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VALUATION R E P O R T S  F O R  R E G U L A T O R S  

MS. DONNA R. CLAIRE:  As mos t  of  you  know, the  Na t i ona l  Assoc i a t i on  of  

In su rance  C o m m i s s i o n e r s  (NAIC) has t a k e n  some  ac t i ons  t o w a r d  the  c o n c e p t  of  

va lua t i on  a c t u a r y .  The New York  Insu rance  D e p a r t m e n t  has t a k e n  a number  of  

f u r t h e r  s teps .  T h e r e f o r e ,  I'll spend a few m i n u t e s  t a lk ing  about  the  NAIC and 

spend the  re s t  of  my t a lk  on what ' s  happen ing  in New York.  

The NAIC added  a r e q u i r e m e n t  to the  L i fe  and A c c i d e n t  and H e a l t h  Annual  

S t a t e m e n t  Blank in 1978 t h a t  the  a c t u a r y  mus t  inc lude  a s t a t e m e n t  t h a t  r e s e r v e s  

m a k e  good and s u f f i c i e n t  provis ion  for  all  u n m a t u r e d  ob l iga t ions  of  a c o m p a n y .  

This sounds good~ but  wha t  i t  m e a n s  wasn ' t  e x a c t l y  spe l led  out .  L a s t  yea r ,  a f t e r  

m u c h  debate~ A c t u a r i a l  Guide l ine  #14 was added  to the  F i n a n c i a l  Examine r s '  

Handbook.  It s t a t e s  t h a t  the  a c t u a r y  can  be asked  to wha t  e x t e n t  good and 

s u f f i c i e n t  ana lys is  wi th  r e s p e c t  to  annu i t i e s  and o t h e r  p r o d u c t s  wi th  b e n e f i t s  

s ens i t i ve  to i n t e r e s t  r a t e s  cons ide red  f u t u r e  in su rance  and i n v e s t m e n t  cash  f lows 

as t h e y  would e m e r g e  under  a r e a s o n a b l e  se t  of f u t u r e  i n t e r e s t  s cena r ios ,  and if  

so, wha t  these  cons ide ra t i ons  were .  This doesn ' t  e x a c t l y  give too m u c h  of  a 

guide l ine ,  but  i t  does i n d i c a t e  which d i r e c t i o n  the  NAIC m a y  be heading .  

In 1983 the  NAIC a d o p t e d  Un ive r sa l  L i f e  mode l  r e g u l a t i o n  t h a t  con t a in s  a 

provis ion  for  A c t u a r i a l  Opinions on I n t e r e s t - l n d e x e d  Unive r sa l  L i f e  pol ic ies  only.  

In addi t ion ,  las t  y e a r  the  NAIC a d o p t e d  a mode l  r e g u l a t i o n  for  m o d i f i e d  

g u a r a n t e e d  annu i t i e s  and mod i f i ed  g u a r a n t e e d  l i fe  insu rance ,  which are  pol ic ies  

wi th  m a r k e t  value a d j u s t m e n t s  t h a t  also r equ i re  an A c t u a r i a l  Opinion.  This 

i n d i c a t e s  conce rn  of the  NAIC about  i n t e r e s t - s e n s i t i v e  p roduc t s .  
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While this  has  b e e n  going on, New York  has b e e n  r e l a t i v e l y  q u i e t l y  e s t ab l i sh ing  

f a i r l y  d e t a i l e d  r e q u i r e m e n t s  fo r  A c t u a r i a l  Opinions  and M e m o r a n d a  to be f i l ed  on 

a nnu i t i e s  and GICs.  

Jus t  as a po in t  of  c l a r i f i c a t i o n ,  t he  A c t u a r i a l  Opinions  t h a t  mus t  be f i led  a re  

s imi l a r  to the  ones  s u g g e s t e d  in the  A m e r i c a n  A c a d e m y  of  A c t u a r i e s .  The 

p r o p o s e d  R e c o m m e n d a t i o n  of  the  A c t u a r i a l  M e m o r a n d u m  is a New Y o r k - o n l y  

r e q u i r e m e n t .  The  A c a d e m y  sugges t s  t h a t  t he  opinion be f i l ed  wi th  the  s t a t e  

i n s u r a n c e  d e p a r t m e n t s  and t h a t  an a c t u a r i a l  r e p o r t ,  which  c o v e r s  c o m p a n y  

s o l v e n c y  under  b o t h  r e a s o n a b l e  and p laus ib le  s cena r io s ,  be g iven  to  c o m p a n y  

m a n a g e m e n t .  New Y o r k  wan t s  to  have  a subse t  of  wha t  would be the  a c t u a r i a l  

r e p o r t  showing  t he  r e s e r v e  a d e q u a c y  unde r  s o - c a l l e d  r e a s o n a b l e  s cena r io s .  

New Y ork  wan t s  to  be  p r o v i d e d  wi th  enough  i n f o r m a t i o n  to  d e t e r m i n e  for  i t s e l f  

w h e t h e r  r e s e r v e s  a re  s u f f i c i e n t .  

As a n o t h e r  c l a r i f i c a t i o n ,  our  c o m m i t t e e  was no t  su re  w h e r e  the  c o n c e p t  of  the  

v a l u a t i o n  a c t u a r y  was going to  end up. It did s e e m  t h a t  t he  c o n c e p t  of  the  

v a l u a t i o n  a c t u a r y ,  as e s s e n t i a l l y  d e t e r m i n e d  by the  A m e r i c a n  A c a d e m y  of  

A c t u a r i e s  and o t h e r  bodies ,  would r e q u i r e  m u c h  m o r e  e x t e n s i v e  t e s t i n g  of  the  

e n t i r e  c o m p a n y .  T h e r e f o r e ,  t he  c o m m i t t e e  s u g g e s t e d ,  and t he  r e g u l a t i o n s  a re  

w r i t t e n ,  t h a t  t he  a c t u a r y  i n s t e a d  be c a l l e d  the  qua l i f i ed  a c t u a r y  in New York .  

To g ive  a b i t  of  b a c k g r o u n d  i n f o r m a t i o n ,  the  New York  In su rance  D e p a r t m e n t  

has  had  s o m e  p rov i s ions  for  f i l ing A c t u a r i a l  Opinions  and M e m o r a n d a  s ince  198Z. 

Bas ica l ly ,  New York  was c o n c e r n e d  abou t  the  D y n a m i c  Va lua t ion  Law as i t  was 

and did no t  wan t  c o m p a n i e s  to use high i n t e r e s t  r a t e s  in d e t e r m i n i n g  t he i r  

v a l u a t i o n  r e s e r v e s  unless  it cou ld  be p r o v e d  t h a t  t he  r e s e r v e s  w e r e  a d e q u a t e .  
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Therefore~  it gave  the  c o m p a n i e s  the  op t ion  to use  e i t h e r  f a i r ly  c o n s e r v a t i v e  

r e s e r v e s  or to  use  the  m o r e  l ibe ra l  r e s e r v e s  as long as A c t u a r i a l  Opinions  and 

M e m o r a n d a  w e r e  f i led  wi th  New Y o r k  S t a t e .  The ru les  for  t h e s e  f i l ings w e r e  

v e r y  loosed a l lowing the  c o m p a n i e s  a g r e a t  dea l  of  l e e w a y  in the i r  a c t u a r i a l  

d o c u m e n t s .  In the  f i r s t  y e a r  a b o u t  six c o m p a n i e s  t ook  a d v a n t a g e  of  this  o f f e r .  

L a s t  year~ a b o u t  40 c o m p a n i e s  f i led .  

The A c t u a r i a l  Opinions  and M e m o r a n d a  have  p r o v e d  s o m e w h a t  usefu l .  However~  

the  In su rance  D e p a r t m e n t  s t i l l  had  m a n y  conce rns .  The q u a l i t y  of  the  r e p o r t s  

has  v a r i e d  cons ide rab ly .  In addition~ many  c o m p a n i e s  chose  no t  to f i le  the  

A c t u a r i a l  Opinion~ so the  In su rance  D e p a r t m e n t  did no t  g e t  the  add i t i ona l  

i n f o r m a t i o n  f rom m o s t  c o m p a n i e s  t h a t  do bus iness  in New York .  In par t icu la r~  

the  p e o p l e  in the  In su rance  D e p a r t m e n t  w e r e  wor r i ed  abou t  s ingle  p r e m i u m  

d e f e r r e d  annu i t i e s  a f t e r  B a I w i n - U n i t e d  and C h a r t e r .  Therefore~  wi th  i n d u s t r y  

input~ a law was  p a s s e d  in 1985 t h a t  r e q u i r e d  A c t u a r i a l  Opinions  and M e m o r a n d a  

f rom all c o m p a n i e s  doing bus iness  in N e w  York.  The p r o p o s e d  r e g u l a t i o n s  have  

r e c e n t l y  b e e n  r e l e a s e d .  T h e y  w e r e  open  for  publ ic  c o m m e n t  unt i l  today~ so t he  

f inal  r e g u l a t i o n s  have  no t  y e t  b e e n  publ i shed .  I a s s u m e  t h e r e  will  no t  be  too  

m a n y  changes  f rom the  l a t e s t  d r a f t  of  t he  r egu l a t i ons .  

I c h a i r e d  an a d v i s o r y  subgroup  of  a b o u t  Z0 p e o p l e  f rom va r ious  c o m p a n i e s  and 

o r g a n i z a t i o n s  t ha t  p rov ided  the  input  on the  A c t u a r i a l  Opinion and M e m o r a n d u m  

for  New York~ which  is why  I am s t and ing  h e r e  t a lk ing  to  you  now.  Both  the  

ACLI  and the  L i f e  In su rance  Counc i l  of  New York  i n v i t e d  the i r  m e m b e r s  to 

n o m i n a t e  p e o p l e  to  be  r e p r e s e n t a t i v e s  a p p o i n t e d  by  the  I n s u r a n c e  D e p a r t m e n t  to  

be  in this  adv i so ry  subgroup .  Our  c o m m i t t e e  t r i ed  no t  to r e i n v e n t  the  whee l .  In 

general~ we t r i ed  to  be  c o n s i s t e n t  wi th  work  be ing  done  by  o t h e r  groups~ such  as 

9-3 



the  A m e r i c a n  A c a d e m y  of  A c t u a r i e s  in i ts  p roposed  R e c o m m e n d a t i o n  7 on the  

Va lua t ion  A c t u a r y .  This group m e t  o f f  and on for  a lmos t  a yea r  to develop 

proposed  r egu la t i ons ,  wi th  a g r e a t  dea l  of input  f rom the  New York Insurance  

D e p a r t m e n t ,  p a r t i c u l a r l y  Mr. R o b e r t  Ca l l ahan ,  who is New York's  ch ie f  a c t u a r y .  

He ass i s t ed  by sugges t ing  poin ts  to be cons ide red  in the  r e g u l a t i o n  and by 

po in t ing  out  p rob lems  wi th  A c t u a r i a l  Opinions  and M e m o r a n d a  he has r e c e i v e d  up 

to this  point .  

Member s  of  the  Insu rance  D e p a r t m e n t  adop t ed  mos t  (not all) of this  group's 

r e c o m m e n d a t i o n s .  For  examp le ,  the  m a j o r i t y  of  the  c o m m i t t e e  did not  wan t  to 

r equ i re  board  of  d i r e c t o r s '  approva l  of the  person or persons  who would be the  

qua l i f i ed  a c t u a r y  at  this  t ime .  The Insurance  D e p a r t m e n t  ove r ru l ed  the  

c o m m i t t e e  in the  p roposed  r egu l a t i ons ,  because  i t  f e l t  t ha t  board  a p p o i n t m e n t  

would give the  a c t u a r y  m o r e  power  to ob ta in  the  i n f o r m a t i o n  and suppor t  he 

needed ,  and i t  would also se rve  as a no t i c e  to top c o m p a n y  m a n a g e m e n t  as to the  

i m p o r t a n c e  of the  qua l i f i ed  a c t u a r y ' s  job.  It migh t  also give the  a c t u a r y  a l i t t l e  

m o r e  i n d e p e n d e n c e - - m o r e  l ike an i n t e r n a l  c o m p a n y  aud i to r .  The c o m m i t t e e  did 

not  d i spu te  this; i t  j u s t  w a n t e d  a l i t t l e  more  work done on the  concep t  of  the  

va lua t i on  a c t u a r y  f i r s t .  However ,  the  vas t  m a j o r i t y  of the  c o m m i t t e e ' s  work was 

a d o p t e d  as it was w r i t t e n ,  and the  c o m m i t t e e  as a whole was c o m f o r t a b l e  wi th  

the  r e su l t i ng  r egu l a t i on .  

One of  the  th ings  the  adv i so ry  group had to d e t e r m i n e  was which d i r e c t i o n  the  

r e g u l a t i o n s  would t ake .  The c u r r e n t  a c t u a r y  doing va lua t ions  has the  rules  f a i r ly  

t ho rough ly  spel led  out  for  him; he jus t  has to make  sure  the  c o m p a n y  fol lows 
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t hese  s t a t u t o r y  ru les  in s e t t i n g  up r e se rves .  There  is m e r i t  to this  approach~ in 

t h a t  i t  p rovides  c o n s i s t e n c y  among  compan ie s  and does  no t  give m a n a g e m e n t  of  

a c o m p a n y  a chance  to t r y  to i n f l uence  the  l eve l  of the  r e se rves .  

This approach  also had s eve ra l  p rob lems .  One was t h a t  the  role  of  the  va lua t i on  

a c t u a r y  is to d e t e r m i n e  wha t  needs  to be t e s t e d  for  his own company ' s  p roduc t s ,  

no t  to have  e v e r y t h i n g  d i c t a t e d  to h im.  Ano the r  ma jo r  p rob lem was t h a t  our 

group s imply  could  no t  c o m e  up wi th  all the  ru les  t h a t  would  be needed .  For  

example ,  what  is the  bes t  m e t h o d  to p r o j e c t  i n v e s t m e n t  cash  f low on c o m m o n  

s tocks  or r ea l  e s t a t e ?  We solved this  by s t a t i n g  t h a t  the  a c t u a r y  should do wha t  

he th inks  is bes t  and jus t  exp la in  why he did wha t  was done.  

The o t h e r  e x t r e m e  is the  English de f in i t i on  of  va lua t ion  a c t u a r y ,  whe re  the  

a c t u a r y  is an i n t e g r a l  p a r t  of  the  m a n a g e m e n t  t e a m  and has a lo t  of  f r e e d o m .  

Under  this  de f in i t ion ,  few,  if  any,  ru les  would be s p e c i f i c a l l y  spe l led  out .  We 

obvious ly  didn ' t  s e t t l e  on this  approach ,  cons ide r ing  t h a t  the  r e g u l a t i o n  is 85 

pages  long plus appendixes .  Tha t  m a y  e v e n t u a l l y  be where  the  ro le  of  the  

v a l u a t i o n  a c t u a r y  is headed ,  but  the  m a j o r i t y  of  the  c o m m i t t e e  f e l t  t h a t  we had  

to ge t  t h e r e  one s t ep  a t  a t i m e .  So I would say  we s e t t l e d  for  wha t  I 've l abe led  a 

w a t c h d o g  approach ,  where  the  job of  the  qua l i f i ed  a c t u a r y  is to s a f e g u a r d  the  

h e a l t h  of  the  c o m p a n y  and bark  when the  c o m p a n y  m a y  be h e a d e d  for  t roub le .  

This poin t  of  view would al low the  a c t u a r y  some f r e e d o m  but  s t i l l  s e t  up f e n c e s  

or gu ide l ines  for  the  a c t u a r y  to  work  wi thin .  

On to the  m o r e  p r a c t i c a l  a spec t s .  F i r s t ,  le t  me  answer  the  f ive  Ws about  th is  

r egu l a t i on .  Who does  this  r e g u l a t i o n  apply to?  I t  covers  all  c o m p a n i e s  doing 

business  in New York.  This no t  only  inc ludes  d o m e s t i c  New York  compan ie s ,  but  
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a nyone  who w r i t e s  in New York~ anyone  who is an a u t h o r i z e d  re insurer~ and 

f r a t e r n a l  i n s u r a n c e  s o c i e t i e s .  Rough ly  t r a n s l a t e d ,  e v e r y b o d y  who wr i t e s  

a n y t h i n g  in New York  having  to  do wi th  annu i t i e s  and GICs should  be f i l ing an 

A c t u a r i a l  Opinion and M e m o r a n d u m .  T h e r e  is an out  for  smal l  compan i e s .  T h e y  

can  g e t  a w a y  wi th  no t  f i l ing if  t h e y  have  less t ha t  $Z5 mi l l ion  in r e s e r v e s  in 

a n n u i t y  and GIC business~ if this  is less t h a t  10 p e r c e n t  of  the  t o t a l  r e s e r v e s  of  

t h a t  c o m p a n y .  H o w e v e r ,  e v e n  t he se  c o m p a n i e s  no t  f i l ing will have  to  hold an 

a d d i t i o n a l  Z0 p e r c e n t  ove r  the  min imum r e s e r v e s  t h a t  cou ld  have  o t h e r w i s e  been  

held .  

What  bus ines ses  m us t  the  A c t u a r i a l  Opin ion  inc lude?  All GICS, annu i t i e s ,  and 

a nnu i t i e s  c e r t a i n  a re  inc luded .  This i nc ludes  s u p p l e m e n t a r y  c o n t r a c t s  t h a t  look 

l ike annu i t i e s ,  e i t h e r  t hose  t h a t  i nvo lve  l i f e  c o n t i n g e n c i e s  or t h a t  g u a r a n t e e  

i n t e r e s t  r a t e s  fo r  a p e r i o d  of  t i m e .  It  also inc ludes  group  su rv ivo r  i n c o m e  

b e n e f i t  i n s u r a n c e  in the  p a y o u t  s t a g e ,  b e c a u s e  this  is also e f f e c t i v e l y  an annu i ty .  

When mus t  t he  d o c u m e n t s  be  f i l ed?  The  A c t u a r i a l  Opinion add re s se s  the  

s u f f i c i e n c y  of  t he  r e s e r v e s  t h a t  a r e  l i s t ed  in the  Annual  S t a t e m e n t .  The re fo re~  

to  be  t e c h n i c a l  abou t  i t ,  t h e  Opin ion  p r e f e r a b l y  should be f i l ed  b e f o r e  the  Annual  

S t a t e m e n t  in o r d e r  to  ge t  a p p r o v a l  o f  t he  r e s e r v e s  to  be pu t  in to  the  Annual  

S t a t e m e n t .  As a p r a c t i c a l  m a t t e r ,  h o w e v e r ,  mos t  c o m p a n i e s  will be work ing  on 

the  n u m b e r s  fo r  t h e i r  a c t u a r i a l  d o c u m e n t s  at  t he  s a m e  t i m e  as the  Annual  

S t a t e m e n t  is be ing  p r e p a r e d ,  so s i m u l t a n e o u s  f i l ing of  the  A c t u a r i a l  Opin ion  and 

t he  Annual  S t a t e m e n t  is p e r m i t t e d .  T h e r e  m a y  be some  c o m p a n i e s  whose  

a c c o u n t a n t s  will  no t  sign o f f  on t he  Annual  S t a t e m e n t  unt i l  app rova l  is g iven  to 

the  r e s e r v e s  by  the  New York  I n s u r a n c e  D e p a r t m e n t .  In t he se  cases ,  I would 

r e c o m m e n d  work ing  wi th  New York  S t a t e  to have  it  ru le  the  r e s e r v e s  a c c e p t a b l e  
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(or s t a t e  any ob jec t ions )  sho r t l y  a f t e r  t he  A c t u a r i a l  Opinion and M e m o r a n d u m  is 

f i led.  A s e c o n d  i m p o r t a n t  po in t  a b o u t  when this  mus t  be  f i l ed  is t ha t  i t  mus t  be  

f i led  in 1986 for  1986 bus iness  and for  any bus iness  va lued  on a c h a n g e - o f - f u n d  

basis ,  which  m e a n s  if  you  haven ' t  s t a r t e d  w o r k  and you  w r i t e  any  bus iness  in 

N e w  York ,  you 've  go t  a v e r y  busy  f ew  m o n t h s  a h e a d  of  you .  

Where  a re  the  A c t u a r i a l  Opinions and M e m o r a n d a  f i l ed?  The d o c u m e n t s  a re  

f i l ed  wi th  the  A c t u a r i a l  Va lua t ion  Bureau .  The Annual  S t a t e m e n t  is n o r m a l l y  

f i led  wi th  the  S t a t i s t i c a l  Bureau ,  so the  two  d o c u m e n t s  will  be  going to  d i f f e r e n t  

d e p a r t m e n t s .  I t  will  s p e e d  the  p r o c e s s  a long if  b o t h  a re  f i l ed  in the  r igh t  p l ace .  

A n o t h e r  po in t  on w h e r e  the  d o c u m e n t s  a re  be ing  f i l ed  is t h a t  this  is on ly  a 

New York  r e q u i r e m e n t .  T h e r e f o r e ,  i f  you  a re  no t  a d o m e s t i c  New York  

c o m p a n y ,  you  can  choose  to  f i le  one Annual  S t a t e m e n t  in your  h o m e  s t a t e  and a 

s e c o n d  Annual  S t a t e m e n t  for  New York  showing  h igher  r e s e r v e s  if  you  a re  not  

y e t  p r e p a r e d  to  do all  t he  w o r k  n e e d e d  for  A c t u a r i a l  Opinions  and M e m o r a n d a  on 

the  Annu i ty  and GIC bus iness .  Ove r  the  long t e r m  this  is no t  r e c o m m e n d e d ,  

b e c a u s e  wha t  New York  is r equ i r ing  is wha t  you  should  be  doing for  the  bus iness :  

t e s t i n g  the  p r o p e r  l eve l  of  r e s e r v e s  b y  doing a s s e t  and l i ab i l i ty  m a t c h i n g .  

H o w e v e r ,  for  a s h o r t - t e r m  a p p r o a c h  i t  is an op t ion  to  hold the  h igher  r e s e r v e s  in 

New York  only  ~f t e s t  p r o c e d u r e s  c a n n o t  be  d e v e l o p e d  by  1986 y e a r  end.  

Why the  A c t u a r i a l  Opinion and M e m o r a n d u m ?  It 's  not  a cu re -a l l ,  and the  

In su rance  D e p a r t m e n t  is no t  looking a t  it as such.  H o w e v e r ,  it does  p rov i de  

add i t i ona l  i n f o r m a t i o n  to b o t h  r e g u l a t o r s  and to  the  m a n a g e m e n t  o f  the  c o m p a n y  

as to the  h e a l t h  of  the  c o m p a n y .  As Mr. R i c h a r d  Schwe ike r ,  P r e s i d e n t  of  ACLI,  

s t a t e d  a t  the  S o c i e t y  of  A c t u a r i e s '  C h i c a g o  annual  m e e t i n g ,  t he  a c t u a r i e s  would  

be  ab le  to do a f ine j ob  if  m a n a g e m e n t  would  only  l e t  t h e m  do i t .  H o w e v e r ,  
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u l t i m a t e l y  it is the  m a n a g e m e n t  of  the  c o m p a n y  t h a t  is r e spons ib l e  fo r  i ts  

s o l v e n c y  and can  do s o m e t h i n g  the  a c t u a r y  has no t  t e s t e d  for ,  which  can  cause  

p r o b l e m s  for  the  c o m p a n y .  H o w e v e r ,  the  a c t u a r y  can p lay  a ro le  in po in t ing  out  

p o t e n t i a l  p r o b l e m s .  

Now on to  m o r e  s p e c i f i c s .  As I s t a t e d  b e f o r e ,  the  q u a l i t y  of  the  m a t e r i a l  s en t  to  

t he  I n s u r a n c e  D e p a r t m e n t  has  v a r i e d  c o n s i d e r a b l y .  Mr. Ca l l ahan  of  the  

New Y o r k  I n s u r a n c e  D e p a r t m e n t  has  p o i n t e d  ou t  a n u m b e r  of  p r o b l e m s  in the  

d o c u m e n t s  t h a t  he  has  r e c e i v e d .  Some  of  the  p r o b l e m s  wi th  t he  Opinions  he 's  

r e c e i v e d  a re  d i scussed  h e r e .  All c o m p a n i e s  a r e  d isguised  to p r o t e c t  t he  gu i l ty ,  

t he  m i s u n d e r s t o o d ,  and me  f r om l ibel .  

One  o f  t he  p r o b l e m s  has b e e n  wha t  can  be  c o n s i d e r e d  a l ack  of  c o o p e r a t i o n .  

A c t u a l l y ,  t he  ~xam pl e  Mr. C a l l a h a n  used  for  this  m a y  be c o n s i d e r e d  m o r e  a 

s e r i e s  o f  c l e r i c a l  e r r o r s .  A c o n s u l t a n t  f i l ed  an Opinion for  a c o m p a n y  and 

a c c i d e n t a l l y  did no t  a t t a c h  the  A c t u a r i a l  M e m o r a n d u m .  The  I n s u r a n c e  

D e p a r t m e n t  r e q u e s t e d  this  d o c u m e n t .  This r e q u e s t  did no t  ge t  top p r i o r i t y ,  and 

it  wasn ' t  un t i l  a m o n t h  l a t e r  t h a t  s o m e b o d y  m a i l e d  what  was supposed  to  be the  

M e m o r a n d u m ;  a c c i d e n t a l l y ,  all t h a t  was ma i l ed  was the  A c t u a r i a l  Opinion again .  

Again,  t he  New York  I n s u r a n c e  D e p a r t m e n t  r e q u e s t e d  the  p r o p e r  d o c u m e n t a t i o n .  

I t  t o o k  a n o t h e r  m o n t h  or so to  ge t  t he  M e m o r a n d u m .  Mr. C a l l a h a n  had some  

ques t i ons ,  and t h e r e  was a n o t h e r  p e r i o d  of  t i m e  b e f o r e  the  consu l t i ng  a c t u a r y  

could  a r r a n g e  to  m e e t  wi th  him.  T h e r e f o r e ,  it  t ook  ove r  ha l f  a y e a r  to p rov ide  

s a t i s f a c t o r y  d o c u m e n t a t i o n  to  the  I n s u r a n c e  D e p a r t m e n t  fo r  this  c o m p a n y ' s  

r e s e r v e s .  M e m b e r s  of  the  I n s u r a n c e  D e p a r t m e n t  w e r e  u n d e r s t a n d a b l y  a n n o y e d  a t  

this .  T h e r e f o r e ,  I would  r e c o m m e n d  t h a t  e v e r y b o d y  who could  be i nvo lved  in the  

p r o c e s s  be  a w a r e  of  the  i m p o r t a n c e  of  hav ing  the  In su rance  D e p a r t m e n t  happy  
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with  the  r e se rves  t h a t  a f f e c t  the  Annual  S t a t e m e n t .  Because  of  this  incident~ 

the  r e g u l a t i o n  s p e c i f i c a l l y  s t a t e s  t h a t  l ack  of  c o o p e r a t i o n  is one of  the  reasons  

t h a t  the  Insurance  D e p a r t m e n t  can r e f u s e  to cons ider  an a c t u a r y  qua l i f i ed  to 

m a k e  A c t u a r i a l  Opinions in New York.  

Ano the r  p rob lem t h a t  c a m e  up was on the  q u a l i f i c a t i o n  of  an a c t u a r y .  One 

a c t u a r y  who s igned an Opinon was not  a Fe l low of  the  Soc i e ty  of  A c t u a r i e s  and 

had  not  r e c e i v e d  pr ior  approva l  to  sign the  A c t u a r i a l  Opinions.  The people  in the  

Insu rance  D e p a r t m e n t  had  to a t t e m p t  to e s t ab l i sh  his qual i f ica t ions~ and in the  

mean t ime~ could  not  approve  the  r e se rves .  To avoid this~ I would r e c o m m e n d  

t h a t  a c t u a r i e s  who will be s igning the  A c t u a r i a l  Opinion send in the i r  q u a l i f i c a -  

t ions  to the  New York  Insu rance  D e p a r t m e n t  b e f o r e  the  end of  the  y e a r .  

Ano the r  p rob lem t h a t  has a r i sen  is d e l a y e d  f i l ing  of  the  A c t u a r i a l  Opinion.  Some 

compan ies '  Annual  S t a t e m e n t s  used  the  lower  r e s e rve s  numbers~ but  t h e r e  was no 

backup  to show a c t u a r i a l  j u s t i f i c a t i o n  of  such  r e se rves .  The New York  In su rance  

D e p a r t m e n t  people  a re  reasonable~ and if  you  have  a problem~ you  can  r e q u e s t  an 

ex t ens ion  to f i le  the  a c t u a r i a l  d o c u m e n t s .  However~ t h e y  do ge t  annoyed  if  t h e y  

r e c e i v e  j u s t  the  Annual  S t a t e m e n t  w i t h o u t  the  A c t u a r i a l  Opinion and 

M e m o r a n d u m  and wi thou t  any  no t i c e  as to when these  d o c u m e n t s  will a r r ive .  

The re  have  been  some  p rob lems  wi th  A c t u a r i a l  M e m o r a n d a  t h a t  have  been  

r e c e i v e d .  One of  the  p rob lems  is t h a t  no t  enough i n f o r m a t i o n  was p rov ided  in 

order  for  the  Insu rance  D e p a r t m e n t  people  to fo rm a conc lus ion  as to  the  

a d e q u a c y  of  r e se rves .  This ge t s  in to  how much  i n f o r m a t i o n  one r ea l l y  should 

provide  in the  A c t u a r i a l  M e m o r a n d u m .  There  a re  c e r t a i n  i t e m s  t h a t  a c o m p a n y  

m a y  wan t  to  keep c o n f i d e n t i a l  for  c o m p e t i t i v e  reasons .  The c o m p a n y  has the  
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op t ion  of  r e q u e s t i n g  t h a t  all or  p a r t  of  the  M e m o r a n d u m  be  a c o n f i d e n t i a l  

d o c u m e n t .  The  I n s u r a n c e  D e p a r t m e n t  is not  looking for  c o m p a n y  s e c r e t s - - j u s t  

fo r  enough  i n f o r m a t i o n  to  fo rm a conc lus ion .  The  c o m p a n y  can k e e p  some  

i n f o r m a t i o n  as backup ,  which  t he  I n s u r a n c e  D e p a r t m e n t  can  t hen  r e q u e s t ,  

n o r m a l l y  on a c o n f i d e n t i a l  basis .  

T h e r e  was at  l e a s t  one  c o m p a n y  t h a t ,  in i ts  A c t u a r i a l  M e m o r a n d u m ,  only  

p r o v i d e d  i n f o r m a t i o n  for  the  c u r r e n t  y e a r .  This is no t  a c c e p t a b l e .  The  

r e g u l a t i o n s  now r e q u i r e  the  cash  f low analys is  to go ou t  to  when the  m a j o r i t y  of 

i n s u r a n c e  cash  f lows run  out .  For  mos t  bus inesses ,  a pe r i od  of  10 y e a r s  appea r s  

s a t i s f a c t o r y .  

A n o t h e r  c o m p a n y ,  for  i ts  SPDAs,  used  i ts  c u r r e n t  i n t e r e s t  r a t e  fo r  one y e a r  bu t  

t h e n  d r o p p e d  to  the  g u a r a n t e e d  r a t e ;  h o w e v e r ,  in i ts  l apse  a s sumpt ions ,  i t  

a s s u m e d  c u r r e n t  lapse  r a t e s  would c o n t i n u e .  This is no t  r e c o m m e n d e d .  The  new 

r e g u l a t i o n s  s p e c i f i c a l l y  s t a t e  t h a t  t he  a s sumpt ions  of  the  e c o n o m i c  s c e n a r i o s  and 

the  i n s u r a n c e  and i n v e s t m e n t  cash  f lows be  i n t e r r e l a t e d .  

A n o t h e r  p r o b l e m  t h a t  has a p p e a r e d  is t h a t  t he  i n v e s t m e n t  cash  f lows do no t  va ry  

wi th  e c o n o m i c  s c e n a r i o s .  One  r e a s o n  for  this  m a y  be t h a t  m a n y  c o m p a n i e s  have  

no t  y e t  a n s w e r e d  who is r e spons i b l e  for  d e v e l o p i n g  i n v e s t m e n t  cash  f lows;  the  

a c t u a r y  or the  i n v e s t m e n t  o f f i c e r .  The  In su rance  D e p a r t m e n t  doesn ' t  c a r e  who 

does  i t .  H o w e v e r ,  t he  r e g u l a t i o n  s p e c i f i c a l l y  says  t h a t  it  is t he  a c t u a r y ' s  

r e s p o n s i b i l i t y  to  m a k e  sure  t h a t  t he  i n v e s t m e n t  cash  f low is r e a s o n a b l e  and t h a t  

it  v a r i e s  wi th  the  e c o n o m i c  s c e n a r i o s ,  such  as inc luding  prov is ions  for  cal ls  and 

m o r t g a g e  p r e p a y m e n t s .  
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One ques t i on  is wha t  will  happen  wi th  qua l i f i ed  opinions.  My i m m e d i a t e  r e a c t i o n  

to  this  is t h a t  all  opinions  a re  qua l i f i ed ,  s ince  n o b o d y  can  p r e d i c t  t he  f u t u r e  and 

the  a c t u a r y  c a n n o t  be  100 p e r c e n t  su re  t ha t  t he  c o m p a n y  is in f ine  shape .  

H o w e v e r ,  i f  an a c t u a r y  does  have  any  r e a l  doub t s  as to the  a d e q u a c y  of  r e s e r v e s ,  

he  should  so spec i fy .  I have  n e v e r  s een  a qua l i f i ed  opinion,  so I would  hope  t ha t  

m e a n s  t ha t  all  the  c o m p a n i e s  t ha t  have  f i led  Opinions  a re  in good  shape .  

H o w e v e r ,  the  qua l i f i ed  opinions wou ld  s e r v e  the  pu rpose  of  a l e r t i ng  b o t h  

m a n a g e m e n t  and the  s t a t e  to  p o t e n t i a l  p r o b l e m s ,  and t h e y  could ,  i t  is hoped,  

he lp  a v e r t  s o m e  c o m p a n y  in so lvenc i e s .  

A n o t h e r  q u e s t i o n  is a b o u t  wha t  will  h a p p e n  when  t he  A c t u a r i a l  Opin ion  is 

u n s a t i s f a c t o r y  to  the  N e w  Y o r k  In su rance  D e p a r t m e n t  or  when  no Opinion is 

f i led.  The Insu rance  D e p a r t m e n t ,  in t h e s e  cases ,  can  ask  for  f u r t h e r  t e s t s .  It  

can  also r e q u i r e  h igher  r e s e r v e s .  The s t a t e  can  also t a k e  a c t i o n  aga ins t  the  

a c t u a r y  when the  Opinion is u n s a t i s f a c t o r y .  It  can  r e f u s e  to  a l low him to  sign 

Opinions  for  New Y o r k  S t a t e .  I t  can  a lso  ask the  A m e r i c a n  A c a d e m y  of  

A c t u a r i e s  to  d e c l a r e  the  a c t u a r y  unqua l i f i ed  to  be  a v a l u a t i o n  a c t u a r y .  The  

l a t t e r  s t e p  s e e m s  d ra s t i c ,  bu t  i t  is one  of  the  r ea sons  t ha t  the  r e g u l a t i o n s  s t a t e  

tha t  qua l i f i ed  a c t u a r i e s  m u s t  be  MAAAs--so  New York  can  have  a f o r u m  to  

r e g u l a t e  the  a c t u a r i e s .  

On to min imum r e s e r v e  in New York.  Again,  if  you r  annu i t y  bus iness  is f a i r ly  

sma l l  (under $Z5 million) and the  annu i t y  and GIC r e s e r v e s  a re  less  than  10 

p e r c e n t  o f  the  t o t a l  r e s e r v e s  of  the  c o m p a n y ,  the  c o m p a n y  has  the  op t ion  of  no t  

doing any th ing  and holding Z0 p e r c e n t  h igher  than  min imum r e s e r v e s  for  the  

annu i ty  and GIC l ines of  bus iness .  If  t he  annu i ty  and GIC bus iness  is g r e a t e r  t han  

t hose  number s ,  t ha t  c o m p a n y  mus t  a t  l e a s t  do a M a c a u l a y  du ra t i on  t e s t  of  a s s e t s  

9-11 



v e r s u s  l i a b i l i t i e s .  I f  t h e  a s s e t s  d i f f e r  f r o m  t h e  l i a b i l i t i e s  b y  l e s s  t h a n  3 y e a r s ,  an  

a d d i t i o n a l  15 p e r c e n t  o f  t h e  m i n i m u m  r e s e r v e  t h a t  c a n  o t h e r w i s e  b e  h e l d  is t h e  

r e s e r v e  s t a n d a r d .  I f  t h e  M a c a u l a y  d u r a t i o n  is g r e a t e r  t h a n  3 y e a r s ,  t h e  r e s e r v e s  

t h a t  m u s t  b e  h e l d  a r e  t h e  g r e a t e r  o f  30 p e r c e n t  o f  t h e  o t h e r w i s e  m i n i m u m  

r e s e r v e s  a n d  an  a l t e r n a t e  b a s i s  s p e c i f i e d  in t h e  r e g u l a t i o n .  Th i s  a l t e r n a t e  b a s i s  

r e q u i r e s  a r e c a l c u l a t i o n  o f  a n n u i t y  r e s e r v e s  on  a m u c h  m o r e  c o n s e r v a t i v e  b a s i s  

a n d  f o r  m a n y  c o m p a n i e s  m a y  r e s u l t  in a l a r g e r  a d d i t i o n a l  r e s e r v e  t h a n  t h e  20 

p e r c e n t .  T h e  l i g h t  a t  t h e  e n d  o f  t h e  t u n n e l  is t h a t  i f  y o u  do f i l e  a s a t i s f a c t o r y  

A c t u a r i a l  O p i n i o n  a n d  M e m o r a n d u m ,  no  m a t t e r  w h a t  y o u r  M a c a u l a y  d u r a t i o n s  

s a y ,  y o u  c a n  h o l d  t h e  r e s e r v e s  t h a t  y o u  f e e l  a r e  a d e q u a t e ,  as  l ong  as  t h e y  a r e  

e q u a l  t o  o r  g r e a t e r  t h a n  t h e  m i n i m u m  r e s e r v e  s t a n d a r d s .  

A l t h o u g h  t h e  r e g u l a t i o n  d o e s  a t t e m p t  to  g i v e  g u i d e l i n e s  as  to  A c t u a r i a l  O p i n i o n s  

a n d  M e m o r a n d a ,  t h e r e  w e r e  a n u m b e r  o f  i s s u e s  t h a t  w e r e  l e f t  o p e n .  T h i s  w a s  

e i t h e r  b e c a u s e  w e  f e l t  t h e  a c t u a r y  s h o u l d  d e c i d e  w h a t  t h e  b e s t  t e s t s  fo r  h is  

c o m p a n y ' s  p r o d u c t s  s h o u l d  b e  or  b e c a u s e  w e  c o u l d  n o t  a g r e e  (or ,  in s o m e  c a s e s ,  

e v e n  c o m e  c l o s e  to  d e t e r m i n i n g )  w h a t  t h e  r i g h t  a n s w e r  w a s .  

I t h o u g h t  i t  i n s t r u c t i v e  to  f i nd  o u t  h o w  t h e  n u m b e r  o f  c o m p a n i e s  t h a t  wi l l  b e  

f i l i n g  in N e w  Y o r k  h a v e  d o n e  c e r t a i n  t h i n g s .  A s u r v e y  w a s  s e n t  t o  t h e  18 

c o m p a n y  m e m b e r s  o f  t h e  a d v i s o r y  t a s k  f o r c e ,  a n d  14 p e o p l e  r e p l i e d .  T h e  s u r v e y  

w a s  a n o n y m o u s ,  b u t  c o n s i d e r i n g  t h e  m a k e u p  o f  t h e  c o m m i t t e e ,  I w o u l d  s a y  i t  

g e n e r a l l y  r e f l e c t s  t h e  o p i n i o n s  o f  m e d i u m  to  l a r g e  c o m p a n i e s .  T h e  r e s u l t s  o f  m y  

s u r v e y  a r e  g i v e n  in A p p e n d i x  A. 

F r o m  t h e  r e s u l t s  o f  t h e  f i r s t  t w o  q u e s t i o n s ,  i t  a p p e a r s  t h a t  m o s t  c o m p a n i e s  wi l l  

b e  f o l l o w i n g  t h e  p r o p o s e d  R e c o m m e n d a t i o n  7 f r o m  t h e  A m e r i c a n  A c a d e m y  o f  
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Actuar ies ,  which suggests  tha t  there  be only one valuat ion ac tua ry  in a company.  

Most of the companies  surveyed  genera l ly  have the ac tua ry  who is responsible  

for the specific produc ts  wr i te  the accompanying  memorandum for those 

products .  

A number  of companies  appear  to be ignoring the C-Z risk of mor t a l i t y  

deviat ions .  This can be because ,  for many annuity products ,  the C-Z risk is 

minimal  to nonexis tent .  However ,  it should be a cons idera t ion  for annuit ies in 

payout ,  since deviat ions  in mor t a l i t y  can adverse ly  a f f e c t  the l iabi l i ty  cash flow 

s t r eam.  

The C-1 risk of defau l t  is also not  being handled in the same way by all 

companies .  This can be because~ for the  th ree  companies  ignoring it to ta l ly  or 

for the two companies  tha t  are  le t t ing  the MSVR handle it ,  their  asse ts  are of 

such high qual i ty  tha t  the  risk of  de fau l t  can be ignored. However ,  I know a 

number  of  companies  tha t  have s tud ied  this issue and concluded tha t  a basis 

point  holdback,  perhaps  varying by the qual i ty  of the underlying assets ,  makes  

sense.  

Most companies  surveyed  t r igger  calls and p repaymen t s  based  on economic  

scenar ios ,  which, if the compute r  c apac i t y  is avai lable  to do it, seems  to be the 

most  logical  method.  

All the surveyed  companies  compute  lapses based  on economic  scenarios .  This is 

the method  the c o m m i t t e e  agreed  made sense, and as such, it is so r e c o m m e n d e d  

in the regula t ion.  
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The  t r e a t m e n t  o f  n e g a t i v e  c a s h  f low d i f f e r s  b e t w e e n  c o m p a n i e s ,  p r e s u m a b l y  to 

be  c o n s i s t e n t  wi th  w h a t  t h e  c o m p a n y  would  a c t u a l l y  do in c a s e s  w h e r e  a p r o d u c t  

or l ine of  bus ines s  w e r e  in a d e f i c i t  pos i t i on .  

The  r e i n v e s t m e n t  s t r a t e g y  a lso  v a r i e s  a m o n g  c o m p a n i e s .  On the  s u r f a c e ,  us ing 

the  c u r r e n t  s t r a t e g y  does  a p p e a r  to m a k e  the  m o s t  s ense ,  bu t  th is  m a y  no t  be  

t r u e  in all  i n s t a n c e s .  S ince  it  is a s s u m e d  in the  t e s t i n g  t h a t  t h e r e  will  be  no new 

bus iness ,  a c o m p a n y  m u s t  t e s t  a c losed ,  p r o b a b l y  dec l in ing ,  b l o c k  of  bus iness .  

The  r e i n v e s t m e n t  fo r  th is  m a y  no t  be  t he  s a m e  as t h a t  used  if new bus iness  w e r e  

a s s u m e d .  

The  c o m p a n i e s  s u r v e y e d  sp l i t  on who d e t e r m i n e d  the  i n v e s t m e n t  ca sh  f l o w - - t h e  

a c t u a r y  or t he  i n v e s t m e n t  o f f i c e r .  As I s t a t e d  b e f o r e ,  the  a c t u a r y  does  h a v e  

u l t i m a t e  r e s p o n s i b i l i t y  for  t he  r e a s o n a b l e n e s s  of  the  c a s h  f low.  H o w e v e r ,  if  the  

i n v e s t m e n t  d e p a r t m e n t  w o r k s  c l o s e l y  wi th  t he  a c t u a r i e s  and u n d e r s t a n d s  the  

c o n c e p t  of  w h a t  is b e i n g  m e a s u r e d ,  the  i n v e s t m e n t  o f f i c e r  m a y  be  b e t t e r  

q u a l i f i e d  to  do the  i n v e s t m e n t  c a s h  f low ana lys i s .  Some  c o m p a n i e s  h a v e  so lved  

the  p r o b l e m  by  h a v i n g  a c t u a r i e s  in t he i r  i n v e s t m e n t  d e p a r t m e n t s .  

In the  r e g u l a t i o n ,  the  q u e s t i o n  of  w h e t h e r  f o r w a r d  c o m m i t m e n t s  would  be  

i n c l u d e d  was  l e f t  up to  the  c o m p a n i e s .  An a r g u m e n t  in f a v o r  of  inc lud ing  t h e m  

is t h a t  c o m m i t m e n t s  a r e  an o b l i g a t i o n  of the  c o m p a n y  when  m a d e .  One  r e a s o n  

a g a i n s t  inc lud ing  t h e m  is t h a t  all  the  d e t a i l s  n e c e s s a r y  to do a p r o p e r  ana lys i s  

m a y  no t  be  a v a i l a b l e  when  the  t e s t i n g  is done .  

I t  was  i n t e r e s t i n g  to  f ind t h a t ,  d e s p i t e  the  r e c o m m e n d a t i o n  in t h e  r e g u l a t i o n  t h a t  

s e v e n  s c e n a r i o s  be  t e s t e d ,  s o m e  c o m p a n i e s  a r e  t e s t i n g  less .  This  is a l l o w e d  i f  a 
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s a t i s f a c t o r y  exp l ana t i on  is p rov ided  to the  In su rance  D e p a r t m e n t  as to why the  

r e c o m m e n d a t i o n s  were  no t  fo l lowed.  The l a rge s t  number  of  s cena r io s  t e s t e d  was 

Z1. 

Once  the  t e s t i n g  was done,  i t  was l e f t  up to the  a c t u a r y  to dec ide  if  the  r e su l t s  

m a d e  sense .  Of course ,  m e m b e r s  of  the  New York  In su rance  D e p a r t m e n t  have  

the  op t ion  to over ru le ,  but  the  or ig ina l  j u d g m e n t  cal l  is the  a c t u a r y ' s .  I t  appears  

t h a t  mos t  of  t hem are  going wi th  f a i r l y  f lex ib le  rules  a t  this  point .  I t  p robab ly  

depends  on the  l ike l ihood of  a scenar io ' s  occu r r ing  as to  w h e t h e r  add i t i ona l  

r e s e r v e s  should be se t  up. As one a c t u a r y  po in t ed  out ,  you ' re  p robab ly  in t roub le  

i f  the  l eve l  i n t e r e s t  s cena r io  shows i n a d e q u a t e  r e se rves .  Howeve r ,  a case  m a y  

be m a d e  t h a t  if  one of  the  scena r ios  t h a t  the  a c t u a r y  fee l s  is f a i r l y  un l ike ly  to 

occu r  shows some  sho r t f a l l ,  the  overa l l  r e s e rve s  a re  s t i l l  r ea sonab le .  

I n v e r t e d  y ie ld  curves  are  i m p o r t a n t  in t e s t i n g  p roduc t s  such  as SPDAs where  the  

c u s t o m e r  can  su r r ende r  a t  book.  I t  appears  t h a t  mos t  

r e c o g n i z e  this  and are  t e s t i n g  i n v e r t e d  y ie ld  c urves~ 

c o m p l e x i t y  to the  t e s t i ng  process .  The s t a r t i n g  r a t e  

r ea sonab l e .  All the  m e t h o d s  l i s t ed - - cu r r en t  T r e a s u r y  y ie lds ,  c u r r e n t  i n v e s t m e n t s ,  

or r e c e n t  i nves tmen t s - - shou ld  p roduce  s imi la r  resu l t s .  

compan ie s  s u r v e y e d  

even  though  it  adds 

for  t e s t i n g  mus t  be 

Or ig ina l ly ,  Mr. Ca l l ahan  w a n t e d  to s p e c i f y  the  c lasses  of  business  to be t e s t e d .  

However ,  the  r e su l t s  t h a t  were  r e c e i v e d  on this  ques t ion  r e f l e c t e d  the  p rob lem 

the  c o m m i t t e e  had  in t ry ing  to deve lop  p roposed  r e g u l a t i o n s - - t h e r e  were  14 

d i f f e r e n t  answers  to the  ques t ion  about  the  d e f i n i t i o n  of  c lass  of  business .  The 

mos t  c o m m o n  m e t h o d  is to  t e s t  a long the  s a m e  p roduc t  b reakdowns  as are  used  

for  inves t ing .  Some compan ie s  do inves t  s e p a r a t e l y  for  
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e a c h  p r o d u c t ,  w h e r e a s  o t h e r s  t ake  a d v a n t a g e  of  c o n v e x i t y  and o f f s e t  a sho r t  

l i ab i l i ty ,  such  as GICs,  aga ins t  longer  l i ab i l i t i es ,  such  a SPIAs. 

The  n e x t  se t  of  answer s  m a y  r e f l e c t  the  makeup  of the  group  s u r v e y e d  r a t h e r  

t han  the  i n d u s t r y  as a whole .  The  m a j o r i t y  of  the  c o m m i t t e e  w e r e  f rom l a rge r  

c o m p a n i e s  t h a t  have  spen t  s o m e  t i m e  e x a m i n i n g  the  issues invo lved  wi th  

A c t u a r i a l  Opinions  and M e m o r a n d a .  Of  this  group,  mos t  a re  having  an e m p l o y e e  

ve r s u s  an ou t s ide  c o n s u l t a n t  do the  a c t u a r i a l  d o c u m e n t s ,  and m o s t  a re  deve lop ing  

the  t e s t i n g  p r o g r a m s  in -house .  Most  c o m p a n i e s  w e r e  s t i l l  work ing  on improv ing  

t he i r  s y s t e m s  as of  t he  s u r v e y  d a t e ,  which  was las t  mon th .  

As you  c a n  te l l ,  t h e r e  was no t  t h a t  m u c h  u n a n i m i t y  on too  m a n y  issues,  which  

p r o b a b l y  is why we had spen t  so m uch  t i m e  wr i t ing  p r o p o s e d  r e g u l a t i o n s .  I 'm no t  

say ing  t h a t  a c o m p a n y  should fo l low what  the  m a j o r i t y  of  this  g roup  did for  all o f  

t he  a bove  top ics ,  bu t  the  s u r v e y  does  g ive  an idea  as to wha t  o t h e r  a c t u a r i e s  

t h o u g h t  w e r e  p r o p e r  answers .  

Now t h a t  New Yor k  has  this  r e g u l a t i o n  wi th  r e g a r d  to  annu i t i e s  and GICs,  w h e r e  

does  i t  go f rom  h e r e ?  It  has a l r e a d y  t a k e n  t he  f i r s t  s t ep .  In 1986 i t  pa s sed  a law 

t h a t  a l lows m o d i f i e d  g u a r a n t e e d  l i f e  i n s u r a n c e  in New York .  H o w e v e r ,  an 

A c t u a r i a l  Opin ion  and M e m o r a n d u m  mus t  be f i led  on it e a c h  y e a r .  R e g u l a t i o n s  

h a v e  no t  y e t  b e e n  s t a r t e d  for  this ,  bu t  I a s sume  t h e y  will be s imi l a r  to  the  

a n n u i t y  r e g u l a t i o n s .  As m o r e  e x p e r i e n c e  c o m e s  in on the  annu i t i e s  and on the  

m o d i f i e d  g u a r a n t e e d  l i fe ,  I 'm sure  the  r e g u l a t i o n s  will be u p d a t e d .  This y e a r ,  t he  

L i f e  I n s u r a n c e  Counc i l  o f  New Yor k  is work ing  on a s ingle  p r e m i u m  l i fe  bill t h a t ,  

i f  pas sed ,  will sweep  this  in to  the  l ist  of  p r o d u c t s  on which  c o m p a n i e s  mus t  f i le  

a c t u a r i a l  d o c u m e n t s .  In the  f u t u r e  it is poss ib le  t h a t  t he  law will expand  to  
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o the r  p roduc t s ,  e spec ia l ly  i n t e r e s t - s e n s i t i v e  ones such as un ive r sa l  l i fe .  Once  

you ge t  t h a t  fa r ,  i t  s eems  t h a t  the  A c t u a r i a l  Opinions m a y  e v e n t u a l l y  cover  all 

the  business  of the  company .  This,  of  course ,  is specu la t i on  on my  pa r t ,  but  i t  

does  s eem to be the  d i r e c t i o n  in which we are headed .  

Will o t h e r  s t a t e s  fol low New York 's  l ead?  They  are  w a t c h i n g  what  New York is 

doing ve ry  c lose ly .  New York has the  a d v a n t a g e  of  hav ing  more  a c t u a r i e s  on 

s t a f f ,  so i t  m a y  be b e t t e r  able to handle  ana lys is  on the  A c t u a r i a l  Opinions and 

M e m o r a n d a  i t  r e c e i v e s  than  a number  of  o the r  s t a t e s .  However ,  if the  

i n f o r m a t i o n  t h a t  New York  ge t s  f rom the  A c t u a r i a l  Opinions and M e m o r a n d a  it 

r e c e i v e s  proves  to be ve ry  he lpfu l ,  I would t end  to say  t h a t  o t h e r  s t a t e s  m a y  

fol low i ts  lead.  If  this  happens ,  the  role  of  va lua t ion  a c t u a r y  will be ve ry  m u c h  

expanded .  

This law is a l r e a d y  having  an i m p a c t  on how some compan ie s  o p e r a t e .  The 

b u z z w o r d  of  a couple  of  yea r s  ago was AIM" a c t u a r i e s ,  i n v e s t m e n t  people ,  and 

m a r k e t i n g  working t o g e t h e r .  The new t e r m  m a y  be VIPs: va lua t ion ,  i n v e s t m e n t ,  

and pr ic ing  people  working t o g e t h e r  to  b e t t e r  u n d e r s t a n d  one ano the r ' s  concerns .  

A company ' s  m a n a g e m e n t  migh t  no t  be too p l ea sed  i f  t h e r e  were  no c o m m u n i c a -  

t ion to have  the  va lua t ion  a c t u a r y  d e t e r m i n e  a t  the  end of  the  y e a r  t h a t  the  

c o m p a n y  mus t  hold add i t iona l  r e s e r v e s  because  of  risks the  pr ic ing  a c t u a r i e s  or 

i n v e s t m e n t  d e p a r t m e n t  took.  For  examp le ,  if the  a c t u a r y  r ea l l y  p r i ced  for  a ZOO 

basis  po in t  ho ldback  on a p roduc t ,  bu t  the  p r ic ing  people  dec ided  to have  a Z5 

basis  po in t  ho ldback ,  even if t h e y  plan to  go back  to a ZOO basis  po in t  ma rg in  in 

t he  fu tu r e ,  the  v a l u a t i o n  a c t u a r y  mus t  p r o j e c t  i n su rance  cash  f lows using the  Z5 

basis  point  ho ldback .  This could  cause  s i g n i f i c a n t  p rob lems  for some  compan ie s .  

S imi lar ly ,  if  the  i n v e s t m e n t  d e p a r t m e n t  has i nves t ed  all  the  annu i t y  m o n e y  in 
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GNMA pass- throughs~ the  v a l u a t i o n  a c t u a r y  mus t  a s sume  t h a t  GNMAs will 

p r e p a y  at  d i f f e r e n t  r a t e s  under  d i f f e r e n t  s c e n a r i o s  and may  d i s c o v e r  t h a t  the  

i n v e s t m e n t  cash  f lows a re  i n a d e q u a t e  to  c o v e r  e x p e c t e d  i n su rance  cash  f lows,  

e s p e c i a l l y  in a dec l in ing  i n t e r e s t  e n v i r o n m e n t .  

I n s t e a d  o f  surpr i s ing  m a n a g e m e n t  a t  y e a r  end~ i t  is r e c o m m e n d e d  t h a t  t he  

v a l u a t i o n  a c t u a r y  t e s t  a t  va r ious  po in t s  in the  y e a r  to  see  how things  a re  going.  

One  l a rge  i n s u r a n c e  c o m p a n y  has  a v a l u a t i o n  c o m m i t t e e  m a d e  up of  s e n i o r - l e v e l  

p e o p l e  f r o m  the  va l ua t i on ,  i nves tmen t~  and p r i c ing  a r ea s  work ing  on c o m p l y i n g  

wi th  t he  New York  r e q u i r e m e n t s .  This is a r e c o m m e n d e d  app roach - -hav ing  the  

t h r e e  a r e a s  work  t o g e t h e r  fo r  a b e t t e r  u n d e r s t a n d i n g  and, u l t i m a t e l y ,  poss ib ly  

b e t t e r  p r o f i t a b i l i t y  to  the  company~ o b t a i n e d  at  less r isk.  

T h e r e  is s t i l l  a t r e m e n d o u s  a m o u n t  of  work  to  be done on the  v a l u a t i o n  a c t u a r y  

c o n c e p t .  However~ if~ as in New York~ t he  a c t u a r i e s  and the  r e g u l a t o r s  c o n t i n u e  

to  work  toge ther~  t h e r e  is t r e m e n d o u s  p o t e n t i a l  fo r  the  a c t u a r y  to  p l ay  an 

i m p o r t a n t  r o l e  in m e a s u r i n g  the  r isk and in s e t t i n g  a p p r o p r i a t e  r e s e r v e s  of  

i n s u r a n c e  c o m p a n i e s .  
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Appendix  A 

Resu l t s  of  S e p t e m b e r  1986 Ques t i onna i r e  on 

A c t u a r i a l  Opinions and M e m o r a n d a  

(14 compan ie s  responded)  

I .  How m a n y  a c t u a r i e s  sign the  a c t u a r i a l  opinion? 

One--  11 
More t han  one-- 3 

Z, How m a n y  a c t u a r i e s  are  m e n t i o n e d  in the  a c t u a r i a l  m e m o r a n d u m ?  

One-- 3 
Two-- 5 
Three--  3 
Four  or more- -  Z 

3. Are va r i ances  in the  m o r t a l i t y  t e s t e d  for  the  a c t u a r i a l  m e m o r a n d u m ?  

No-- 7 
Yes-- 6 
Not  y e t  dec ided- -  1 

4. How is the  d e f a u l t  r i sk  hand led?  

Ignored--  3 
MSVR-- Z 
Holdback--  6 
MSVR and holdback--  1 
Not yet decided-- Z 

4a.  I f  t h e r e  is a basis  po in t  ho ldback  for  d e f a u l t ,  how m a n y  po in t s?  

. 

Less than  ZS-- 
Z5 or more- -  
Varies  ( u n s p e c i f i e d ) -  
How are  cal ls  hand led?  

Z 
1 

4 

Ignored--  
Assume ca l l  a t  f i r s t  ca l l  da t e - -  
Economic  t r igger - -  
Not  spec i f i ed- -  

Z 
1 

10 
1 
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6. H o w  a r e  p r e p a y m e n t s  h a n d l e d ?  

I g n o r e d - -  
U s e  o n e  s c e n a r i o  to  d e t e r m i n e - -  
V a r i e s  w i t h  e c o n o m i c  s c e n a r i o - -  

2. 

1 
I I  

7. H o w  a r e  l a p s e s  c o m p u t e d ?  

B a s e d  on e c o n o m i c  s c e n a r i o s  ( fo r  e x a m p l e  
d i f f e r e n c e  b e t w e e n  m a r k e t  r a t e  a n d  c r e d i t e d  
r a t e ) - -  14 

8. I f  t h e r e  is n e g a t i v e  c a s h  f l o w ,  h o w  is i t  t r e a t e d ?  

N e g a t i v e  i n v e s t m e n t - -  
V a r i e s  w i t h  i n v e s t m e n t  s t r a t e g y - -  
B o r r o w i n g  a t  s h o r t - t e r m  r a t e s - -  
B o r r o w i n g  a t  s h o r t - t e r m  r a t e  p lu s  
a p r e m i u m - -  
B o r r o w i n g  a t  l o n g - t e r m  r a t e s - -  
B o r r o w i n g  ( u n s p e c i f i e d ) -  
U n n e e d e d -  

9. W h a t  c r i t e r i a  a r e  u s e d  f o r  r e i n v e s t m e n t ?  

S a m e  as  c u r r e n t  s t r a t e g y - -  
R e b a l a n c e  i m m u n i z e d  p o r t f o l i o - -  
D e p e n d s  on  s c e n a r i o - -  
R e i n v e s t  s h o r t - -  
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10. Who d e t e r m i n e s  i n v e s t m e n t  c a s h  f l o w ?  

A c t u a r y - -  
I n v e s t m e n t  o f f i c e r - -  
C o m b i n a t i o n  o f  a c t u a r y  a n d  
i n v e s t m e n t  o f f i c e r - -  

7 
5 

11. A r e  f o r w a r d  c o m m i t m e n t s  i n c l u d e d ?  

N o - -  
A s s e t s  o n l y - -  
A s s e t s  a n d  l i a b i l i t i e s - -  
F o r  s o m e  p r o d u c t s - -  
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1Z. H o w  m a n y  s c e n a r i o s  a r e  t e s t e d ?  

F i v e  o r  l e s s - -  
Six t o  N i n e - -  
T e n  o r  o v e r - -  

5 
4 

5 ( N o t e :  M o s t  o f  t h e s e  wi l l  r e p o r t  l e s s  
t h a n  t h a t  t o  N e w  Y o r k  S t a t e .  
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13. What  c r i t e r i a  a re  used  to d e t e r m i n e  if add i t iona l  r e s e r v e s  a re  n e e d e d ?  

No n e g a t i v e  r e su l t s  on r ea sonab le  scenar ios - -  Z 
No t e s t  can  fa i l  unless  a g g r e g a t e  t e s t  okay--  1 
C a n  fa i l  1 of  7 t es t s - -  1 
J u d g m e n t :  depends  on m a g n i t u d e -  1 
if  "no change"  s cena r io  fa i led ,  
p rob lem -- 1 
unspec i f ied- -  4 
Not  y e t  d e t e r m i n e d - -  4 

14. Is the  y ie ld  curve  r e f l e c t e d ?  

No-- 
Yes,  t e s t  i n v e r t e d  y ie ld  curves--  
Some p roduc t s  yes ,  some n o -  

15. How is the  s t a r t i n g  r a t e  d e t e r m i n e d ?  

T r e a s u r y  y ie lds ' -  1 
Yield  in por t fo l io - -  1 
R a t e  on c o m p a r a b l e  c u r r e n t  i n v e s t m e n t s - -  Z 
R a t e  on r e c e n t  a s se t s  pu rchased- -  10 

16. What  is the  d e f i n i t i o n  of  c lass  of  business  used?  

14 d i f f e r e n t  answers - -answers  were  d e p e n d e n t  on how e a c h  c o m p a n y  ran  
i t s  business .  Gene ra l l y ,  compan ie s  t r e a t e d  s e g m e n t s  for  i n v e s t m e n t s  as 
s e p a r a t e  c lasses;  for  example ,  one c o m p a n y  has  6 s e g m e n t s :  

a. GIC and non-par  group 
b. SPDA 
c. S t r u c t u r e s  s e t t l e m e n t s  
d. Par group 
e. IRAs 
f. O the r  indiv idual  annu i t i e s  

Ano the r  s e p a r a t e d  GIC in s e p a r a t e  a c c o u n t s  but  c o m b i n e d  SPDAs and 
SPIAs, s ince  this  was how it  was inves ted .  

17. Is the  a c t u a r y  s igning the  opinion a c o m p a n y  e m p l o y e e  or a c o n s u l t a n t ?  

18. 

C o m p a n y  employee - -  
Ou t s ide  consu l t an t - -  

13 
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Has the  c o m p a n y  bought  a s o f t w a r e  p a c k a g e ,  or is the  p rog ram for  t e s t i ng  
deve loped  in -house?  

In-house--  
In-house  plus some  ou ts ide  s o f t w a r e  
package  used--  
S o f t w a r e  package - -  

11 

Z 
1 
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19. Is the  c o m p a n y  r e a d y  to do the  requ i red  t e s t i ng  now, or are  plans s t i l l  in 
the  d e v e l o p m e n t  s t a g e ?  

R e a d y  now-- 
Ready ,  but  doing e n h a n c e m e n t s - -  
In d e v e l o p m e n t  s tage- -  
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