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Appendix 5 

(From Interest  S~n-qitive Products  Seminar of  May ZI, 1986) 

LITERATURE AVAILABLE FOR CONTINUING 

EDUCATION OF VALUATION ACTUARY (1984-1985) 

DonMd D. Cody  

(Prepared for the SOA Individual Life Insurance and Annuity Product  

Deve lopment  Section.) 

This is a continuation of my January Z0, 1984, list of literature available, 

prepared for the Joint Committee on the Role of the Valuation Actuary in the 

United States, which was widely circulated by the AAA and the SOA in 1984. 

I. GENERAL 

1. "Final Report o f  the Joint C o m m i t t e e  on the Role  o f  the Valuation 

Actuary in the United States~ ° F e b r u a ~  1985. 

Sent to all members  of the AAA and SOA at  the d i rec t ion  of the Boards, 

the repor t  makes r ecommenda t ions  as to an expanded role for  the valuat ion 

ac tua ry  and as to principles underlying the valuat ion of l ife insurance companies  

for so lvency and solidity purposes.  It cons t i tu tes  a blue-pr int  for considerat ion 

of deve lopment  in organizat ion,  responsibi l i t ies ,  p rac t i ce ,  qual i f icat ions,  

management  relat ions,  s t a tu tes ,  regulat ion,  r e sea rch  and educat ion.  It should be 

s tudied for an apprec ia t ion  of the widespread ac t iv i t i es  on-going in the AAA, 

SOA, NAIC and management .  
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Z. Textbook~ =Controll ing I n t e r e s t  Rate  Risk~ = by the F ixed  Income 

Research  Group of  Morgan~ Stanley & Company (John Wiley .& Sons~ 

1986~ but not  ye t  published).  

This book  will p rov ide  s t a t e - o f - t h e - a r t  t e chn iques  for  f ixed  i n c o m e  

po r t fo l i o  managers~ wi th  c h a p t e r s  on t e r m  s t r u c t u r e  of  i n t e r e s t  r a t e s ,  duration~ 

options~ s y n t h e t i c  opt ions ,  f u tu r e s ,  s imula t ion  and opt imizat ion~ spec ia l  

a n a l y t i c a l  t echn iques  and i n s t r u m e n t s ,  and app l i ca t ions  to var ious  ins t i tu t ions .  

C h a p t e r  9, w r i t t e n  by  Dr.  J a m e s  A. Ti l ley,  FSA, c o v e r s  "Risk Con t ro l  Techn iques  

for  Insu rance  Compan ies . "  While no t  a i m e d  a t  t he  a p p r o p r i a t e n e s s  of  r e s e r v e s  

and surplus~ which a re  the  major  conce rn  of the  va lua t ion  a c t u a r y ,  a this 

t e x t b o o k  will fill  a void in a u t h o r i t a t i v e  l i t e r a t u r e  on the tools  ava i l ab le  for  

o p t i m i z a t i o n  of  p r o d u c t / a s s e t  pol icy .  

IL SOA 

. The SOA Combinat ion  of  Risk Task Force  presented  major research 

f indings on combinat ion  of  C-I  t C-Z and C-3 Risks at PD 14 =Target 

Surplus Formulas  = at the October  1985 Annllal SOA meet ing  in New 

Orleanq. RSA 11:4 (1985). 

0 

0 

M. E. M a t e j a :  Discuss ion  of  Cash  F low Based  Surplus t echn iques .  

J.  A. Geye r :  Discuss ion  of  c o n s t r u c t i o u  of p robab i l i t y  d i s t r ibu t ion  

func t ions  and app l i c a t i on  in c o m p u t e r  model ing.  
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J. A. Geye r  and M. E. Mate ja :  Discussion Note  on C-3 Risk 

a s s o c i a t e d  wi th  SPDA p roduc t s  to benchmark .  

D. D. Cody:  Discussion on re la t ionsh ips  of d e s i g n a t e d  surplus or 

t a r g e t  surplus used in pr ic ing  and m a n a g e m e n t  based  f inancia ls .  

The Geye r  - M a t e j a  discussions a re  basic  to unde r s t and ing  combina t ions  of 

C - I ,  C-Z and C-3 Risks.  The Discuss ion Note  on SPDA is espec ia l ly  en l igh ten ing  

as to the  e f f e c t s  of C-3 Risk,  and the  a p p r o x i m a t e  f o r m u l a  for  surplus needed  on 

SPD ~. is l ike ly  to b e c o m e  i m p o r t a n t  in p r a c t i c e ,  wi th  possible  ex tens ion  to U /L  

produc t s .  

Z. The SOA C o m m i t t e e  on L i f e  l - ~ u r a n c e  C o m p a n y  V a l u a t i o n  Pr inc ip les  

This c o m m i t t e e  has s u b m i t t e d  a r epo r t  to the  SOA Board of Governors  

r e c o m m e n d i n g  pr inc ip les  of va lua t ion .  A t t a c h e d  to t h a t  r epor t  is an 

" A t t a c h m e n t  A," s e t t i ng  f o r t h  i l l u s t r a t i v e  p r a c t i c e s  put  t o g e t h e r  by John  

M o n t g o m e r y  and Donald  D. Cody  based  on the r e s e a r c h  to da t e  by the  SOA 

C o m m i t t e e  on Valua t ion  and R e l a t e d  Areas  in i ts  Task Forces .  

Donald  D. Cody  and John O. M o n t g o m e r y  " I l lus t r a t ion  of a Cohes ive  

S t r u c t u r e  of  Valua t ion  P r a c t i c e  for  S t a t u t o r y  F inanc ia l s . "  Tha t  paper  

p r e s e n t s  a comprehens ive  l ayou t  of i l l u s t r a t i ve  p r a c t i c e  which migh t  

be used  by a va lua t ion  a c t u a r y  who dec ides  to avai l  h i m s e l f  or he r se l f  

of the  full  scope of r e s e a r c h  to da te .  
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. SOA Symposium for the  Valuat ion Act~I=TT~ ' he ld  on N o v e m b e r  19-Z07 

1985~ at  O'Hare Marriott~ Chicago .  

A vo lume  conta in ing  the  p r e s e n t a t i o n  at  this sympos ium is now ava i lab le .  

It  p rov ides  an e x c e l l e n t  v iew of p r a c t i c e s  in use,  va r ious  d e v e l o p m e n t s  under  way  

and p r o b l e m s  under  cons ide ra t ion .  

4. TSA Papers:  

J.  D. S t i e f e l  HI "The G u a r a n t e e d  I n v e s t m e n t  C o n t r a c t  (GIC)" TSA 

XXXVI (1984). 

R. P. C l a n c y  "Opt ions  on Bonds and App l i ca t ion  to P r o d u c t  Pr ic ing"  

TSA XXXVII (1985) P r e p r i n t  Apri l  10, 1985. 

A. M. Fen  " In te res t  R a t e  Fu tu re s :  An A l t e r n a t i v e  to Trad i t iona l  

M a n a g e m e n t  of  G u a r a n t e e d  I n v e s t m e n t  C o n t r a c t s "  TSA XXXV]:I 

(1985) P r e p r i n t  April  10, 1985. 

These  are  t h r e e  e x c e l l e n t  p a p e r s  address ing  m o d e r n  pa rad igms  and 

a p p r o a c h e s  to  pr ic ing  and a s se t  po l i cy  coo rd ina t i on  on i n t e r e s t  sens i t ive  

p roduc t s .  While app l i ca t ions  to t e s t i ng  r e s e r v e s  and de t e rmin ing  surplus  n e e d e d  

are  are  not  t r e a t e d ,  o the r  than b r i e f l y  in the  f i r s t  paper ,  t he se  pape r s  p rov ide  

i m p o r t a n t  b a c k g r o u n d  for  the  va lua t ion  a c t u a r y .  

HI. AAA COMMITTEE ON LIFE INSURANCE FINANCIAL REPORTING 

Ju ly  1985 Discuss ion  D r a f t  of  "S tandards  for  Va lua t ion  A c t u a r i e s  (1) 

Q u a l i f i c a t i o n  S tandards ,  (Z) S tanda rds  of P r a c t i c e . "  
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(Z) is a r e d r a f t  of R e c o m m e n d a t i o n  7. 

responses ,  mos t  qu i te  l eng thy .  

in t roduc ing  C-1 and C-Z Risks 

responses .  

This discussion d r a f t  has drawn 40 

The c o m m i t t e e  is u n d e r t a k i n g  ano the r  d ra f t ,  

and making  o the r  revis ions  sugges t ed  by the  

IV. NAIC AND STATE INSURANCE DEPARTMENTS 

I. "Report of  the NAIC (Rugland) Special Advisory Commit tee  on the 

Statement  Ausust I~ 1985 of Actuarial  Opinion for Life and Health 

Insurers. = 

t 

Due to the concerns  of  the  NAIC Li fe  and H e a l t h  A c t u a r i a l  Task Fo rce  for  

the  i n t e r i m  be fo r e  an enhanced  role  of the  Va lua t ion  A c t u a r y  can be in e f f e c t ,  

this  adv isory  c o m m i t t e e  was asked to make  r e c o m m e n d a t i o n s  for  s teps  feas ib le  

under  ex is t ing  s t a t u t e s  wi th  r e s p e c t  to the  good s u f f i c i e n c y  of r e se rves  for  

so lvency .  Among  o the r  things,  i t  was r e c o m m e n d e d  t h a t  the  a c t u a r y  signing the  

Opinion also p repa re  an i n t e rna l  r epo r t  to  m a n a g e m e n t  expla in ing the m a t e r i a l  

cons ide ra t ions  under ly ing  the  Opinion, including,  but  no t  l im i t ed  to, cons idera -  

t ion  of fu tu re  i n v e s t m e n t  income  and insu rance  cash  f lows on i n t e r e s t  sens i t ive  

p roduc t s  under  a r easonab le  range  of f u tu r e  i n t e r e s t  r a t e s .  Also, the  a c t u a r y  

signing the  Opinion should i nd i ca t e  w h e t h e r  the  Opinion is i n f luenced  by any  

con t inu ing  business assumpt ions ,  and if  so, how. The r egu l a to r s  could call  for 

this  r epo r t ,  if  c i r c u m s t a n c e s  w a r r a n t e d  as par t  of  su rve i l l ance ,  to  a s c e r t a i n  wha t  

f indings  had been  cons idered .  

These  r e c o m m e n d a t i o n s  do not  e m b r a c e  the  full  r e c o m m e n d a t i o n s  of the 

Jo in t  Committee, but  do sugges t  d o c u m e n t a t i o n  of  how C-1, C-Z and C-3 Risks 
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have  been  cons ide red  in t e s t ing  good s u f f i c i e n c y  of reserves .  The NAIC 

C o m m i t t e e s  responsible  in this a r ea  have  approved these  r e c o m m e n d a t i o n s  for  

i m p l e m e n t a t i o n  on 1987 Annual  S t a t e m e n t s .  S tudy of the  Repor t  is 

r e c o m m e n d e d .  

Z. "New York Sta te  on Annuit ies  and Guaranteed  Inves tments  

Contracts~" 1985. 

The L i fe  Inst t rance Counci l  of N.Y. (LICONY) has task fo rces  working on 

r e c o m m e n d a t i o n s  for  appropr i a t e  r egu la t i ons  for  s e t t i n g  "reasonable"  rese rves  

r ecogn iz ing  C-1 and C-3 Risks,  no t ab ly  one on the "Ac tua r i a l  Opfnion and 

Memorandum With R e s p e c t  To C o n t r a c t  Rese rves , "  and ano the r  on "Annui t ies  

Rese rve  Valua t ion  Me thod  and Pena l t  7 Rese rve  To Be Held, If No Accep t ab l e  

Opinion has Been Submi t t ed . "  A t t e n t i o n  should be paid to these  ac t iv i t i e s ,  s ince 

t h e y  r e f l e c t  app l i ca t ion  of the  r e s e a r c h  in p r a c t i c e  done by the  SOA Task Forces  

on C-1 and C-3 Risks. There  is a poss ib i l i ty  t h a t  these  e f f o r t s  might  even tua l ly  

be e x t e n d e d  to U / L  contracts~ which are  also i n t e r e s t  sens i t ive .  

V. CANADA 

. =Final .Repor t  o f  the  CIA Spec ia l  C o m m i t t e e  on the  Ro le  o f  the 

Valuat ion Actuary  to  the  CIA Counci l ,  n Oc t o be r  317 1985. 

Conce rned  about  dec l in ing  surplus margins ,  the  CIA has exposed a r e c o m -  

m e n d a t i o n  to make  the  va lua t ion  a c t u a r y  responsible  for  ex tend ing  the  Opinion 

to the  whole f inanc ia l  so l id i ty  of  a l i fe  insurance  company ,  no t  only rese rves  and 

surplus needed  for  c a p a c i t y  u t i l i zed  by i n - fo r ce  business,  but  also for  the  
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adequacy  of surplus for on-going business and planning. This is similar to the 

responsibi l i ty of the Appointed Ac tua ry  in the U.K. 

Z. CLHIA Circular  #4199F~ November  Z7~ 1985~ ~Minimum Contin,,inS 

Capital and Surplus Requ i r emen t s  for Life Insurance Companies." 

Pending possible adoption of the CIA repor t  on the role of the valuat ion 

ac tuary ,  the Canadian Life and Heal th  Insurance Associat ion has exposed for 

tes t ing an e labora te  formula  for minimum surplus, which r e f l e c t s  the impac t  of 

C - l ,  C-Z and C-3 Risks with deta i led  a t t en t ion  to the product ,  l iabili ty and asset  

cha rac te r i s t i c s  of each company.  While with recogn ized  shor tcomings  as to C-3 

Risk, since ex ten t  of l iabi l i ty /asset  matching  is not recognized,  and e lsewhere ,  

the  formula  is in a fo rma t  in which a valuat ion ac tua ry  would probably express  

surplus needed  a f t e r  a full C- l ,  C-Z an C-3 Risk analysis. 

The Canadian documents  are well wor th  studying. 
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Study Note Ti t le  

Valuat ion of Liabi l i t ies  

NAIC Actuar ia l  Guidel ines  

S t r eng then ing  of Rese rves  

Pr inc ip les  of Life  Insurance  Financia l  S t a t e m e n t s  

Life Insurance  Account ing :  Financia l  Repor t ing  and 

the  A c t u a r y  

Life  Insurance  F inanc ia l  S t a t e m e n t s  

Ac tua r i a l  Review of Rese rves  & Other  Annual  

S t a t e m e n t  Liabi l i t ies  

CIA R e c o m m e n d a t i o n s  for Insurance  Company  

F inanc ia l  Repo r t i ng  

CIA/CICA R e p o r t  on Financia l  Repor t i ng  for Life  

Compan ie s  

Life  Insurance  Account ing :  NAIC Annual S t a t e m e n t  

Aspec t s  of Group Life  Ins. 

Life  Insurance  Account ing :  Acc iden t  & Hea l th  

S t a t u t o r y  R e p o r t i n g  in the  U.S. 

I n t e r e s t  R a t e  Assumpt ions  & the  Re la t ionsh ip  

b e t w e e n  Asse t  & Liabi l i ty  S t ruc tu re  

Op t ima l  Cash Flow Match ing  

Dura t ion:  I ts  D e v e l o p m e n t  and Use in Bond 

Po r t fo l i o  M a n a g e m e n t  

1980 A m e n d m e n t s  to the  S tandard  Valuat ion  Law 

Group Li fe  Insurance  Rese rves  

R e c o m m e n d a t i o n s  Conce rn ing  Actuar ia l  Pr inc ip les  

& P r a c t i c e s  
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