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îńƼ̗X 9|̗ƒƉƌĨāĤƒ̗āƌĨ̗āŤ̗ŇŤĞŪţƉŝĨƚĨ̗ţĨāƒƟƌĨ̗ŪĽ̗ƚńĨ̗̈ƒāĽĨƒƚ̗āŤŤƟŇƚƼ̗
āƵāŇŝāĝŝĨ̉ 
 
NISA’s ELB is calculated using observed credit spreads on Funding Agreement Backed 
Notes2 (FABNs) issued by insurers. The ELB 
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Expected default loss  = [Probability of Default] x [Loss Given Default] 
    = [Probability of Default] x [ 1 – Recovery Rate] 
 

Losses imposed on policyholders have historically been much lower than corporate 
unsecured debt. In several large life insurer failures, the loss has been zero: 
policyholders ended up receiving 100% of the value of their policies.  Conversely, the 
average recovery rate experienced by policyholders of Executive Life Insurance 
Company, a California-domiciled insurer that infamously failed in 1991, was 87.2%, with 
claims in excess of guaranty association coverage always greater than 77.7%4.  To be 
solvent, insurers start from a position where assets must exceed liabilities; therefore, 
even conservatively allowing for substantial loss of asset value at the point of failure 
ƶĨ̗ƶŪƟŝĤ̗ƒƚŇŝŝ̗ĨƻƉĨĞƚ̗ƌĨĞŪƵĨƌŇĨƒ̗ƚŪ̗ĝĨ̗ŇŤ̗ƚńĨ̗˓ˑ͑˾˕ˌ̗͑ƌāŤľĨ˧̗āŤĤ̗ƚńĨƼ̗ĞŪƟŝĤ̗ƶĨŝŝ̗ĝĨ̗
ńŇľńĨƌ˦ ̗̗To quantify expected losses over 10 years, we multiply historical default rate 
experience for all corporate debt by a recovery rate assumption as follows: 
 

�x A best estimate of general account policyholder expected default loss could use 
Moody’s 1983-2023 default data. Using the historic default rates of A-rated 
corporate debt and a 90% recovery:   1.9% x (1-90%) = ˦̩ˍ˕%5.̗This is almost 70 times 
lower than the highest ELB cited by NISA. A 75% recovery would give a 0.48% 
expected loss. 
 

�x An extremely conservative estimate of general account policyholder default loss 
uses BBB rated debt default experience since 1920 and a low recovery rate: 5.2% x 
(1-75% recovery) = ˍ˦3% 6, which is still approximately 10 times lower than the 
highest ELB cited by NISA.   
 

�x Using life insurance company experience, rather than general corporate debt, 
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creditworthiness reliably, this suggests that Athene and F&G have a slightly higher 
expected loss under General Account policies. However, Ňƚ̗Ňƒ̗ŇţƉŪƌƚāŤƚ̗ƚŪ̗ŤŪƚĨ̗ƚńāƚ̗
ĝŪƚń̗ƚńĨƒĨ̗ŇŤƒƟƌĨƌƒ̗ƟƚŇŝŇǅĨ̗ƒĨƉāƌāƚĨ̗āĞĞŪƟŤƚƒ̗ĽŪƌ̗ÂÅÓ transactions, as do many other 
insurers.  
 
Allowing for the loss mitigation provided by separate accounts, it is possible to come to 
the conclusion that Athene and F&G have an expected loss that is substantially similar 
in magnitude to the loss faced by PRT policyholders at the other providers, even if one 
believes that the expected loss faced by General Account policyholders at these 
companies is relatively higher. 
 

4. Plan sponsor failure is generally much more likely than that of a well rated 
insurance company 
 
If, as argued by NISA, participants should demand additional benefits to compensate 
them for a measure of increased risk they are taking on with some insurance providers, 
then that logic could be extended to participants who remain in a pension plan that is 
maintained by their employer.  That would imply that significant benefit increases

imply 
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There is a substantial noise and potential unreliability in the observed spreads: 
 

�x FABN ËƉƌĨāĤƒ̗āƌĨ̗ƵŪŝāƚŇŝĨ̗ƚńƌŪƟľń̗ƚŇţĨ˧ and like any other corporate bond 
spreads, are a function of supply and demand. Spreads tend to over-react in 
periods of stress and be correlated with wider market sentiment. For example, 
Athene and F&G’s 
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excluding otherwise sound insurance companies, reliance on market-based measures 
could result in insufficient due diligence on insurers with relatively lower spreads.  
Markets can be very useful at signaling certain concerns, particularly if there are 
emerging issues or loss of confidence at an insurer, giving rise to a significant and 
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Appendix 
 
1. bŤƚƌŪĤƟĞƚŇŪŤ̗ƚŪ̗XƟŤĤŇŤľ̗ ľƌĨĨţĨŤƚ̗9āĞŚĨĤ̗|ŪƚĨƒ̗˸X 9|ƒ˹ 
 
Funding Agreement-


