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SAFEST ANNUITY RULE

A STUDY SPONSORED BY
THE COMMITTEE ON RETIREMENT SYSTEMS RESEARCH
OF THE SOCIETY OF ACTUARIES*

EXECUTIVE SUMMARY

In this study, the Safest Annuity Rule Working Group of the Committee
on Retirement Systems Research of the Society of Actuaries, considers
whether Interpretive Bulletin 95-1 (IB95-1) issued by the Department of
Labor (DOL} in March 1995 is significantly changing the market for insured
annuities issued to tax-qualified pension plans, particularly upon the termi-
nation of defined benefit plans. Although we found recent shrinkage in the
market for such annuities, DOL’s new guideline for selecting annuity pro-
viders, which we refer to as the “Safest Annuity Rule” (SAR), is not the
most important influence. Most of the shrinkage occurred before the publi-
cation of the standards.

The recent failure of a few large life insurers, notably in the early 1990s,
was accompanied by public concern about the safety of annuities purchased
by qualified retirement plans. If the plan was terminating and the employer
sponsoring the plan was going out of business, there might be no recourse
to the employer’s assets and the Pension Benefit Guaranty Corporation
(PBGC) would not, as a matter of law, provide benefits to holders of annuity
certificates issued by failed insurance companies. In response, DOL issued
1B95-1, which called for plan fiduciaries to act in the best interests of plan
participants by generally purchasing the “safest available annuity.” In other
words, a plan fiduciary cannot buy, for example, a less expensive annuity
than the safest available annuity unless the participants are compensated for
the perceived reduction in security.

The term “safest available annuity” alarmed both buyers and all but the
strongest sellers of annuities, suggesting that only one annuity provider
would be the “safest” at any time. This could drive the cost of annuity
purchases upward while the number of acceptable carriers would spiral
downward. To explore this issue, we (1) surveyed insurance companies who
sell annuities (“sellers™), (2) surveyed consultants who help plans purchase
annuities (“buyers”), and (3) analyzed PBGC data on terminated plans. In
each case we focused on changes in or around the 1990-96 period. Inde-
pendent data from the Life Insurance Marketing Research Association
(LIMRA) were available to corroborate some of our findings.

*Working Group: Zenaida Samaniego, Chairperson, David Brady, Thomas P. Edwalds, Lindsay
Malkiewich, Richard Schreitmueller, William Sohn, Henry Winslow.
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First, cur survey of annuity providers confirms that fewer insuraace com-
panies are seiling annuities in this market than before, partly because plan
sponsors are less willing 1o accem oms from insurers lacking top financial
ratings, and ;jz“}v bec ause the capital constraints, profitability, and market
size for the pi ?sss favorable than in the past. Nonetheless
there is « rriers who left the market are returning, at
feast on 2 spot basis.
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iitants indicates that plan sponsors are
concerned about il 1 1 ency of insurers, and that consultants
believe the SAR mainly confirm p rocedures they were already using. The
consuliants have rowed thel rﬁﬁeﬂdec 1d usLs to include only
‘safe” carriers, an
suggests they might, tha
safest available annuity.
Third, our study of PBCC data
not conclusive, shows some
large decline in the volume

"everal carriers is able to offer the
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n the number of annuity providers, a
d at plan termination, and 2

¢ plan termination.
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© There was 2 large
o plan pmsors at 7
Sponsers o terminate over-

© Interest rates declined,
annuities.

x rates on excess assets reverting
. This made it unattractive for plan
nded oans t recover the excess assets

been more active use of the fump-
assage of the General Agreement
on Tarms c,ud I 94. GATT included provisions
that greatly re e ‘1e'ﬁt plans had to pay when
they offered l p-sum oerte’f”" The impact of this increase in the use of
lump sums on mc annuity market is unclear at this time. Our opinion is that
it has exacerbated the dec‘iine in the azmuuy market.

We also believe that the spa‘ce of plan termination activity in the 1980s
reduced the number of iaﬂ termination. While our study did
not test this nyponwms our op jA).wn is that this is one cause of the decline
in the annuity marke

OL study aiso CM not iest the impact on the annuity market of the recent
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sums instead of monthly pensions or annuities. We believe that this trend
will also tend to shrink the annuity market.

Although this study did not find concerns about insurer solvency, in gen-
eral, or the issuance of IB95-1, in particular, to be a dominant cause of
shrinkage or distortion in the annuity market, we believe it would be helpful
to revisit this subject in the future.

1. PURPOSE AND METHODOLOGY

The Safest Annuity Rule Working Group, assisted by SOA staff, has tried
to evaluate the impact of the SAR on the annuity market, especially regard-
ing defined benefit plan terminations, and has also tried to assess the relative
impacts of other changes: asset reversion rules, GATT legislation regarding
lump-sum distributions, and the decline in interest rates since the 1980s.

To gain an understanding of trends in recent years, the working group
obtained data from four sources:

1. PBGC plan termination data. Researchers were retained to analyze stan-
dard termination data from the Pension Benefit Guaranty Corporation.
The data allowed analysis of the trends in plan termination activity and
in the involvement of pension consultants in that activity.

2. Buyers survey. To analyze market trends from the buyer’s viewpoint, the
working group conducted a survey of pension consultants who specialize
in helping pension plans purchase annuities.

3. Sellers survey. To analyze market trends from the seller’s viewpoint, the
working group conducted a survey of insurers who sell annuities to pen-
sion plans.

4, Industry data from LIMRA. A review of industry data from the LIMRA
indicated trends in the total annuity market.

2. PBGC STANDARD TERMINATIONS

The working group contracted with outside researchers to analyze PBGC
data for fully funded plans terminating in 1990 (the “pre-SAR” period) and
in the first half of 1995 (the “post-SAR” period). Under PBGC rules, such
plans had to settle their benefit commitments by giving participants annuity
contracts or lump-sum distributions. These trends were noted between 1990
and 1995:

® The volume of terminations dropped from about $8 billion in pension
assets in the pre-SAR period to about half, or $3.6 billion (annualized)
in the post-SAR period. The number of cases also dropped, from 8,426
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o 3 55C {annualized). Smatl plans (uﬁder $1 million in assets or 100
vticipanis} accounted for about 25% of the drop in asset and 85% of
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o i‘h mem asset size of zef“maimo plans was up zbout 7% from the pre-
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The researchers’ report, describing the process of extracting useable data
§ rmination da’ta, the analysis performed on the

is provided as Appendix L

3. BUYERS SURVEY
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On the other hand, a comparison of findings across the three surveys may
be treacherous. We asked different questions regarding the trends in termi-
nation activity. Therefore, it is possible for the overall dollar volume of
annuities to decline (Sellers Survey), and the number of plan terminations
(with or without annuity purchases) to decline (PBGC data), with the number
of competitively priced annuity bids remaining relatively constant. Finally,
we only surveyed annuity purchase specialists who are currently active, or
at least have been active since IB95-1. Had we also surveyed specialists
who have left the market since 1990, we think we would have observed at
least a slight drop in activity for the group.

In Question 2, two-thirds of the respondents acknowledged using mini-
mum levels of published credit ratings as a primary criterion for including
or excluding insurers from consideration, although some indicated that a
ratings test was only a first pass in the selection process. Of the other criteria
presented in Question 2, which were drawn directly from IB95-1, 89% of
those responding indicated that they considered investment quality and
diversification, company size, capital and surplus level, and contract guar-
antees.

While IB95-1 specifically states that ratings alone would not satisfy the
SAR, the current process which requires a 45-day period for the PBGC’s
pre-bid review of the carriers appears to have effectively set a ratings bar.
Fiduciaries who included certain lower-rated insurers on their “intent to
solicit” list to the PBGC, were notified by the PBGC that the agency had
referred the plan’s list to the DOL.

This practice has caused a widespread concern among fiduciaries and their
advisors, that lower-rated insurers would not measure up {even those that
by the other criteria would have at least qualified in their judgment as safe,
if not safest available) and are to be avoided. This, in turn, may be contrib-
uting to a shrinkage in eligible annuity providers.

In Question 3, tabulations show that the average number of bids solicited
since 1995 was about one-half of the average number for the prior three
periods. The decreasing number of invites could be due to both heightened
buyer focus on minimum standards and fewer eligible carriers choosing to
participate in this market (see Sellers Survey).

In Question 4, two-thirds of the respondents stated that more than 60%
of the time, fiduciaries determined that two or more insurers could be des-
ignated as safest available providers. The post-SAR frequency was only
slightly lower than the pre-SAR frequency.

One concern in the marketplace regarding the SAR was the potential
monopoly to be enjoyed by a distinct safest available provider. However, if
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4. SELLERS SURVEY

Concurrently with the Buyers Survey, a questionnaire was also prepared
that was primarily directed at the sellers of annuities, or the insurers who
were active annuity providers in the same periods covered by the Buyers
Survey.

There were 19 respondents out of 41 surveyed. However, seven insurers
out of the nonrespondents told the SOA they shouldn’t have been among
those surveyed. Therefore, this survey can be viewed as receiving about a
60% response, the same as the Buyers Survey. The summary tabulation of
responses is attached as Appendix III.

The responses to Questions 1 and 2 show that the SAR was issued in a
market that had diminished considerably since the late 1980s for reasons
unrelated to msurer solvency. In 1989, the reporting insurers had under-
written over $7.4 billion of single-premium, annuity-related business and
$5.3 billion in 1990. By 1993, there had been a considerable drop as the
same insurers produced less than $700 million of this business. Apparently,
this lower volume was sustained just after the SAR was issued, given
roughly $350 million sold in the first half of 1995, However, there was
modest growth later as over S1.1 billion was sold in the year beginning July
1, 1995.

It should be noted that one insurer made 55% of the total reported sales
in 1989 and almost 40% in 1990. Over 90% of its sales were through par-
ticipating Separate Account guarantees. In 1993 and the first half of 1995 it
made few sales, but it sold 30% of the total in the year beginning July 1995,
However, even excluding this insurer, the historical pattern of industry sales
still holds, although much diminished.

Independent of our survey, the LIMRA Group Pension Survey gives data
on the size of the annuity market roughly paralleling our survey’s market
size pattern. An exhibit from that survey is attached as Appendix IV. The
LIMRA statistics show the following totals for annuity sales in billions of
U.S. dollars:

ANNUITY SALES PER LIMRA STATISTICS

Year Amount ($Billions)
1989 $4.56
1990 4.85
1993 1.45
First half of 1995 0.72
Second half of 1995 &
First half of 1996 1.08
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These LIMRA statistics are not directly comnparable to our survey as they
usually include more insurers, have several market exits and entries, and
exclude annuities guaranteed in Sepa“ te Accounts. Nonetheless, they also
show a much bigger market in 1985 and 1990 than in 1993 and 1995.

Tt should be noted that the annuity purchases reported here include ongoing
plans as well as the plan e ations about which we surveyed actuarial
consultants in the Buyers Survey.

Consistent with these statistics, coll ec’zive%v, the insurers’ opinion tabulated
in Question 3 is that there has been 2 market shrinkage since the 1980s, ie.,
the insurers’ drop in volume wasn’t 2 collective loss of business to other
insurers (presumably nongueried or nonrespondents).

In Question 4, the survey explor d severai possible causes for the
shrinking market ﬂciuds*zg the
support (88% or more) were: fc
of interest rates since the |

Possible causes for marl
were the 1991 insolvencies
Mutual Benefit Life, the S
trend to definec commo ion p

Not considered as a c‘a@: in f‘
Life bankruptey and impros I ity rates.

Clearly, the SAR was not deemed the pmrary cause of the shrinking
market. This is consistent with sales siatistics that show the shrinkage
occurred prior to the SAR. In fact, the market may have grown modestly
although our survey and LIMRA provide differing indications after the
publication of 1B95-1.

While the market shrank, so did the number of insurers participating in i
Forty-five percent of the espor»-“r*- i ers gave up this business since t he
late 1580s as sh ovm by the zesuh in Question 5. We surveyed their reasons,
wondering about the role o LR, But it is interesting to note that the
average fhpar“!w date from t <w, as tabulated in question 6, occurred
in 1992—nearly three years B95-1 was published. Three of nine
reported departures cceurred i when IB95-1 was imminent or actually
published. The dates in our survey are im‘p‘rpcise regarding such timing.

For those who departed the market, capital or its negative component
reserve strain and risks, as well as profit concerns, were considered significant
factors as shown in responses to Question 7. In addition, those who departed
felt they were leaving a shrunken market.

One-third of mos who left the market felt the SAR was a factor in their
departure. Cther DOL criteria for insurer selection {credit ratings, other
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factors) had less support as causes. The insurers who indicated that the SAR
was a factor in their departure tended to be recent departures, and did not
indicate that credit ratings or views of others were relevant factors. However,
one insurer who departed the market in 1991 indicated that the SAR and
credit ratings were the only two factors influencing their decision to stop
writing this business. That insurer re-entered the market in 1995, after the
issuance of IB95-1.

A concern has been raised that the SAR reduces competition among
insurers. This can be caused either by insurers declining to bid, feeling that
the SAR would render their cause hopeless, or by buyers declining to accept
bids from some insurers in light of the SAR. Indeed, even if the volume of
business is stabilized, insurers making a bid are seeing fewer competitors
now. Question 8 shows the SAR may have had some impact as competitors
have dropped from 7 in 1993 to 5.3 after IB95-1. Prior to 1990, the
perception was that the number of competiters had dropped from 8 to 7
since the late 1980s. However, as this trend also parallels the market
departures, one cannot be sure about this relationship.

1B95-1 requires that buyers make qualitative decisions in exercising their
fiduciary responsibilities; they may not just take the lowest price. A
symptom of this may be an insurer having its low bid not accepted and the
buyer going with a higher priced bid from another insurer, perhaps one more
highly rated. Question 9 reviews symptoms of that concern. It shows that
prior to 1993, a selection on this basis was an infrequent event. In 1993,
several insurers experienced it more. After IB95-1 over half the insurers felt
it happened frequently. The various responses to our question utilized
heterogeneous terminology. In our discussion here we assume that a
response of 45% or more can be interpreted to mean “frequent.”

Finally, many insurers have in-force contracts for ongoing pension plans
that guarantee annuities upon retirement. A fear of the insurance industry
was that the SAR might impact the volume of this business, also. Question
10 shows that, collectively, it is the insurers’ opinmion that this hasn’t
happened. However, it is a mixed result, as some insurers report a decrease
in this business due to the SAR, whereas slightly fewer others even feel
there has been an increase. It’s their belief that the 1991 insolvencies also
had little impact on the volume of business.

While this survey tabulates opinions rather than hard data in many of its
questions, one can generalize the following points:

1. The market didn’t shrink due to the SAR.
2. Insurers gave up the business for reasons other than the SAR and usually
earlier than its publication, although in some cases the government’s
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growing concern about safery of annuities may have been a factor in that
decision.

3. Competiti nying concerns about
the safety

4. Fewer low bi ds

5, INSURANC DUSTRY ACTIVITY

The PBGC standar otaled $2.0 billion for 1990 and
$1.8 billion for the | 1995, The volume of new annuity business
written by insurers who responded to the Sellers Survey was about $5.3 billicn
in 1990 and $0.3 billion in the first half of 1995. As a percentage of the
volume of terminations, the vurchase of anmliﬁes from insurers who re-
sponded to our survey appears to have declined from about €6% 1 1990 o
19% in 1995

The moest recent LIMIRA Statistics show that m 1996 about
84% of new annuity business was written by insurers that were ranked Aa?
or higher by Moody’s. These same insurers comprised 68% of the total in
1995 and 43% in 1992,

The ten most active s in the LIMRA survey handled about 81% of
the industry wtal in 1992, and 99% ia 1996, Of these insurers, six were active
in both periods, accounting for about 42% and 53% of the corresponding

[«

OBSERVATION

Some of ‘me major observations drawn {rom this s‘-;udy by the working

© The SAR has not had a discernib
although insoivency
© While credit ratings a

safest available candid
screening device in ’m.
© There is still a reasonably sized fiel
bid. Because buyers more ofign than not determine i‘hese insurers o be
comparable in terms of saft ’{v? the annuity cost or price becomes an im-
portant secondary consider

© New annuity business had

f“i‘rpct impact on the annuity market,
'ﬂaba‘%an

available” candidates that

iily dropping even before the SAR,

somewhat tracking the decline in volume of plan terminations. Insurers
have cited capital and reserving concerns, in addition to the market de-
\

cline, as reasons for reducing their activity in these annuities.



SAFEST ANNUITY RULE 31

@ There is evidence that the proportion of terminations that are being pro-
vided in the form of lump sums has increased, especially since the GATT
legislation was passed.
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EIN/PN (Plan ID number)
Date of Plan Termination
Enrolled Actuary Number
Assets
Liabilities
Number of Participants
There was a field for actuary name, but this was blank in all but one of
8,433 cases.
2. STDTERM: A spreadsheet file containing reports on plans with form
500 receipt dates in the first six months of 1995. Variables of im-
portance for this project were:
@ EIN/PN (Plan ID number)
Date of Plan Termination
Date of receipt of form 500
Enrolled Actuary Number
Enrolled Actuary Name
Assets
Liabilities
Number of Participants

2@ & © @ ©

B. Initial File Processing

Each file was converted to an Access database (MDRB) and then a spread-
sheet (XLS) file. The files were browsed for initial basic cleaning.

1. FITZ: the converted file had 8,453 records. A random sample of
records was chosen for careful comparison with the original to val-
idate the conversion process.

2. STDTERM: The converted file had 126 records which completely
duplicated another record in every field except for NAME OF IN-
SURER. These duplicates were removed to avoid double counting
of cases. The remaining file had 1,793 records.

C. Supplemental Files for Company Linking

Two file sets were needed to make it possible to associate a company
with each record:

1. EA#FULL: This spreadsheet file listed enrolled actuary numbers
from 0001 to 4,845 and gave the name corresponding to each num-
ber. This file was created by combining three smaller WK1 files
Nfiles1, Nfiles2, and Nfiles3 (sent by Tom Edwalds of the Society
of Actuaries.)
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These six files associated actuary names and
he years 198% to 1995, and were also

Z file gave only an actuary
er-ic-name using EA#FULL

ling because of minor var-
ah files actuary numbers
-digit form (3415).
L imbe; and could not be
were out of ra,nge of our files
ors—tn v could not be linked.
mbers but names in EA#FULL
MSTD. Thase records were linked
nt about nicknames and use of ini-
e ch possible record a
case of an individual
s name was used 1n the
was used for the report on
1989 company for 8,120

d provided the
had 1 oth an actuary name
lank fields for one or both
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Asset/liability ratios were generated for all records in each file. Records

with very small {<<0.7) vy 121g6 {\ >5) ratios were individually reviewed
and some obvigu i s were discovered and corrected, e.g =
Asse*’s = 44284 aud Liabiliti 144,284, Only cases with a clear digit
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F. Data Analysis

The final database files were read into the statistical package SPSS and saved
as SPSS files. The results in the following sections were produced in SPSS.

G. Asset, Liability, and Participant Totals

Results are presented for the two files in the tables that follow (Tables I-1
and I-2). It is clear that the number of plans and the totals of the relevant
variables for FITZ indicate a substantially greater level of activity for the
FITZ as compared to STDTERM. It is clear that the asset/liability ratios are
significantly greater in FITZ than in STDTERM.

Large plans are defined as those with cither at least 1,000,000 in assets
or at least 100 participants. This is problematic, since some large plans have
zero participants or zero assets in our files. We have redone this analysis
using a finer classification scheme in Exhibit I-1 of this appendix.

The FITZ file has 20 cases with Asset/Liability ratios above ten. There are
extreme outliers that have substantial effects on the average of that ratio. For
example, plan EIN 362419274/001 has assets of 270,683 and liabilities of 2.

TABLE I-1
1995 STDTERM FILE*
Assct/Liability
Plan Size Assets Liahilities Ratio Participants

Large

Number of Cases 474 474 471 474

Sum 1,303,188,843 1,125,117,892 73,839

Mean 2,749,344 2,373,606 1.088 156

Minimum 30,000 0 0.950 0

Maximum 126,000,000 67,000,000 5.100 8,336
Small

Number of Cases 1,301 1,301 1,290 1,301

Sum 499,798,488 479,268,668 21,575

Mean 384,165 368,385 1.077 17

Minimum 0 0 0.730 0

Maximum 997,825 997,825 6.010 98
Total

Number of Cases 1,775 1,775 1,761 1,775

Sum 1,802,987,331 1,604,386,560 95414

Mean 1,015,768 903,880 1.079 54

Minimum 0 0 0.730 0

Maximum 126,000,000 67,000,000 6.010 8,336

*Notes: A total of 17 cases had Assets = Liabilities = 0, and were not included above.
One case had blank asset and liabilities, and was not included. That case had one
participant.



TSA 1997-98 S

REPORT

-3

ABL

1690 Fit

€

Assei/Liability
Plan Size Assets Liabtlities Ratio Participants

Large
Tumbu of Cases 1,673 5 1,675 1,677
Sum 5,779,896,502 4 7 333,855
Mean 3,450,684 4. 1.389 199
Minimum 10,903 0 1.000 0
Ximum 1,055,000,000 0 260.740 6,291

Small
Number of Cases 0,751 6,751 6,732 6,751
Sum 2,221,158,478 2.004,631,003 111,682
Mean 329,012 296,938 1.431 17
Minimum O 0 0.750 0
Maximum 999,232 999,232 1,374.170 99

Total ;

Number of Cascs 8,425 8,426 8,407 8,428
Sum 8.001,054.,980 $,581,625,980 445,537
Mean 948,567 781,109 1.422 53
Minimum 5 0 0.750 0
Maximum 1,053,000, (/(/u 622.000,000 1,374.170 6,291

A total 01 25 cases had Asscts == Liabilitics
issing vuuc% in all above fields and were
Ly mifluenced by outl

otes:
Two cases had
Liability ratios w
When all cases wi

tiers.

Juabd, the mean ratios were:

= 0, and were not included above.
not included. The mean Asset/

Large Plans 1.2259
Smali Plans 1 1623
All Plans .19 9
H, Dare
The R Reques for P asked for the “Period elapsed between
termination The PBGC receipt date is not
available in ERM are in Table I-3.
1 FiLe
Period Between Receipt Date and Termination Date™
f Cumulative
Difference Range (Days) | Frequency Pereentage Percentage
—120 to —061 77 4.34% 4.34%
—60 o0 —1 301 16.96 21.30
0to 60 362 20.39 41.69
61t 120 789 44.45 86.14
12110 180 207 11.66 97.80
181 to 365 20 1.13 98.93
366t 730 i5 0.85 99.77
> 730 4 0.23 100.00
Total 1,775 100.00%
“Note: Eighteen cases had no date and were excluded.
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L. Years of FITZ Terminations

The above date analysis was not possible for the FITZ file. Table 1-4
shows the range of termination dates for FITZ. This range was unexpectedly
wide.

TABLE i-4

1990 FITZ FiLE BY TERMINATION DATE*

Cumulative
Termination Year Frequency Percentage Percentage
1986 6 0.07% 0.07%
1987 17 0.20 0.27
1988 260 3.08 3.35
1989 3,676 43.51 46.86
1990 4,389 51.95 98.80
1991 101 1.20 100.00
Total 8,449 100.00%

*Note: Four cases had missing values and were excluded.

J. Most Active Actuarial Consulting Firms

The ten most active actuarial firms have been found for each file for all
cases, large plans only, and small plans only. “Large plans” are defined as
in Section G. Results are presented in Tables I-5 through I-10. The company
of record is the 1994 MSTD company for STDTERM and the 1989 MSTD
company for FITZ. Companies are identified only by letters of the alphabet
which have no relation to the actual company name.

TABLE -5

1990 FITZ FiLE
MOoST ACTIVE FIRMS: ALL PLANS

1989 Number of

Rank Company Cases

1 A 218
2-3 tie B.C 119
4 D 115

5 E 113

6 F 110
7-8 tie GH 81
9 I 78

10 J 75
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TABLE I-6

1995 STDTERM FiLe

MoST ACTIVE FIRMS: ALL PLANS

1994 Number of
Rank Company Cases

i 2] 48

2 E 45

3 A 43

4 X 23

5 F 27

6 L 25

7 M 19
8-9 tie i 16
10-14 te QRS T 15

1990 FITZ FiLe

Most ACTivE FiIrMS: LARGE PLANS

Rank

1989
Company

Number of

Cases

=4

(5}
i

D00 O U 0 e

10-11 e

Zewit ey

< C

ot

87
39
38
31
25
24
22
20
18

TABLE I-8

5 STDTERM FiLE

MosT 'E FIRMS: LARGE PLANS
1994 Number of
Rank Company Cascs
1 A 27
2 1) 17
3-4 tie O,L 2
5 B 8
& z 7
7 A2 6
8-11 tie B2,C2,D2,E2 5
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TABLE I-9

1990 FITZ FiLe
MosTt ACTIVE FIRMS: SMALL PLANS

1989 Number of
Rank Company Cases
1 A 131
2 D 99
3 F 96
4 B g7
5 E 75
6 I 71
7 F2 65
8 G 64
9 H 62
10 C 60
TABLE I-10

1995 STDTERM FiLe
MosT ACTIVE FIRMS: SMALL PLANS

1994 Number of
Rank Company Cascs

1 B 40

2 K 32

3 E 28

4 F 25
5-7 tie LM,A 16
8-10 tie T,R,3 13

. Conclusions

@ Asset and benefit volume are substantially greater for FITZ than for
STDTERM. (Total assets in FITZ are $8,001,054,980 for all cases closed
in 1990. Total assets in STDTERM are $1,802,987,331 for all cases re-
ceived in the first half of 1995; $3,605,974,662 annualized.)

@ The ratio of assets to benefits (liabilities) is much larger for plans in FITZ
than for plans in STDTERM.

® The association of cases with actuarial firms presents special problems.
STDTERM cases were received by PBGC in the first half of 1995. The
1994 company list was chosen for company linking assuming that year-
end employment in 1995 was past the receipt date, but it is not impossible
for the 1995 company to be the proper one for actuaries who changed
employment at the start of 1995. The FITZ file is even more ambiguous
due to its wide range of termination dates. There is no way to guarantee
the exact validity of the most active firm counts given here, and any strong
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inference from those lists will be difficult to defend without substantial
exira work.

€ The final database files are in good order and of reasonable size. Further
research can be done by us or other researchers who are given the files.
Scme additional cleaning may fse appropriate, e.g., research of individual

I Y
ery large asset/liability ratios. Uowever, the existing file can
o study regional differences, termination reasons, and re-
s b : L 3

size distinctions used in this report. We plan to continue
nd have provided the final file to SOA for distribution

o Py d g
FExbhib

E/j@f@ﬂ(?@&

-xb
'»abih":ies, Participant Number, and
eparately 0, large or small. This will lead to more

T

Asset/Liability Ratio as

refined summary tables.

1 5% 1 1 P Yo
In this exhibit we lock at Assets, ii
s

Assets Large Assets > 1,000,000
Small 1,800,000 > Assets > 0
g Agseis = 0

“amcmams 100
180 > Participants > {
g Participanis = 0

“

or participants equal o Ze10 ¥
This is shown ﬁ'; 'ih@ [

and 1-12.
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TABLE I-11
1990 FITZ: SMALL PLANS WITH EITHER ASSETS = 0 OR PARTICIPANTS = 0
Assets/Liabilities
Plan Size Assets Liabilities Ratio Participants

Assets: 0; Participants: Small

Number of Cases 5 5 5

Sum 0 0 27

Mean 0 0 5

Minimum 0 0 3

Maximum 0 0 10
Agsets: Small; Participants: 0

Number of Cases 7 7 4 7

Sum 1,339,623 1,123,849 0

Mean 191,375 160,550 1.088 0

Minimum 1,327 0 1.000 0

Maximum 767,456 767,456 1.220 0
Total

Number of Cases 12 12 4 12

Sum 1,339,623 1,123,849 27

Mean 111,635 93,654 1.088 2

Minimum 0 0 1.000 0

Maximum 767,456 767,456 1.220 10

TABLE [-12
1995 STDTERM FILE: SMALL PLANS WITH EITHER ASSETS = ( OR PARTICIPANTS = 0
Assets/Liabilities
Plan Size Assets Liabilities Ratio Participants

Assets: 0; Participants: Small

Number of Cases 8 8 8

Sum 0 0 161

Mean 0 0 20

Minimum 0 0 1

Maximum 0 0 70
Assets: Small; Participants: 0

Number of Cases 2 2 1 2

Sum 884,481 884,374 0

Mean 442,241 442187 1.000 0

Minimum 107 0 0

Maximum 884,374 884,374 0
Total

Number of Cases 10 10 1 10

Sum 884,481 884,374 161

Mean 88,448 88,437 1.000 16

Minimum 0 0 0.000 0

Maximum 884,374 884,374 0.000 70
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ST DTERM had either assets or partici-

iabie in the large category. Tfms i8
cases contribute partial information

Assets/Liabilities
Plan Size Assels Liabilitics Ratio Participants
Assets: 0; Participants: Large
\umbe} of Cases 0 G 0
Sum |
Mean
Minimum
Maximum
\ssets: Large; Participants: 0 |
Number of Cases ‘ 2 2 2 2
Sum 52,182 3,138,281 0
Mean 76,081 1,569,646 1.005 0
Minimum 46,436 1,333,545 1.000 0
Maximum 035,746 1,803,746 1.010 0
Total
Number of Cases 2 2 2 2
Sum 3,152,182 3,139,291 4]
Viean 1,576,091+ 1,569,646 1.005 0
Minimum 1,346,436 \‘ 1,333,545 1.000 0
Maximum 1,805,746 | 1805746 | 1.010 0
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TABLE 1-14
1995 STDTERM FILE: LARGE PLANS WITH EITHER ASSETS = 0 OR PARTICIPANTS = 0
Assets/Liabilities
Plan Size Assets Liabilities Ratio Participants
Assets: 0; Participants: Large
Number of Cases 0 0 0
Sum
Mean
Minimum
Maximum
Assets: Large; Participants: 0
Number of Cases 3 3 3 3
Sum 3,490,202 3,364,854 0
Mean 1,163,401 1,121,618 1.037 0
Minimum 1,103,497 1,097,797 1.000 0
Maximum 1,276,072 1,156,424 1.100 0
Total
Number of Cases 3 3 3 3
Sum 3,490,202 3,364,854 0
Mean 1,163,401 1,121,618 1.037 0
Minimum 1,103,497 1,097,797 1.000 0
Maximum 1,276,072 1,156,424 1.100 0
Mixed Plans

A total of 1,195 cases in FITZ and 341 in STDTERM had either assets
or participants in the large category with the other variable in the small

category. This is shown in Tables I-15 and I-16.

TABLE I-15
1990 FITZ FiLE: MIXED PLANS
Assets/Liabilities
Plan Size Assets Liabilities Ratio Participants

Assets: Large; Participants: Small

Number of Cases 922 922 922 922

Sum 1,456,002,111 | 1,260,971,170 28,785

Mean 1,579,178 1,367,648 1.506 31

Minimum 1,000,000 7,700 1.000 1

Maximum 30,219,200 29,737,100 260.740 99
Assets; Small; Participants: Large

Number of Cases 273 273 273 273

Sum 146,496,084 130,236,966 55,302

Mean 536,616 477,058 1.155 203

Minimum 10,903 10,903 1.000 100

Maximum 996,700 996,700 2460 2,025
Total

Number of Cases 1,195 1,195 1,195 1,195

Sum 1,602,498,195 | 1,391,208,136 84,087

Mean 1,341,003 1,164,191 1.155 70

Minimum 10,903 7,700 1.000 1

Maximum 30,219,200 29,737,100 260.740 2,025
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TABLE 1-16
1995 STDTERM FiLg: MIXED PLANS

Assets/Liabilities
Plan Size Assets Lizbilities Ratio Participants

Assets: Large; Participants: Small

Number of Cases 289 289 288 289

Sum 477,966,385 445,072,814 7,981

Mean 1,653,863 1,540,044 1.078 28

Minimum 1,600,000 4] 0.950 2

Maximum 12,655,474 12,655,474 3.870 98
Assets: Small; Participants: Large

Number of Cases 52 52 51 52

Sum 28,488,485 27,807,077 9,973

Mean 347,855 534,751 1.023 192

Minimum 30,000 0 1.000 101

Maximum 993,000 992,000 1.230 956
Total

Number of Cases 341 341 339 341

Sum 506,454,876 472,879,891 17,954

Mean 1,485,205 1,386,745 1.023 53

Minimum 30,000 0 0.950 2

Maximum 12,653,474 12,655,474 3.870 956

Smail Plans

1

A total

e

-18.

6,739 cases in Fi
nd 1 ammpams in the smail caxcgow

These results are

TABLE 1-17
1990 FITZ FILE: SMALL PLANS

Z and 1,291 in STDTERM had both asseis
in Tables 1-17 and

Assets/Liabilities
Plan Sizc Assels Liabilities Ratio Participants
Assets: Small; Participants: Small
Number of Cases 6,739 6,739 6,728 6,739
Sum 2,219,818,855 | 2,003,507,154 111,655
Mean 329,399 297,300 1.431 17
Minimum 125 0 0.750 1
~ Maximum 999,232 999,232 1,374.170 39
TABLE I-18
1995 STDTERM FiLe: SMALL PLANS
f Asscts/Liabilities
Plan Size Assets Liabilities Ratio Participants
Assets: Small; Participants: Small
Number of Cases 1,291 1,291 1,289 1,291
Sum 498,914,007 478,384,294 21,414
Mean 386,455 370,553 1.677 17
Minimum 757 0 0.730 1
Maximum 907,825 997,825 6.010 98
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Large Plans

A total of 478 cases in FITZ and 130 in STDTERM had both assets and
participants in the large category. These results are in Tables I-19 and 1-20.

TABLE 1-19
1990 FITZ FILE: LARGE PLANS

Assets/Liabilities
Plan Size Assets Liabilities Ratio Participants
Assets: Large; Participants: Large
Number of Cases 478 478 478 478
Sum 4,174,246,125 | 3,182,647,550 249,756
Mean 8,732,732 6,658,258 1.299 523
Minimum 1,000,000 418,383 1.000 100
Maximum 1,055,000,000 | 622,000,000 4.790 6,291
TABLE I-20

1995 STDTERM FiLE: LARGE PLANS

Assets/Liabilities
Plan Size Assets Liabilities Ratio Participants
Assets: Large; Participants: Large
Number of Cases 130 130 129 130
Sum 793,243,771 648,873,147 55,885
Mean 6,101,875 4,991,332 1.136 430
Minimum 1,015,000 0 1.000 101
Maximum 126,000,000 67,000,000 5.100 8,336
APPENDIX II

SUMMARY RESULTS OF BUYERS SURVEY

1. Approximately how many defined benefit (DB) plans have you termi-
nated, where annuities were used, in the following periods?

d) First half
Summary: a) 1989 b) 1990 ¢) 1993 of 1995 e) Since then
Mean 23.7 22.1 21.4 11.5 34.1
Standard Deviation 14.3 14.8 16.6 8.0 21.6

2. Did any of your clients regard the Interpretive Bulletin (IB) as an absolute
bar to using as annuity providers insurance companies with a claims paying
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or credit rating (Moody’s, Standard and Poor’s, Duff and Phelps, etc.) below
some specified level?

Yes : 64%
No 36%

These were the percentage of criteria used to distinguish safe imsurance
afi 5.

companies from unsafe ones
a. Quality and diversification of investments: 39%
b. Company size: 35%
c. Range and quaiuy of administrative services: 67%
d. Capifal ar sw*ams fevel: 89%
e. Business d versification and exposure: 78%
f. Contract guarantees: 39%
g. State Guaranty fund protection: 56%

ximate number of bids
an estimated range of the

/, what is the appro
mmaﬁan? /mse please provide

bids obtainad {ﬁ m lowest to highest), as a percent of winning bid.
| d) First half
Summary: a) 1989 b) 1990 ¢y 1983 of 1995 ¢) Since then
Mean 15.9 155 13.8 10.4 8.4
Standard Deviation 7.0 5.9 4 4.2 3.7

4. For each of the periods beiowz
conclude, after

\,OHQHCJBg an a

3*0 v iregqu

ently did the fiduciaries

e search, that more than one annuity

provider was able to offer the saﬁes’z humty available?
d) First half

Freguency a) 1989 b) 1994 c) 1993 of 1995 ) Since then
5 = Never 20% 10% 10%
4 = Up to 25% 10 10 10% 20%
3 = 25% 1o 60% 10 20 10
2 = Over 60% 80 80 70 70 70
1 = Don’t know
5. For each of the periods listed bc>ow, how frequently did one or more
safe, but not est a\mﬂab annuity providers offer a price that was

substantially les
lone, SaL€SL avy

€S
ai

saf
¢ expensive

] S .
iable annuity provid

~9

t offered by the most competitive, or
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d) First hatf
Frequency a) 1989 ) 1990 c) 1993 of 1995 €) Siuce then
5 = Never
4 = Up to 25% 18% 18% 9% 9% 9%
3 = 25% to 60% 27 27 36 55 55
2 = Over 60% 45 45 45 27 27
1 = Don’t know 9 9 9 9 9

6. Given the pricing scenario described in Question 5, how frequently in
each of the following periods did the fiduciaries select a safe, but not safest
available annuity and then share a portion of the cost savings with the
participants in the form of increased benefits?

d) First half
Frequency a) 1989 b) 1990 c) 1993 of 1995 ¢) Since then
5 = Never 30% 10% 10% 10% 20%
4 = Up to 25% 40 60 50 50 40
3 = 25% to 60% 10 10 10
2 = Over 60%
1 = Don’t know 30 30 30 30 30

7. Do you agree with the following statements regarding the character of
insurance company bids since the issuance of the IB (March 1995)? Yes
or No?

a) Top-rated companies have become less flexible on pricing. Yes 60% | No 40%
b) Less-than top-rated companies have become more aggressive. Yes 50% | No 50%

8. An option available to most companies when terminating their defined
benefit pension plans is to offer lump-sum settlements at the new rates under
GATT (December 1995), an option which may be much less costly than
buying annuities in today’s market.

Has there been active use of the lump-sum option in terminations ir: each
of the periods shown below? Yes or No

a) Before IB Yes 45% No 55%
b) After IB but before GATT Yes  60% No 40%
c) After GATT Yes 100% No 0%




Y\f
1. In the following periods how much si"ﬁg‘l premivm annuu“y business
have you obtained from terminated defined benefit plans (premium in §
millions)
a) 1989 by 1990 ¢y 1993 d) First half of 1995 ¢} Since ““d”
7,449.7 5,259.2 587.6 346.9 1,115.5

For companies that wrote participating
particip“-"ing and nonparticipating premium, their partic
tabulated below:

business who were able to split the
ipating premium 1s

a) 1989 ) 1990 c) 1993 d) First hal? of 1995 e) Since “d”’
4,495 2,698 g 6 194
3. Do you fee single premium annuity business from
terminated de Clz has decreased since the late 1980s?
Yes No No significant change
89.5% | 5.3% 5.3%
4. If ves to Question 3, do you feel the following are factors?
Yes Ne Total
a. The Executive Life Insurance
Company and Mutual Benefit Life
bankruptcies 35% 65% 100%
b. The volume of plan terminations 100 0 100
¢. The patiern of defined benefit
interest rates and its impact on the
potential amount of asset reversions 88 12 100
d. The Safest Annuity interpretive
bulletin 35 05 100
e. The rate of excise taxes on asset
reversions 106 0 100
f. Allowing lower lump sums under
GATT 35 65 100
g. The Confederation Life bankruptcy 13 88 100
h. Improving mortality 6 94 100
i. The trend to defined contribution
plans 40 Y 100
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5. Did you stop selling single premium annuity business since 19887

Yes

No

45%

55%

6. If “yes” to Question 5, what was the year you stopped?

Number of Percentage
Year Companies of Exits
1988 1 11%
1990 1 11
1991 2 22
1994 2 22
1995 2 22
1996 1 11
100%

~

. If ““yes’ to Question 5, did any of the following influence your decision?

Yes No

a. Internal company capital or risk-based capital

constraints 78% 22%
b. Reserve strain 67 33
¢. More profits or less risk elsewhere 67 33
d. Belief market has shrunk 67 33
e. Safest Annuity Bulletin 33 67
f. Perception of how others viewed your credit rating 22 78
g. Perception of how others viewed your other factors

leading to choosing an insurer 13 87
h. Other, specify two responses: Too much work for marginal return

Anticipation of bulletin

8. In a bid how many competitors do you think you have averaged during
the following periods?

d) First half
Summary a) 1989 b) 1990 ¢) 1993 of 1995 ¢) Since *‘d”
Mean 8.1 8.3 6.9 5.8 53
Standard Deviation 34 3.1 2.8 1.9 1.3

9. Have you lost what seemed to be winning bids to another insurer with
higher credit ratings?

67% 33%
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. in - 3
s P

How frequently do you think that heppens in the man(e*7
Below are the separste response “%e‘”“‘ Trom ea

T
! } d) First half }
Comp a) 1989 by 1990 ! ) 1993 * of 1995 | ©) Since “°d”
1 Infrequent infreguent i Not in business Very frequent | Very frequent
2 Infrequent frequent | Infreguent Frequently Frequently
3 Somewhat Somewhat ! cquently Frequently Frequently
4 : 15% } 20% i 25% 35% 45%
5 10% : 109 10% 60% 60%
6 10% 0% 25% 45% 45%
7 20% 20% i N/A N/A& N/&
8 5 g i 3 N/A N/A
9 0 Less than 16% N/A N/A
10 Less than 2%
11 When price is very close. About 20%
12 One.

The only case
on which we
bid.
= f . s :
13 i We have on occasion, perhaps 3 times or so, been awarded a case without having the
i lowest bid, duc o ratings.

14 | Not more than 10 times a year.

i3 4105 405 |

[\
-
[&]
L0
lovs
-
o
(R}
—

*Five companics gave 10 responsc.

an d Mmucd Benefit

un Q‘e;'wm‘a;@‘?

Raised i Lowered

5%

No Change

! 84%

ax

1
i1y

"

b. Do you
business w % ch you underwriie?

Raiscd Lowered No Change

16% | 21% 63%
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The responses to these two questions combined are tabulated below:

Responses

Number of responses

Neither the bankruptcies nor the SAR changed the volume

The bankruptcies did not change the volume, but the SAR lowered it
The bankruptcies did not change the volume, but the SAR raised it
The bankruptcies lowered the volume, but the SAR did not change it
Both the bankruptcies and the SAR raised the volume

No answer

10

—— o B




APPENDIX IV

INIDUSTRY DATA

TABLE [V-1

First Quarter

Annuitics

5ICs

Total

Types of Accounts 1983 1984 717‘)85 1986 1987 1088 1‘):@‘) 1990 1991 1992 1993 1994 1995 ]9‘)‘67 N
Amount ($M) 1,824 | 4483 | 9042 [ 9447 | 8239{ 40616 | 4562 | 4849 1595 | 1266 | 1445 944 | 1,153 231
Total Percentage 10% 17% 23% 19% t6% % 8% 9% 3% 3% 4% 3% 5% 4%

General Accouni—Other
Amount (M) 2,003 3,021 3892 4033 3400 5040 6687 8286 6,906 5902 | 4602 4930
Total Percentage 11% 11% 10% 8% 7% 8% 1% 15% 15% 14% 13% 15% 0% 0%
Amouni (§M) 10,356 | 15,473 | 20,770 | 23,869 | 28,330 | 32,283 | 20912 | 27,541 | 25,170 | 22,799 | 20,428 | 21,047 | 19,178 4,590
Total Percentage 57% 37% 53% 49% 56% 52% 51% 49% 53% 55% 58% 66% 89% 88%
Separate Accounts
Amount ($M) 4059 | 4,127 1 5,837 | 11,348 | 10,908 | 20,262 | 18.010 | 15,759 | 13,507 | 11,255 ] 9,003 | 5210 1,323 384
Total Percentage 22% 15% | 15% 23% 22% 33% 30% 28% 29% 27% | 25% 16% 6% 7%
Amount ($M) 18,252 | 27,104 | 39,541 | 48,697 | 50,937 | 62,201 | 59,171 | 56,435 | 47,178 | 41,222 | 35,478 | 32,131 | 21,654 | 5211
Number of companies 38 38 40 40 40 45 42 45 45 38 39 39 31 26
Number small companies N/A N/A N/A N/A 18 171 18 17 20 14 18 12 {1 6
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TABLE V-2
DISTRIBUTION OF 1996 New ANNUITIES SOLD

1996 Rating Moody’s Standard & Poor’s Duff & Phelps
11% Aal or higher AA++ or higher AAA or higher

84 Aa2 or higher AA or higher AA or higher

95 Aa3 or higher AA— or higher AA or higher

98 Al or higher AA or higher AA or higher
100 A2 or higher AA+ or higher AA~— or higher







