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SECTION NEWS

Section Sponsared Activities
Hew Orleans Anmual Meeting

oy Bab Johnsen

The Reinsurance Section is sponsanng four actwities n Mew Crleans. All four are schedded Tor Tuesday,
SEteagr St W =l Eeck the dary Of with b Sonmlingntal Bre el a8 800 a.m. for membkn of the Section
The continental breskfest wil be folowed by 8 Fanel Discussion on the Reguistion of Reinsurance with sl
Yo serding as moderator, At 11:00 am. Ken Cark, Roger Heath, and Jay Movie wil lead their workihoos
In dscussons on the ddme i —RESuatnn of Bevdurancs.
'i'_'luranrm_al Rersurance Section Specal Topics session is scheduled far 2:30 pom. that afternoon. Following a
short business meeting, we will secarate into smafler round tabke discussion groups of ten ko bwelee people
OIne oF More [ables wil Be et ul for each of these fve opics:

—nternational &nd Anandal Reinsurarce

—Reiniurirse Admindiniian

—Lnaerariting
Aot Enpgrienoe on Renoused Lees
—Product Fricing
Adber an hour of discussions, there will be an opporturity b Switch to anceher table. Due to the pogudanty .
of this formart at the Taronbo meetng last year, we hIve aranged b kit the SeS5nn open untl 00 pom. Ed |tor
We lack forwand 02 se@ng many af you in Mew Drigans, In the nest rewcletler we will giscuss Section
{ sponsaned activities schedubd For 1he S0 af el yesr.

® Eugene Woodard
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i Contents
SECTION NEWS
Section Council Meeting Minutes and Fall Election Results ... ... 2
Annual Meeting Reports — Montreal - -
ANNOUNCEMENTS
Rensurance Section Survey . .4
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REINSURANCE TOPICS
An Overview of Smgr& Premium Credit Rainsurance
. by Jay M. Jatfe .. - A - |
Will Underwriting Become llkegal?
by Barbara Lautzenheiser ... ... ... ..o T
Ethics in Reinsurance: The Actuary's Role
by Clauds Y. Paguin .......... e Co . 10
Reinsurar's Right of Offset
by James V. Schibley ... ... 12
LAST PAGE: Reinsurance Section Survey (tear off and return)
Thanks 1o the following Newsletter Committee members for their assistance in preparing
this newsletter: Sue Collins, David Graen, Claude Paqguin, and William Tyler.
I Diane Wallace, Editar
s

Editor
The Society of Actuaries assumes no responsibility for statements made or opinions .
expressed in the arlicles, criticisms and discussions published in this newsletter, Dla ne Wa I Iace
. Expressions of opinions ars thase of the writer, and unless expressly stated 1o the

contrary, aré not the opinion or position af the Sacioty of Actuarios or its cammittoos.
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LIFE REINSURANCE IN THE 1990s

Prienary Wrilers and Reinsurers, Sharing Challenges of the 1880s in Life and Heallh insurance

by Thomas M. WEST ..o 3.
Group (Rejinsurance in the 1980s
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Long Term Care in the 1980s
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From The Editor

Atihe end of the year. many people |ook back torefiect onwhat nas transpired and then look ahead
to think about what the coming year will bring. The end of a decade only seems to magnity thisurge
and to expand ouwr horizon

OB 2 P P (KPR

With that in mind, | asked five individuals to share their apinions conceming the fulure of the lite rein-
surance business inthe 14%0s with us. | asked each to focus on a single topic, which | selected for
them. | hope that vou will find their thoughts and observations ta be interesting and infarmative.

.

I would certainly like to thank each of the authars for their fing articles. | appraciate the time and
enaergy that went into their work.

| hope everyone nad a happy and joyous Nolicay. Best wisnes for Ne coming year.

Paul Schuster, Editor Ed Itor

The Society of ACtuares assumes o resconsibility for statemants made or opinions expressed in Pa u I SC h USte r
tha articles, criticisms and discussions published in this newsletter. Exprassions of opinion are

thiosa of the writer, and uniess expressly siated 1o the contrary, are not the opinion o position of tha
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Continuing

Developments in

Reinsurance Offsets
by Dana C. Wiele

In September 1990 Reinsurance Secrion
News published an article in which [
addressed the wpic of relnsurance
offsets, or setoffs as they are frequently
termed.! Mow, in the fall of 1991,
there are additional developments on the
reinsurance offset battleground:

*  Two additional states have enacted
statutes that permit offsets. This
brings the total number of states
ha\«'ing statutes that permit offsels
to 40,

#  The New York Supreme Couri,
Appellate Division, recogmized a
reinsurer's right to offset in a case
arising out of the Midland Insur-

ance Company liquidation proceed-

ings.!

. The United States District Court
for the Western District of Mis-
souri failed to recognize a common
law right to offset in a case ansing
out of the Transit Casualty Com-
pany liquidation proceedings.

*  Four states—Kansas, Nebraska,
North Dakota, and Yermont—
have now adopted the language of
Section 29 of the NAIC Insurers

continued on page 2, column 3

IRS Proposed DAC Rules
Troublesome for Reinsurance

by Joseph M. Jordan

The Internal Revenue Service recently
issned proposzed regulatinns relating o
the: requirement for insurance compa-
nies o capitalize "specified policy ac-
quisition costs.” capitalization
requirement (often referred to as the
DAC Lax} was snacled as part of the
Omnibus Budget Reconciliation Act of
1990 and is accomplished through the
uze of a proxy, that is, a stated percent-
age of net premiums.

The proposed regulations, which
generally are effective beginning in
1992, provide helpful guidance in some
areas, but numerous 1ssues remain to be
resolved. In addition, the proposed
regulations take a number of unexpected
and controversial positions and must be
reviewed carefully.

One of the more controversial
provisions in the proposed regulations
relates to reinsurance and requires the
adoption of a netting concept.  Reinsur-
ance agreements would be governed by
bath this netting concept and a consis-
tency requirement. Under the netting
concept, all items incurred by a ceding
company and a reinsurer would be
netted together. Therefore, ceding
commi s, annual all 3
reimbursement of claims and benefits,

Section News
Notes from the Editor . .. . .. 2

Reinsurance Section
Council Election '
Results. . ............ 12

Reinsurance Section
Council Mesting
Minutes . ... 7

Qe'msuram‘u Topics

Continuing Developments
in Reinsurance Offeats . . . . |

In This Issue

page
DearMs. Re .. ... ... ..., 11
IRS Proposed DAC Rules

Troublesome for

Reinsurance .. . ... .. .. 1
Preferred Risk

Underwriting . ........ ]
Regulatory Update:

Reinsurance Tax and

Financial News . ....... ]

policy loan reimbursements, Modco
recarve adjustments, exparience-rated
adjustments, termination payments, and
other items must be netied.  As a result,
the net positive adjustment determined
by one party to the transaction must
wequal the wel negative adjustment deier-
mined by the other party.

Under the consistency requirement,
both the ceding company and the rein-
surer must treal amounts arising from
the reinsurance of specified insurance
contracts consistently in determining the
amount of premium subject 1o DAC. In
addition, the proposed regulations re-
quire that both partics toke an item into
account in the first year for which
either party would ordinanly take it into
account. Thus, for DAC purposes, the
proposed regulations mandate mirror
image (reatment in all reinsurance
transactions.

If the agreement is a modified
coinsurance or funds-withheld coinsur-
ance agreement, the amount of reserves
transferred on the assumption date and
termination date would not be taken into
account in determining the net consider-
ation. This treatment of funds-withheld
coinsurance a3 modified coinsurance
was not anticipated and will likely
create wnexpected results for existing
contracts.

The uze of the netting concept
seemingly places the parties to a rein-
surance agreement in the position of
determining the DAC impact by refer-
ence to the guarterly settlement state-
menis preparcd pursuant 0 most rein-
surance agreements. This approach
appareatly was adopled in order to
minimize any "gaming” that might
otherwise take place.

The proposed regulations take a
“hard line” approach to the often dis-
cussed but seldom, if ever, implemented
concept referred to as "DAC dumping”
(that is, using reinsurance w ake

continued on page 5, column 1
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Different Approaches
to Feder

by Robert H. Myers, Jr.

Interest in the federal regulation of
Insurance was greater in the 102nd
Congress than in any other Congress
in memory, While the history of
Congress's interest o regulaiing
Insurance 1s lengthy. the number of
Instanees in which Congreas has heen
able to act is minimal.

‘While there was substantial activ-
Ity in this Congress, no legislation

insurance regulation resulted.
This ia the product of a vadety of
factors, including: political deadlock,
the lack of a major hstirance Insol-
vency that has left policyholders in
the lurch, and the limited number of
legislative days permitted in a presi-
dentlal election year.

‘Thie I8 not te aay that the frantlc
activity of the 102nd Congress was
not significant. On the contrary, It was,
since it has laid the foundation for the
activities of the 103rd Congress.

Whial disUngushed the 102nd
Congress from its predecessors Is
that the izsus of insurance regulatory
reform has been investigated, pro-
maoted and pushed by a Congresslonal
Representative who Is In a position to
make a difference. That individual 1s of
course Rep. John Dingell, powerful

ontirnerd on page 4, enlumn 3

Lincoln National Aviation
Mortality and Claim Analysis

by Melvin C. McFall

Lincoln Natlonal recently completed
an analysls of its aviation mortality
experience and death clalims, The
results of the anatysis were reported
in depth hy Tom Riehm at the annoal
meeting of the Institute of Home Office
Underwriters on Qctober 6. This report
represents an abridged version of
Tom's presentation.

Lincoln Nattenal preduced the
analysis as part of {is ongoing under-
writing research and development
process, which involves a
review of our underwriting guides and
death claims. Qur resulls also were
compared with these from the recent
Saclety of Actuaries Intercompany
Avtation Mortality Study.

The results of the analysls caused
us to revise our underwriting proce-
dures and classifications for aviation
rlsks. Our analysls may be of Interest
to those readers who are Involved in
managing martality riska

Aviation Mortality
Study Results
The mortality study eovered policies
issued in years 1965 through 1983,
Policies were traced through anniver-
saries n 1884, The study ncluded
both direct and reinsurance policles
that were rrdded (far MIR) for an
aviation risk at the time of issue,
The study covered 86,750 total
policy-years of exposure. There were

Different. Appruachu Il:l F‘u‘.lem!
Regulation Considered by Congress
by Robert H, Myers, Jr.

Erditartal
by Craig M. Baldisin ...

Intercompany Advanced Age
Mortality Study

Life Reinsurance Data from the
Munlch American
by David M. Holland and

InThis Issue

Dear “Ms. RBe™.. 17 Lincoln Nattorual Aviation Mortality

Sears-Allstate Decision M May Affect B

by Claude LAPOUEE ... ccrisnmnssissanias B

and Clalm Analysls

by Melvin €. McFall
1993 Reinsurance Sectio

Cammitteea

Reinsurance
by . Clinton Stresteh and

216 deaths from causes other than
aviation and 104 deaths from aviation
acvidents. OF the 104 aviation claims.
in our study, 9 related to military avia-
tinn and 18 mlated to chdlian aviators
flytng for pay. The remaining 79 claims
involved civillan aviators not for
pay, and that is where we focu

most of cur analysis,

We limited our analysis to the first
five policy-years to get a better apprecia-
tion of the risk associated with aviation
exposure. Over a longer perfod of time,
some insureds would change thelr
aviation habits or quit iying altogether,
which would reduce the apparent extra
mortality due to aviation, We sought to
minimize this effect by studying only
the first five policy-years. This avolds
one of the Iimitations of the Soclety of
Actuaries aviation mortality study.

Results by Issue Age

Our atudy showed that the extra
mortality due to aviation was fairly
ronatant across mast leaue agea.
This finding was consistent with that
of earlier studies,

Standard Versus Substandard

Both substandard cases and standard
Specifically. standard cases showed
1.04 extra deaths per thousand, based
on 39 clalms. One extra death per
thousand may appear to be insignifi-
cant on the surface, but one extra death
per thousand represcnls more than
100 percent extra mortality for ages
up te 40 or wnl Those cases rated sub-
standard at lssue for aviation had 2.21
extra deaths per thousand, based on
19 claims. Thus, the substandard cases
had more than twice the extra death
rate as cases accepted as standard
despite the aviation risk. The Society
of Actuaries mortality study shows the
aviation risk Is quite similar on both
standard and substandard cases.

continued on page 2, column 1
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Editor’s Note
Help Still Wanted—
and Needed!

by Craig Baldwin

his edition begins my second
year as Editor of Reil e

New Tax Law Changes Assumption
Reinsurance and DAC Tax Rules

by Mark H. Kovey

Note from the Chairperson of the
Financial and Tax Commires: The

Section News. Although I con-
Huue W rewive assistance from a seled
few companies that have members in
the Section—most notably, Munich
American Re, Lincoln National, and
TransAmerica Occidental—the flow of
original works from the general mem-
bership is still very small, I would
again like to encourage readers o
actively consider making a contribution
to the publication.

This edition containg an announce-
ment ahout the Tohn Culver Wooddy
Prize, which is being established to
recognize exceptional contributions to
the advancement of knowledge in the

"‘. a of reinsurance, The Section Coun-

1 bopes that it will serve as an entice-
ment to potential authors. 1t should not,
however, serve to discourage those of
you who may wish to make a more
“routine” contribution, As always, [
stand ready to assist prospective authors
in developing and editing articles of
interest 10 the general membership, L
also appreciate receiving suggestions for
reprinting periinent articles discavered
in ather publications,

T wonld like 1o offer a special note
of thanks to Mark Kovey for his exten-
sive article on tax law changes that

continued on page 2, column 3

Reinsurance Section of the Society of
Actuarize hae bencfitted from the inclu-
sion of articles by several well-known
experts in financial reinsurance and
taxarion of reinsurance, Thus it is
appropriate to include here a brigf note
on the author of this article. It is my
intention to provide appropriate similar
information on awthers who contribute
to furure newsletters.

Mark H. Kovey, an arrarney, served
in the Corporation Reorganization
Branch of the National Office of the
Internal Revenue Service before joiming
Scribmer, Hall & Thompson, one of the
mast highly regarded law firms in the
country for federal taxation of life and

of the Internal Revenue Code that
allows taxpayers to amortize and deduct
the costs of centain acquired intangibles,
specifically including insurance in foree
acquired under an assumption reinsur-
ance arrangement. While heneficial in
many other respects, the new law
decreases certain tax benefits that were
available since the 1990 enactment of
the DAC provisions (Section 848 of the
code) for the assuming vompany in
assumption reinsurance transfers. This
article summarizes these recent develop-
ments and highlights the pitfalls
reinsurers should avoid in acquiring
business through assumption reinsur-
ance. It also discusses the important
role assumption reinsurance plays in
rehabilitation proceedings of insurance

properiy/easuall iy

and their products. Mr. Kovey has
been the partner in Scribner. Hall &
Thomtpson with primary responsibility
Sor insurance company corporare acqui-
sitions, liguidations and insoivency/
workou! matters, as well as consoli-
dared rax return swes.  He has
substantial experience in the reinsur-
ance of life insurance abligations.

a N B N
T he Revenue Reconciliation Act

of 1993, enacted on August 10,
1993, created a new Section 197

In This Issue
jpage page
1993 Canadian Reinsurance John Culver Wooddy Prize
Conference .. .00 a0 2z by Gorden Jurdin .. ... 11
Dear “Ms. Re™ ... . ........ 6 Minutes of the Reinsurance
Editor's Note: Help Still Wanied— ELestion Council Mesting . . .. 12
and Needed! New Tax Law Changes
by Craig Baldwin - . .. .. .. 1 Assumption Reinsurance
bl and DAC Tax Rules
Group Long-Term Disability
! by James D. “Buddy” Maughn 10 by Mark H. Kovey . ....... 1
Is the Globalization of Reinsurance
Having a Major Effect?
by James L. Sweeney ... ... 3

Impaet an Assumption
Reinsurance Transactions

Mew Section 197 of the Internal Reve-
nue Code provides for amontization
deductions, over a 15-vear period, of
100 percent of the adjusted basis of
certain acquired intangibles that are held
in connection with a trade or Dusiness
or an activity engaged in to produce
income. This provision expressly
allows taxpayers to amortize goodwill
and going comcern valne, which under
prior law were not deductible. It also
will allow an insurance to
amortize the cost of mmrmemnﬁm
and other assets. For example, it
authorizes the amonization of insurance
expirations, which consist of records
covering insurance policies, the
insureds, dates of coverage, and types
of coverage and which may be the most
significant item of value for an insur-
ance agency. Also, new Section
197(1)(3) expressly covers relnsurancc
transactions. [t applies the new amorti-
zation rules to any insurance coniract or
other intangible that is acquired from
another person in an assumption rein-
surance (ransaction (but not an

conlinued on page 7, column |

25 Vears of
Reinsuravce
News

Editor
Craig Baldwin

2 ANNUAL
@ ACTUARIES. QMEETING0

& EXHIBIT



1993

2 ANNUAL
@ ACTUARIES. SMEETING.

& EXHIBIT




Issue 38
1994

REINSURANCE SEcTION NEWS

. ISSUE 38

DECEMBER 1994

Editor's Note
Was It Good for You?

by Craig Baldwin

ineteen ninety-four will proba-

blv be recorded as a “not so

great” year in quite a few peo-
ple’s almanacs. The struggle for corpo-
rate and personal survival seems (o be
becoming a more daunting task, almost
on a daily basis. If you are a Republi
can, maybe a light just went on at the
end of the proverbial mnnel. If you are
a Democrat, maybe you should start
lobbying with Newt to build you a new
unnel!

At least there are some constants in
life. Mel Young, Alan Greenberg,
Johanna Becker, Monica Hainer, and
Jeremy Starr, to name just a few, still
help me keep the lights on at the news-
letter desk. Thanks for your continuing
support and assistance!

1 again would like to extend the
Section’s collective thanks to this edi-
tion's contributing authors. Mel Young
has updated his arbitration survey from
a previous edition; William Sution’s
copy of his speech from the annual
Canadian Reinsurance Conference
should be informative for those of you
who were not able (0 attend. Arthur
Schneider's exposé on assumption re-
insurance's impact on tax gains, hope-
fully, will clarify the treatment; and
Ciary Scofield’s Ms. Re response to a
need for clarification on the starus of
New York Regulation 147 and NAIC
Regulation XXX can only add to our
understanding.

Alsp included are minutes rom the
Section Council Meeting in Chicago.

Keep those eards and letters coming!

Reinsurance Arbitration Survey

by Mel Young

e recently completed an arbi-

tration survey covering the

period January 1, 1990 to
December 31, 1993, Previous surveys
covered the 1984-89 period and the
peried prior to January 1, 1984, As in
the past, the current survey contained
some interesting information including
the fact that seven of the companies in
the last survey had in one way or

- another been combined with one of the

other participants.

Highlights

= Ten out of the 30 companies
responding cither demanded arbitra-
tion or had it demanded of them
during the four-year period. This
compares to 15 companies out of the
35 that participated in the prior
study.

* Twelve of the companies report
having never had any arbitration
experiences.

* There were 27 arbitration experi-
ences (almost seven per exposure
year) during the four years covered
by the survey, compared to 37 re-
ported in the prior survey (about six
Per exposure year).

Craig Baldwin, F5A, is Vice President
and Chief Actuary at Reassurance Com-
pany of Hannover in Criando, Florida
and Editor of Reinsurance Section
MNews.

page
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+ Eight arbitrations were reported to
have been taken to conclusion, com-
pared to 16 in the prior survey.

* The reinsurers involved reported
being either satisfied or very satis-
fied with the resulls in six of the
eight cases.

Observations

This year's survey resulls contioue v
show a marked increase in arbitration
activity. A large number of disputes
are settled prior to a formal arbitration
proceeding, a finding that makes these
statistics more dit ing.

In reporting the results of the prior
survey, I made reference 1o several
factors that contributed to the arbitration
phenomenon, such as product comple-
xity, paucity of data being transmitted
to the reinsurer, and, most importantly,
poor communication between the
parties. )

Such questions as ~'What business 15
covered by the treaty?” “How are
facultative cases awarded?” “What is o
policy change?” and “How should
reinsurance he handled when one
occurs?” are fundamental to reinsurance
relationships and should be discussed
prior to the effective date of the treary,
and periodically thereafter if we wish o
stemn the growing tide of arbitrations.

We appear to once again be in the
midst of an aggressive reinsurance
pricing cycle. That this is occurring at
a time when the intent and the expecta-
tion of the parties are not coincident is
mind-boggling.

I encourage anyone inwresieal i
reading more about the arbitration
process to refer to “Reinsurance Arbi-
trations,” which appeared in Volume
14, Number 4A, page 1785, of the
Record, for an excellent discussion.

The questions and the resuits of the
survey are presenicd In the @ble on
pages 4 and 5.

Mel Young, F5A, is with Tillinghast/
Towers Perrin in Stamford, Connecti-
cut.
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