scenarios. He and several regulators were also concerned that composite indices could
be “drawn up” to illustrate favorably by data mining recent historical experience. Regulators also
believed that some seasoning of the index helps ensure that the index is not arbitrarily being put
together.
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¢ Theindex may only be comprised of other indices.

Various commenters raised their hands pointing out that erasing the term “components” from the
Model would exclude indices that are based on ETFs, futures contracts, and other financial
instruments that are commonly used in indices. Regulators were hesitant to use components out
of concern that things “may get out of hand” unless components are defined.

¢ Theindex algorithm or method be fixed.

Hands were also raised to object to the language requiring that the index algorithm or method be
fixed. Commenters noted that this requirement is too restrictive, and that there are market
reasons for changes in the algorithm or method, including where the construction of the
underlying index changed.

¢ The index algorithm or method be available for inspection by regulators and consumers.

Commenters also questioned whether requiring the algorithm or method to be available for
inspection by consumers would cause more consumers to be confused. All agreed that
consumers need to understand how the index operates and how its value can change. The
Working Group noted that the level specificity of what needs to be disclosed is not yet settled.

After the June 5 call, the issues remain unsettled. The Working Group will schedule one more class
to continue the lesson.

IUL lllustration Subgroup

The IUL lllustration Subgroup held class on May 28 to discuss a menu of options for enhancing I[UL
illustrations, reflecting comments from all the papers submitted to the Subgroup. While the menu
contained 23 different subjects, the meeting focused on the options that are considered “beyond
disclosure,” because they require changes to AG 49 and possibly beyond. During the discussion, Mr.
Birnbaum asserted that a complete overhaul of the illustration requirements is needed, as he does
not believe merely adding more charts or disclosures to AG 49 would be sufficient. The chair
assigned homework and asked for comments on the following options:

e Clarify whether charges can impact assumed earned interest underlying the AG 49’s ‘disciplined
current scale.

¢ Limit the use of variable/index loans.

e Have consistent treatment of various IUL product types.



¢ Apply AG 49 constraints to cash value internal rate of return.

Authored By

Ann Young Black

Related Practices

Financial Services Regulatory

Related Industries

Life, Annuity, and Retirement Solutions
Securities & Investment Companies

©2024 Carlton Fields, P.A. Carlton Fields practices law in California through Carlton Fields, LLP. Carlton Fields publications should not
be construed as legal advice on any specific facts or circumstances. The contents are intended for general information and
educational purposes only, and should not be relied on as if it were advice about a particular fact situation. The distribution of this
publication is not intended to create, and receipt of it does not constitute, an attorney-client relationship with Carlton Fields. This
publication may not be quoted or referred to in any other publication or proceeding without the prior written consent of the firm, to be
given or withheld at our discretion. To request reprint permission for any of our publications, please use our Contact Us form via the
link below. The views set forth herein are the personal views of the author and do not necessarily reflect those of the firm. This site
may contain hypertext links to information created and maintained by other entities. Carlton Fields does not control or guarantee the
accuracy or completeness of this outside information, nor is the inclusion of a link to be intended as an endorsement of those outside
sites.


https://www.carltonfields.com/team/b/ann-young-black
https://www.carltonfields.com/services/financial-services-regulatory
https://www.carltonfields.com/services/insurance/life-annuity-and-retirement-solutions
https://www.carltonfields.com/services/securities

