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By Kerry Krantz

Four subject matter experts, actuaries Alberto Abalo, Mike Har-
rington, Dave Neve, and Andy Rarus, have developed what we
hope will be a new Society of Actuaries (SOA) education tool us-
ing the Khan Academy educational website durable educational
component (DEC) approach.

A DEC is online training with a whiteboard video lecture be-
tween 10-15 minutes in length (think of these as 10 to 15 min-
ute audio-video class lectures). As part of principle-based reserve
(PBR) implementation, the NAIC has developed a charge re-
lated to pre-implementation and training. Included is company
outreach. Four state regulators, Andy Rarus, Craig Chupp, Pete
Weber, and I, have worked on this charge. Andy recruited the
subject matter experts to develop an initial DEC on the sub-
ject of PBR net premium reserve. Kristine Buelow, Instructional
Specialist at the Society, and Sherri Blyth, Senior Instructional
Designer, worked with the four actuaries to develop this DEC.

The concept of a principle-based net premium reserve was
initially proposed by the American Council of Life Insurance
Companies (ACLI) actuaries to create a “floor” that could be the
basis for a tax reserve. During the Impact Study designed and
conducted by Towers-Watson, a sample spreadsheet was shared
with the company actuaries participating in the study. This DEC
will provide a demonstration of how the text of the Valuation
Manual Section (VM-20) defining a net premium reserve can be
applied to a specific product. Included (and stored on an SOA
web page) will be a program narrative and Excel spreadsheet.

The component begins with a welcome message. After Andy
identifies the events thatled to the development of the DEC, the
next slide (see Exhibit 1) lists the objectives. “This micro-course
is designed for regulators and actuaries working on VM-20 re-
serve implementation within their companies. It discusses the
importance of the principle-based approach, assumptions, and
the net premium reserve (NPR) calculation.” Upon completion
of this course, the viewer will be able to discuss the applicabili-
ty of VM-20 NPR requirements to a company’s term insurance
business and calculate the NPR for a representative term policy.
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EXHIBIT 1

SOA Learners - Google Chrome =@ %

| learning.soa.org/Kview/CustomCodeBehind/base/courseware/scorm/scorm12courseframe.aspx

N slide Title.

This micro-course overview is designed for regulators and actuaries working on the
VM-20 reserve implementation within their companies. It discusses the importance
of'th? ;t)_rinciple-based approach, assumptions and the net premium reserve (NPR)
calculation.

NPR Calculation Example

Virtual Classroom

Upon completion of this course, you will be able to:

ot ® Discuss the applicability of VM-20 NPR requirements to a company’s term
insurance business / rationale for a reserve floor.
® Calculate the NPR for a representative term policy.

Quiz Question 1

Quiz Queston 2

The next slide explains the importance of PBR to consumers,
improving the process of risk assessment, and the valuation sys-
tem. After that is a slide discussing areas of valuation assump-
tions: prescribed, stochastically modeled, and prudent estimate.
The next slide discusses the FI'T concern that led to an NPR
reserve. The DEC takes a four step approach. (There are three
parts (a, b, and c) to step 3.) These steps are based on a frame-
work presented by Karen Rudolph featured in issue 95 of The
Financial Reporter.

After this introduction, a slide displaying a monitor has a link to
the video narrated by Albert. He takes the viewer step by step
(1, 2, 3a, 3b, 3¢, and 4) through the spreadsheet (see Exhibit 2)
adapted from Tim Cardinal’s NPR calculator.

EXHIBIT 2

Term Insurance

20 year level premium term insurance policy with insurance coverage to age 95.

Policy characteristics
20¥T male nonsmoker, issue age 35, $1M face amount

95 of the " ")

The next slide provides the viewer the option to “Check Your
PBR Knowledge.” If one is familiar with PBR, one can skip the
assessment that follows. If one fails the multiple choice assess-
ment (e.g., only three of five correct), one can click continue to



a slide (see Exhibit 3) that recommends an NAIC presentation
titled “Introduction to Principle-based Reserves (PBR) Require-
ments for Life Insurance Products” that can be found on the
NAIC website.

EXHIBIT 3
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Learn More About PBR

o Welcome Message

2 DEC Objectives

Bl

~ Leam More About PBR

2 The Importance of Principle-Based

5 Areas of Valuation Assumptions

5 The NET Premium Reserve

5 NPR Caleulation Example

5 Virtual Classroom

If you would like to read more on PBR, you might want to review the presentation titlec
to Principle-based Reserves (PBR Requirements for Life Insurance Produc

n be found on the NAIC website before proceeding. The presentation will give yo
the hlghllghts of PBR including detanl on history, reserve methodology and assumptions’

o Knowledge Check.

5

1 Otherwise, please continue with the course.

5 Quiz Question 2

A list of resources is provided on the next slide. It includes a link
to Karen Rudolph’s PBA Corner article. The next slide has the
names of the regulators and subject matter experts. The final
slide asks the viewer to stay tuned for upcoming principle-based
reserve DEC releases. W

Kerry Krantz, FSA, MAAA, is an actuary at the
Florida Office of Insurance Regulation. He can be
reached at kerry.krantz@floir.com.
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