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Good morning!  I am the  Chief  A c t u a r y  at 

I n s u r a n c e  Company and also the  c u r r e n t  

Committee on the  Valuation A c t u a r y .  Our  

sess ion is en t i t led  the Sta tus  of the  Valuation A c t u a r y  in the  Uni ted 

S ta tes .  The pu rpose  of this  panel  d i scuss ion  is to r e p o r t  on some of 

the  most impor tan t  act ivi t ies  and e v e n t s  with r e s p e c t  to what has  come 

to be know as the valuat ion a c t u a r y  movement .  

The panel  members bel ieve tha t  the  major a reas  invo lve  new leg is la t ion ,  

new s t a n d a r d s  of p rac t i ce  and r e s e a r c h  ac t iv i t i e s .  In the  legis la t ion  

a r e n a ,  we have  the  NAIC Special  Committee on Valuat ion Law. This  

committee,  co -cha i r ed  by  Carl  B. Ohman and  Rober t  G. Maxon, has  

the  simple task  of d e s i g n i n g  a new NAIC model va lua t ion  law embrac ing  

some form of the valuat ion a c t u a r y  concep t .  We will h e a r  about  the  

development  of a new academy of ac tua r i e s  s t a n d a r d  of  p r ac t i ce  

spec i fy ing  how and ,  p e r h a p s  when ,  cash  flow t e s t i n g  should  be done .  

B r i n g i n g  us up to date  h e r e  will be Edward  S. Si l ins ,  Pr inc ipa l  of 

Coopers  and L y b r a n d ,  and Chairman of the  Academy 's  Committee on 

Life I n s u r a n c e  Financial  Repor t i ng .  

Our  t h i r d  speake r  will be Rober t  W. S te in ,  P a r t n e r ,  E r n s t  & Whinney 

and Chairman of the  Society of Ac tuar ies  Committee on Valuat ion and  
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Related Areas. He will tell us about all of the committee's research 

now in progress and recently completed that will enable the valuation 

actuary to do a better job. 

Finally, I wil l  relate some of the recent activity of the Joint 

Committee on the Valuation Actuary and share other things that may 

be of interest. We will take a few questions or comments after each 

presentation. 

Carl R. Ohman reported on the status of the NAIC Special Advisory 

Committee on the New Valuation Law. No comments were submitted. 

MR. EDWARD S. SILINS: The American Academy of Actuaries 

Committee on Life Insurance Financial Reporting has been working in 

the area of cash flow testing -- that is, the related revision of 

Recommendation 7, for about three-to-four years. Since I have been a 

member or chairman of that committee throughout the entire period, I 

was asked to give my perspective as well as a status report of what is 

going on in both the Academy and Interim Accounting Standards Board 

arena. In addition, I will discuss some of the consequences of a 

potentially expended actuarial opinion for statutory reserves. 

THE AAA AND CASH FLOW TESTING 

First, I would like to give you a history of some of the academy 

activity, including the revising of Recommendation 7. The exposure 
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draf t  for  this  revis ion was re leased  in Ju ly  1985. At tha t  time, t h e r e  

were no r equ i r emen t s  e i the r  from the  p ro fess ion  i t se l f  or  ex t e rna l ly  

from r egu l a to ry  author i t ies  that  r e q u i r e d  any  cash flow t e s t i ng  back in 

July  1985. Our in ten t  was to be p r e p a r e d  to provide  guidance  for 

ac tuar ies  in the  area of cash flow t e s t i n g ,  should  any regula t ions  come 

down e i t he r  t h r o u g h  the  NAIC or  t h r o u g h  any of the  var ious  s t a tes  

that  might r equ i r e  such t e s t i n g .  It was not our  in ten t  to mandate 

cash flow t e s t i ng  as of that  time. 

Recommendation 7 focused on s t a t u t o r y  r e s e r v e  r equ i r emen t s  and ,  to a 

l e s se r  e x t e n t ,  s t a tu to ry  su rp lus  t e s t i n g .  Our t h o u g h t ,  however ,  was 

that  we did not know the  t imetable ind ica t ing  when the  cash flow 

t e s t i n g  would ultimately be r e q u i r e d .  Our  work evolved  from the  

r epo r t  by  Mr. Jay ,  a member of the  Joint  Committee on the  Valuation 

Ac tua ry ,  which focused on the  dual s t a n d a r d s  of minimum s t a t u t o r y  

r e s e r v e s  - -  tha t  i s ,  the  s t a n d a r d  evaluat ion  s t a tu to ry  r e s e r v e s  - -  p lus  

an ad jus tment  area which would be de t e rmined  t h r o u g h  cash flow 

t e s t i n g  of the  r e s e r v e s .  The r e p o r t ' s  focus was on w h e t h e r  the  

ac tua ry  could do the  suff ic ient  work in o r d e r  to p rov ide  an opinion as 

to the  adequacy  of the  r e s e r v e s .  Many ac tuar ies  have commented that  

such  an opinion or r equ i remen t  was onerous  and  placed a f r i g h t e n i n g  

re spons ib i l i ty  on the  valuat ion ac tua ry .  Many joked that  t he r e  would 

be v e r y  few ac tuar ies  u n d e r  age 50 who would want to s ign an opinion 

based  on cash flow t e s t i ng .  

A no the r  aspec t  of work was tha t  t he  Committee 's  r epo r t  r e q u i r e d  
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outlining the actuary's scope, methodology and results. There were 

many concerns expressed about the preparation of the report, a few 

being that it was time consuming and perhaps drew attention to areas 

that some actuaries did not want to disclose -- areas in which short- 

comings existed or where short cuts were taken in order to complete 

the work on a timely basis. But there were many positive aspects 

about requiring such a report, those include a complete disclosure of 

all aspects of the methodology; any reliances that were made by the 

actuary; any givens in the areas of management prerogatives; and 

investment scenarios or investment strategy. All these positive 

aspects relate to the protection of the valuation actuary in the event 

of any subsequent litigation. 

The original draft also focused on the C-3 risk, although it was later 

broadened to include other aspects. The initial draft primarily related 

to the C-3 risk because that was the nature of the industry's thinking 

at the time. The thinking of the industry has expanded to include 

both the C-1 and C-2 risks and the combination of risks as well. Now 

the preference is to address all risks in cash flow testing and not 

focus on any one of them. Apparently, New York liked the 

Recommendation 7 exposure draft as it stood because it was 

incorporated in Regulation 126 and much of it was incorporated without 

change. 

All of this work leads me to draw an analogy between the valuation 

actuary's work and the resulting opinion, to what physicists call the 
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, t h e o r y  of e v e r y t h i n g . "  Phys ic is t s  have  long been  sea rch ing  for a 

t heo ry  of na tu re  that  incorpora tes  known forces  of na tu re  - -  nuc lear ,  

gravi ta t ional ,  and e lect romagnet ic  forces  - -  into one theo ry  or formula. 

I somewhat analogize the  " theo ry  of e v e r y t h i n g "  to the  actuarial  

opinion r e su l t i ng  from cash flow t e s t i ng ,  from which one can assume 

that  the  ac tuary  has done all of his t e s t s ,  analyzed the  asset  and 

liabili ty cash flows, and,  in the  opinion of the  ac tua ry ,  has found 

those  r e s e r v e s  to be suff ic ient .  Jus t  as phys ic i s t s  have not found the 

" theory  of e v e r y t h i n g , "  for na tu ra l  forces ,  to da te ,  ac tuar ies  have not 

found the  theory  that  would incorpora te  all of the  aspec ts  of cash flow 

t e s t i ng  for actuarial  opinions.  However,  we should not stop p u r s u i n g  

it .  

NEW AAA STANDARDS OF PRACTICE: 

CASH FLOW TESTING 

The s t a n d a r d s  of prac t ice  arena  has sh i f ted  from the  Academy to the 

IASB; in par t i cu la r ,  the  Life Committee of the  IASB has taken  on the  

respons ib i l i ty  of d ra f t i ng  s t anda rds  of prac t ice  for ac tuar ies  who are 

p u r s u i n g  cash flow t e s t s .  Since I happen  to be a member of the  Life 

Committee of the  IASB as well as the  Academy's  Committee on Life 

In su rance  Financial Repor t ing ,  I have the  pr iv i lege  of ac t ing  as a 

l iaison.  Because the  Academy has been  act ive in this  area ,  the  IASB 

Life Committee has asked the  Academy Committee on Life In su rance  

Financial Repor t ing  Principles  to help in d r a f t i ng  s t a n d a r d s  of prac t ice  

for ac tuar ies  doing cash flow t e s t ing .  The t h i n k i n g  has  sh i f ted  a l i t t le  
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bit, and I'm sure there is a variation in how severe that shift has 

been depending on who you ask. One difference is that the IASB is 

taking a proactive role, not waiting for potential regulations, but 

stepping in to fill a standard's vacuum that may exist. It does result 

from a sincere desire to enhance the standing and stature of the 

actuarial profession. The scope of the project for drafting standards 

of practice has also expanded beyond the mere testing of the reserve. 

What we currently contemplate is that standards are required for 

pricing studies; testing of alternative investment strategies; testing of 

renewal rating and dividend studies in the area of interest crediting; 

projections and forecasts that an actuary might be called upon to do; 

valuing blocks of business, target surplus studies; and as mentioned 

by John O. Montgomery, regulators are using cash flow testing to 

verify the transfer of risk in reinsurance treaties. I am sure there 

are other instances where cash flow testing can be useful. 

The IASB as well as the Academy is currently discussing and focusing 

its attention on whether the standards which we draft should include a 

requirement that cash flow testing be done, and whether or not the 

standards should require an actuarial report. These are two issues 

that are being discussed and we would certainly appreciate comments 

from the membership. The current timetable calls for a draft of the 

standards of practice from the IASB some time in December 1987, and 

exposure to the Academy membership should be some time in 1988. I 

would like to encourage responses to those exposure drafts when they 

do come out. It certainly would give a signal to the IASB to help us 
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gain a sense  of di rect ion of the  Academy membership  in th is  new and 

evolving area.  

THE ACTUARIAL OPINION FOR STATUTORY RESERVES 

I will now addre s s  the  ques t ion  of whe the r  t he re  should  be an opinion 

or repor t  concern ing  the  valuat ion ac tua ry ' s  work.  Some have  

e x p r e s s e d  the  belief that  cu r r en t  s t a t u t o r y  opinion given by the  

ac tuary  has become mechanical and ,  hence ,  lost some of i ts  c red ib i l i ty .  

Mr. Montgomery h a a  s u g g e s t e d  that  we cons ide r  r ep lac ing  the  actuarial  

opinion with a r epor t .  F u r t h e r  t hough t  needs  to be g iven  to this  

idea.  The belief  has been e x p r e s s e d  that  the  absence  of a r epor t  

out l in ing the  ac tua ry ' s  work methodology,  assumpt ions ,  and re l iance 

may lead to vu lnerab i l i ty  in the  case of l i t igat ion.  Regulat ion 14 of 

the NAIC was r ecen t ly  adopted  which allows for a r egu la to r  to r e q u e s t  

cash flow t e s t i ng  in specific ins tances  in suppor t  of r e s e r v e s .  Many 

people bel ieve that  the adoption of Regulat ion 14 was a formali ty in 

that  r egu la to r s  had always had the  abili ty to r e q u e s t  cash flow t e s t i ng  

in cer ta in  ins t ances .  

The c u r r e n t  s t a tu to ry  s t anda rd  valuat ion law opinion is a y e s / n o  

proposi t ion for the most par t  - -  that  is ,  e i t he r  the  r e s e r v e s  meet or  

do not meet the  p r e s c r i b e d  r e se rve  s t a n d a r d .  I real ize that  the  good 

and suff ic ient  provis ion might cause complications in that  an ac tua ry  

might have to do addit ional  work to come to that  conclusion.  But  I 
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feel it is still basically a yes/no proposition. When cash flow analysis 

comes into the picture, it is more in the nature of proiection, and 

those projections may or may not hold true. Accordingly, in both the 

exposure draft that was released in early 1985 and in some of the work 

that is being done now, we thought that certain caveats and reliances 

would seem appropriate. As I indicated, these are projections a~d 

not guarantees as to what will happen. Assumptions may hold true, 

but then again, they may not. 

Reliance is another area which would be appropriate in either a report 

or an opinion. The motivation behind reliance is that one person 

cannot be responsible for all areas within the company. There are 

investment strategies; there are reinsurance transactions; there are 

expense assumptions; there is a whole list of potential reliances 

including the current EDP reliance where the actuary relies on 

somebody to make sure the inventory of policies is appropriate. I 

think these are all reasons that a stated reliance is appropriate. 

For my final comments, I would like to raise a question. Who really 

has the ultimate responsibility for company solvency: Is it the actuary 

or is it management in general? I don't think we can resolve that 

issue, nor do I think actuaries feel prepared to take on the respon- 

sibility now. At the same time, many company managements have 

indicated an unwillingness to assign the responsibility solely to the 

actuary. 
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In the  e n d ,  it  might be a moot point  un le s s  and unt i l  some problems 

resu l t .  

MR. ROBERT W, STEIN:  I'm going to a d d r e s s  the  s t a tus  of the  

r e s e a r c h  tha t  the  Committee on Valuation and Related Areas  has  been  

doing the  last  seven  or  e igh t  y e a r s .  I would l ike to a d d r e s s  severa l  

aspec ts  of the  committee 's  work d u r i n g  tha t  pe r iod ,  where  we s tand  at 

this  po in t ,  and what we ' re  t r y i n g  to do p r o s p e c t i v e l y .  The committee 

bel ieves  tha t  the p r e s e n t  time is an app rop r i a t e  point  in t he i r  ana lyses  

and t h o u g h t  p r o c e s s e s  to take  s tock of what has  h a p p e n e d ,  where  we 

are  now, and  what we can conc lude  from ou r  work .  F i r s t ,  I 'd  l ike to 

review the  committee 's  role to da te ,  what i ts  c h a r g e  has  b e e n ,  and how 

it has  r e s p o n d e d  to tha t  c h a r g e .  Second ly ,  I 'd  l ike to touch  on the  

p r e s e n t  role of the  committee.  These  views will r e f lec t  my own point  

of view as the  cha i rman ,  a l though  I t h ink  you  would f ind tha t  o t h e r  

committee members  ag ree  with th is  pe r cep t i on  of o u r  c u r r e n t  role .  

Final ly ,  and p e r h a p s  most impor tan t ly ,  I 'd  like to d i s cus s  the  s t a tus  of 

the  r e s e a r c h  work of the committee and review ce r t a in  fundamenta l  

conclus ions  or  posi t ions  which we have  d r a w n  from tha t  work .  

Conclus ions  might be a bit  s t r o n g ,  b u t ,  n o n e t h e l e s s ,  t h e y  are  our  

fundamenta l  f ind ings  and posi t ions at th is  time. 

You may not ice  a somewhat d i f f e ren t  p e r s p e c t i v e  on these  i s sues  than  

what Mr. Silins has  been  say ing  and you may want to compare  and 

con t r a s t  some of Mr. Si l ins 's  r emarks  with my comments c o n c e r n i n g  

what we can do and where  we a r e  with r e s p e c t  to s t a n d a r d  se t t i ng .  
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My c o m m e n t s  a r e  b a s e d  on t h e  w o r k  o f  t h e  t a s k  f o r c e s  o v e r  t he  y e a r s .  

Each  t a s k  f o r c e  will be  p r e s e n t i n g  t h e i r  c o n c l u s i o n s ,  f i n d i n g s ,  a n d  

p o s i t i o n s  at  t h e  Mon t r ea l  m e e t i n g ,  b u t  i t  s e e m s  a p p r o p r i a t e ,  at t h i s  

V a l u a t i o n  A c t u a r y  S y m p o s i u m ,  to  g i v e  a p r e v i e w  of  t h o s e  t h o u g h t s .  

THE COMMITTEE ON VALUATION AND RELATED AREAS: 

THE PAST AND PRESENT ROLE 

First, then, a review of the committee's past charge and role. The 

yearbook identifies the charge of the committee as being the study of 

underlying actuarial principles in connection with the valuation of 

assets and liabilities and in the determination of adequate surplus 

levels. However you read that phrase, the charge is a very broad 

mandate to analyze the factors impacting the values associated with 

assets and liabilities and provides an opportunity to explore 

considerations for measuring surplus needs. These are some 

fundamental issues and I think the committee has responded quite well. 

First, of course, the committee identified and described the risks to 

which an insurer is exposed. You're all familiar with this work, which 

leads to the definition of the C risks and the formation of the C-1, 

C-2 and C-3 task forces, and the combination of risk task forces. 

These task forces were formed to handle the issues related to 

measuring and valuing assets and liabilities and determining surplus 

requirements. Each task force was charged with evaluating the risks 

which they were assigned -- individually, the C-1, C-2 and C-3 risks, 
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and the  combination of r i sks .  The task  forces ,  ove r  the  yea r s ,  have  

a d d r e s s e d  the  way these  r i sks  manifest  in the  opera t ions  of an 

i n s u r e r ,  how they  can be iden t i f i ed ,  and how t h e y  can be measured  

and unde r s tood .  Most impor tan t ly ,  the  task  forces  began  to a d d r e s s  

how these  r i sks  could be managed.  I th ink  we are in the  b e g i n n i n g  

s tages of that  process  which ult imately is conce rned  with r e sea rch  tha t  

will be of pract ical  application in the  management of ident i f ied  r i sks .  

An important  par t  of the  task  forces '  work in the  area of the  

management of ident i f ied  r i sks  was the  fundamenta l  development  of 

methods ,  p r o c e d u r e s ,  t e chn iques ,  and approaches  to pe r fo rming  these  

k inds  of ana lyses .  We are ta lk ing  about r i sk  measurement ,  a re la t ive ly  

new area and one where  a g r e e d - u p o n  methodologies  and accep ted  

analytical  approaches  were not available.  The task  forces  can take  

subs tant ia l  c redi t  for deve lop ing  basic and accep ted  approaches  to 

pe r fo rming  the  analyses  that  led to the  ex t ens ive  r e s e a r c h  tha t  the  

task  forces  have completed.  Obviously ,  the  task  forces  have analyzed 

the r e su l t s ,  i n t e r p r e t e d  the  f ind ings ,  and t r i ed  to glean what t hey  

could from that  work - -  that  is ,  draw conclusions  conce rn ing  r i sk  

measurement  and r i sk  management .  

Finally,  one aspect  of the cha rge  of the committee and i ts  task  forces  

has been  to accumulate and disseminate  the  r e su l t s  of that  r e s e a r c h ,  

pa r t i cu la r ly  with r e spec t  to methods and p r o c e d u r e s .  I 'd  l ike to come 

back to th is  point ,  but  the  committee's goal has been  both to complete 

cer ta in  pu re  r e sea r ch ,  and to disseminate  that  data to the  membership 
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so that practicing actuaries could complete similar functions and 

analyses in their own companies. 

During the past years we have certainly done a lot of work. The 

committee previously was led by Donald D. Cody, and under his 

leadership the task forces produced a tremendous number of research 

papers, presentations, speeches, and articles at sessions like this and 

at Society meetings. More  recently, our focus has been on the 

accumulation and dissemination of this and other newer information. 

This has been in response to the Society's needs and to the thought 

that the analyses are too hard, that the practicing actuary can't do 

them, and that the methodologies and techniques are not available. 

Thus, the emphasis in the recent past, and into the next year, will be 

on the documentation of the findings of the task forces, the 

organization of that material, and the distribution of that work to 

membership of the Society and the Academy. As I said earlier, this 

will culminate at the Montreal meeting this fail, where each task force 

will be making a presentation with respect to their findings and their 

conclusions at this stage of their research. 

That's where we've been. Before we discuss the findings of the 

committee, I'd like to review my perception of our current role. I 

think the committee would agree with this role and it might give you an 

idea of what kind of information to expect from the committee in the 

future. 
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First  of all, I t h ink  i t ' s  impor tant  to realize tha t  the  committee is a 

r e sea rch  organiza t ion .  I couldn ' t  emphasize  this  more.  Mr. Jay 

cer ta in ly  implied tha t  in his  remarks  about the  role of the  committee.  

We do not es tab l i sh  policy,  we do not set  s t a n d a r d s ,  we do not def ine  

and promulgate  regula t ions  or  legis lat ion or ,  neces sa r i l y ,  take  a 

proact ive  role in s u p p o r t i n g  legislat ion or regula t ion .  The  committee is 

a r e sea rch  organiza t ion .  Having said tha t ,  however ,  i t ' s  obvious tha t  

the  r e sea rch  body  per forms a technical  suppor t  role to those  o the r  

funct ions  - -  namely,  to the  s t a n d a r d - s e t t i n g  func t ion  and the  

r egu la to ry  funct ion and is available to ass is t  in tha t  role as well as to 

complete some u n d e r l y i n g  pu re  r e s e a r c h .  

With r e g a r d s  to the  s t a n d a r d  s e t t i ng  area ,  the  committee has  s u p p o r t e d  

the development  of s t a n d a r d s  of prac t ice  in the  valuat ion ac tua ry  area .  

Actual ly,  we have  more b road ly  suppo r t ed  s t a n d a r d s  in the  valuat ion of 

asse ts  and liabili t ies by deve lop ing  methods  and  p r o c e d u r e s  to perform 

the  k ind  of work which is be l ieved  n e c e s s a r y  and cons i s t en t  with the  

def ined  role of the  valuat ion ac tua ry .  That  is ,  we can all talk about 

the  role of the  valuat ion ac tua ry ,  but  it won't  be able to be adequa te ly  

per formed by  the  profess ion  un less  the  u n d e r l y i n g  methodologies ,  

p r o c e d u r e s ,  and t e c h n i q u e s  - -  that  is ,  the  t h o u g h t  p roces se s  

u n d e r l y i n g  those  ana lyses  - -  have  been  made available to the  

profess ion .  The committee bel ieves  tha t  t hey  have  made the  r e q u i r e d  

information avaiIable. 

In addi t ion to the  methods ,  of course ,  t h e r e ' s  the  ques t ions  of 
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assumptions. The committee does not believe that we will, or should be, 

responsible for specifying assumptions. However, we do believe that 

in a variety of areas our work will provide guidance with respect to 

establishing assumptions -- the factors to consider in setting 

assumptions, the implications of various types of assumptions and the 

need for internal consistency. 

Another support function in the standard setting area which the 

committee will perform as each standard is proposed is to evaluate 

alternative approaches to meet the requirements of the standards. 

Thus, we wi l l  evaluate the practicality and feasibility of the 

alternatives, and help assess which of the alternatives may be the most 

appropriate. We sometimes seem to lose sight of what the whole 

valuation actuary exercise is about and, as we evaluate standards and 

legislation, we need to keep our purpose in mind. The committee 

stands by, ready to perform this role with respect to setting 

standards. 

At th i s  t ime,  t h e r e  ha s  not  b e e n  much w o r k  d o n e  in the  s t a n d a r d s  r 

a r e a .  H o w e v e r ,  it is  e x p e c t e d  t h a t  we wou ld  r e s p o n d  to an e x p o s u r e  

d r a f t  o f  a r e v i s e d  R ecommenda t i on  7 l a t e r  t h i s  fal l .  

In t h e  r e g u l a t i o n  a r e a ,  we a r e  not  d i r e c t l y  i n v o l v e d .  H o w e v e r ,  we a re  

a v a i l a b l e  to p r o v i d e  t e c h n i c a l  s u p p o r t  in an a s s e s s m e n t  of  t he  

f e a s i b i l i t y  an d  impact  o f  a l t e r n a t e  p r o p o s a l s  in t he  v a l u a t i o n  a r e a .  In 

a g e n e r a l  s e n s e ,  t he  commit tee  is on " s t a n d b y , "  r e a d y  to a s s i s t  t he  
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NAIC task  force when and if  something comes out of t h e r e  that  needs  

technical  analys is .  Until such time, however ,  it  is un l ike ly  that  the  

committee will t ake  an act ive par t  in the  development  of the  r egu la to ry  

or legis la t ive  f ramework.  

That ' s  my view of the  p r e sen t  role of the  committee. What have we 

done in the  last few years?  The committee has been  in effect  for many 

years  and now is a good time to d i scuss  some of the  t h ings  that  have 

been d i scove red .  

Firs t ,  as I'm a re la t ive ly  new member of the  committee,  but  i ts  

chairman,  I would l ike to thank  the  committee members ,  the  task  force 

chai rmen,  and the  task  forces .  In pa r t i cu la r ,  I would l ike to thank  

Michael E. Mateja, who leads the  combination r i sk  t ask  force,  for his 

t r emendous  analysis  and r e sea rch  and 

conclusions  and f ind ing  of the  committee. 

has headed  the  C-3 r isk  task  force ,  

for his  t h o u g h t s  on the  

Also, Stanley B. Turin, who 

Irwin T. Vanderhoof ,  and 

Joseph J. Buff ,  who have had  d i f f e ren t  roles with r e spec t  to C-1 r isk  

analys is .  All have  per formed ex t r ao rd ina r i l y  well. And,  of course ,  I 

want to t h a n k  Mr. Cody,  who p rev ious ly  led the  committee and 

con t inues  to p rov ide  in s igh t s  and comments.  

The r e su l t s  that  we will talk about he re  are p r e s e n t e d  as f ind ings ,  not 

conclus ions .  We may, on occasion,  let  the  word conclusions  creep into 

our  d i scuss ion ,  but  we need  to keep  in mind that  we are p r e s e n t i n g  

f ind ings .  Pe rhaps  the  f i rs t  t h ing  that  we l ea rned  in this  whole 
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p r o c e s s  is t h a t  t h e r e  a r e  no  a b s o l u t e s .  T h e  c i r c u m s t a n c e s  in  a n y  

p a r t i c u l a r  c o m p a n y  o r  p r o d u c t  l ine  o r  p e r i o d  in t ime v a r y .  New 

m e t h o d s  a n d  t e c h n i q u e s  fo r  a n a l y s i s  will c e r t a i n l y  become  ava i l ab le  a n d  

i t  is  h i g h l y  l i k e l y ,  a lmos t  a c e r t a i n t y ,  t h a t  new i n s i g h t s  will be  

d e v e l o p e d  a n d  e m e r g e .  T h e  r e s e a r c h ,  whi le  i m p o r t a n t ,  is  n o t  y e t  

f i n i s h e d  a n d  may  n e v e r  be  c o m p l e t e d .  T h e r e  e e r t a i n l y ~ w i l l  be  new a n d  

i n t e r e s t i n g  d e v e l o p m e n t s  in  t h e  f u t u r e .  

Some o f  t h e  c o m m e n t s  t h a t  I ' l l  make  may  seem s e l f - e v i d e n t  o r  o b v i o u s .  

K e e p  in  mind  t h a t  t h e  r e s e a r c h  a n d  c o n v e r s a t i o n s  t h a t  we h a v e  t o d a y  

a b o u t  C-3  r i s k  o r  C-1  o r  C-2  r i s k ,  c o m b i n a t i o n  r i s k  i s s u e s ,  c a s h  flow 

a n a l y s i s  a n d  t h e  k i n d  o f  m e t h o d o l o g i e s  t h a t  h a v e  b e e n  p r e s e n t e d ,  h a v e  

g r o w n  o u t  of  t h e  w o r k  of  t h e  commi t t e e  m e m b e r s  o v e r  t h e  p a s t  y e a r s .  

D i s c u s s i n g  t h e i r  e a r l i e r  w o r k  may  seem b a s i c  at t h i s  t ime .  H o w e v e r ,  

we do  b e l i e v e  t h a t  t h e  t h i n g s  t h a t  w e ' r e  g o i n g  to t a lk  a b o u t  co l l ec -  

t i v e l y  r e p r e s e n t  a f u n d a m e n t a l  s t a t e m e n t  ( p r o b a b l y  a f i r s t - t i m e  k i n d  of  

s t a t e m e n t  b y  t h e  S o c i e t y )  c o n c e r n i n g  t h e  n a t u r e  o f  r i s k  in  an  i n s u r -  

a n c e  e n t e r p r i s e ,  i t s  m e a s u r e m e n t ,  a n d  t h e  v a l u a t i o n  of  a s s e t s  a n d  

l i ab i l i t i e s  in  a n y  o r g a n i z a t i o n  w h i c h  a s s u m e s  r i s k .  T h e  c o m m e n t s  t h a t  

a r e  made  a n d  t h e  f i n d i n g s  t h a t  a r e  d i s c u s s e d  a r e  p r e s e n t e d  in  t e r m s  o f  

an  i n s u r a n c e  o r g a n i z a t i o n .  H o w e v e r ,  w e ' r e  t a l k i n g  a b o u t  s o m e t h i n g  

m u c h  more  f u n d a m e n t a l  t h a n  t h a t .  We're  t a l k i n g  a b o u t  b u s i n e s s  r i s k  

in  a b r o a d  s e n s e ,  a n d ,  i f  y o u  w e r e  to  t a k e  t h e s e  c o n c e p t s  a n d  move 

o v e r  to  a n y  o t h e r  f i n a n c i a l  i n s t i t u t i o n ,  y o u ' d  be  ab le  to  a p p l y  t h e  same 

u n d e r l y i n g  c o n c e p t s .  
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Some of these  fundamenta l  s t a tements  follow. 

F i r s t ,  we always talk about  r i sk  and we t hough t  it should  be de f ined .  

I t h ink  Mr. Mateja has  done tha t  for  us .  It may be  a simple 

s ta tement ,  bu t  the  committee be l ieves  that  r i sk  Js the  poss ib i l i ty  tha t  

cash flows will v a r y  from the  expec t ed  level of cash  flow. In the  e n d ,  

the ident i f ica t ion  of r i sk ,  r i sk  measurement  and r i sk  management  is a 

cash flow p roces s .  We're t r y i n g  to eva lua te  and  measure  the  

f luc tua t ions  of cash flows about  t h e i r  expec t ed  va lue .  

Flowing from this  s ta tement  is the  notion that  cash flow ana lys i s  is a 

reasonable  and appropr i a t e  means to eva lua te  and measure  r i s k .  The 

committee bel ieves  tha t  the  methodology and t echno logy  is c u r r e n t l y  

available in the i n d u s t r y  to r ea sonab ly  evaluate  the  r i sk  assumed b y  an 

i n s u r e r .  

In this  r e g a r d ,  de te rmin i s t i c  t e chn iques  are  c e r t a i n l y  use fu l  for  

ana lyz ing  the specific levels  of r i sk ,  bu t  the  committee be l ieves  tha t  

probabi l i s t ic  t e c h n i q u e s ,  while v e r y  diff icul t  and complex to implement ,  

are  p robab ly  n e c e s s a r y  to ful ly u n d e r s t a n d  and app rec i a t e  the  r i sk  to 

which companies are exposed .  

Ano the r  basic  s ta tement  is tha t  company and p r o d u c t  c i r c u m s t a n c e s  are  

so va r i ed  tha t  any genera l i za t ions  about  the r i sk  level  or  the  e x p o s u r e  

to r i sk  at indiwidual companies or  among p r o d u c t  l ines  is n e a r l y  

impossible.  The var ia t ion  in p r o d u c t  l ines ,  p r o d u c t  f e a t u r e s ,  the  
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markets in which companies operate and how they operate, investment 

philosophies and portfolio strategies, tax postures, and relationships 

with policyholders and stockholders -- all of these and many, many 

other factors make it virtually impossible to make any categorical 

statement with respect to risk under any particular circumstance. 

Thi s  t h o u g h t  is r e f l e c t e d  in the  n e e d  to s t u d y  r i s k  in a g r e a t  many 

d i f f e r e n t  ways  - -  t h a t  is ,  we ta lk  abou t  a n a l y z i n g  an i n d i v i d u a l  r i sk  

fo r  a spec i f i c  p r o d u c t ,  b u t  t h e r e  also is t he  n e e d  to e v a l u a t e  t h a t  r i s k  

as it  m a n i f e s t s  i t s e l f  with r e s p e c t  to o t h e r  p r o d u c t s .  T h u s ,  for  

e x a m p l e ,  t h e  work  of  t he  commit tee  has  b e e n  to examine  t h e  C-3 r i s k  

as it r e f l e c t s  i t s e l f  in an a n n u i t y  p r o d u c t  l ine ,  an o r d i n a r y  life 

p r o d u c t  l ine ,  or  a h e a l t h  p r o d u c t  l ine .  And similar  a n a l y s e s  a c r o s s  

p r o d u c t  l ines  n e e d  to be  made fo r  o t h e r  r i s k s .  S imi la r ly ,  within a 

p r o d u c t  l ine i t ' s  n e c e s s a r y  to e v a l u a t e  the  combina t ion  of r i s k s .  To 

d a t e ,  t he  combina t ion  of  r i s k ' s  t a s k  fo r ce  p r i m a r i l y  has  b e e n  i nvo lved  

in s t u d y i n g  the  combina t ion  of  r i s k s  - -  t ha t  i s ,  how v a r i o u s  r i s k s  

o p e r a t e  wi th in  a spec i f i c  p r o d u c t  l ine .  T h e  commit tee  also r e c o g n i z e s  

t h a t  it will be  e s s e n t i a l  to e v a l u a t e  t h e  combina t ion  of p r o d u c t s ,  bo th  

with r e s p e c t  to spec i f i c  r i s k s  a n d  with  r e s p e c t  to v a r i o u s  r i s k s .  

T h u s ,  p r o d u c t  a g g r e g a t i o n s  also a r e  qu i t e  i m p o r t a n t  in t h i s  p r o c e s s .  

All of this suggests that multiple scenario testing is essential to 

developing an understanding of the risks to which companies are 

exposed. 
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Finally, I believe the committee would be willing to say, based on the 

research they have done, that the measurement of risk is 

extraordinarily difficult. It is a moving target. However, we believe 

that the methods and understanding of risk measurement processes are 

available to permit professionals to make judgments concerning the 

adequacy of reserves. I might be inclined to go on and say "and 

surplus," but I think that might go beyond what the committee is 

comfortable with at this point. 

If we were to boil all this down, in the context of the valuation 

actuary, to a single question and if that question was:  Can we, as 

practicing actuaries perform the valuation actuary's role?, then the 

committee would answer, yes we can. The state of the art has moved 

to a position where judgments can be made with  respect to the 

adequacy of reserves. 

THE COMMITTEE ON VALUATION AND RELATED AREAS: 

THE STATUS OF RESEARCH 

I would like to make a few comments about where the committee will go 

from here. Having made these statements concerning these findings, 

it is not implied that all the research that can be done has been done. 

Anything but that is the case. The committee intends to continue 

certain analyses in the C-1 area, particularly regarding junk bonds 

and default rates. This, in part, is in response to a specific request 

from the ACLI, and will be led by Mr. Buff with some assistance from 

Irwin Vanderhoof. 
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Also, the C-2 area needs additional work. We have not completed a 

thorough analyses of the C-2 area. Nonetheless, there are 

considerable exposures in this regard and additional work is 

necessary. The committee intends to do some of that work. In 

addition, I have referred to the need for analyses for combined 

product lines. This kind of combination of risk needs further analysis 

and also will be completed. 

Finally, we plan to take stock of the work to date. We want to 

produce a written document of the findings that we have now 

discussed. That will be a near-term goal of the committee and we 

hope to summarize our current thinking in the relatively near future. 

Prospectively, we hope to expand our activities beyond the kinds of 

analyses specifically related to the C-risks that have been identified. 

We plan to address broad issues regarding the relationships between 

the pricing function, the evaluation of liabilities' function, and surplus 

management. We will explore the way these are intertwine and the way 

they relate to the financial reporting and financial management 

function. 

Finally, we are ready and willing to address the needs of the standard 

setting and regulatory bodies as they move forward and take some 

actions in these areas. 

T h a n k  y o u .  
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MR. STEPHEN R. RADCLIFFE: I have  a ques t ion  for  Mr. Ste in .  Last 

y e a r  at ou r  symposium Mr. Tulin d e s c r i b e d  a b e a k e r  t h e o r y  where  he 

was going to h e d g e  liabili t ies i n s t ead  of h e d g i n g  a s se t s  to immunize a 

company from the  C-3 r i sk .  Has y o u r  committee go t ten  a n y w h e r e  on 

the b e a k e r  theo ry?  

MR. STEIN: T h e r e  has  been  some examinat ion of t ha t .  That  a rea  is 

what I was r e f e r r i n g  to c o n c e r n i n g  the  combinat ion of p r o d u c t s  with 

r e spec t  to a specif ic  r i sk .  The C-3 r i sk  p a p e r  tha t  will be  presented 

at the  Montreal  meet ing will contain  some informat ion with r e spec t  to 

these  l iabi l i ty  management  i s sues .  

MR. JAY: Now I will say a few words  about  the  r e c e n t  work of the  

Joint  Committee on the  Valuation A c t u a r y .  

The Joint  Committee s e rves  as a s t e e r i n g  committee to: ( I )  communicate 

and coord ina te  with non -ac tua r i a l  aud iences  such  as i n s u r a n c e  

r e g u l a t o r s ,  the  i n s u r a n c e  i n d u s t r y ,  and  the  accoun t ing  p ro fess ion ;  (2) 

coord ina te  the  work of the  committees within the  ac tuar ia l  p ro fess ion  

a d d r e s s i n g  the  problems r e l a t i ng  to the  respons ib i l i t i es  of the  

va luat ion  a c t u a r y  in the  United S ta tes ;  and  (3) monitor  the  p r o g r e s s  of 

all of the  p ro jec t s  and  act iv i t ies  r e l a t ed  to the  va lua t ion  a c t u a r y  

movement and make recommendat ions  to the  SOA and  AAA Boards  

where  boa rd  level  suppo r t  would be e f fec t ive  and  is n e e d e d  to s t imu-  

late p r o g r e s s  and ach ievements .  Members on the  Joint  Committee 

r e p r e s e n t  the  Socie ty  of Ac tua r i e s ,  the  American Academy of A c t u a r -  
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Les, m e  C a s u a l t y  A c t u a r i a l  S o c i e t y ,  t h e  C o n f e r e n c e  of  A c t u a r i e s  in 

P u b l i c  P r a c t i c e ,  a n d  t h e  C a n a d i a n  I n s t i t u t e s  of  A c t u a r i e s .  

T h e  J o i n t  Commi t t ee  h a s  p r o d u c e d  two o r  t h r e e  s t a t u s  r e p o r t s  d u r i n g  

e a c h  of  t h e  l as t  c o u p l e  o f  y e a r s  o u t l i n i n g  all of  t h e  a c t i v i t y  r e l a t i n g  to 

t h e  v a l u a t i o n  a c t u a r y  m o v e m e n t .  We a r e  in t h e  p r o c e s s  of  c o m p l e t i n g  

an  u p d a t e d  r e p o r t  soon  to be  p r o v i d e d  to t h e  b o a r d s  of  t h e  o r g a n i z a -  

t i on  t h a t  we r e p r e s e n t ,  a n d  o t h e r s .  

In  a d d i t i o n  to  t h e  a b o v e  s t a t u s  r e p o r t s ,  t h e  Jo in t  Commi t t ee  h a s  s p e n t  

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

J o i n t  Commi t t e e  t h i n k i n g  s i n c e  o u r  F e b r u a r y  1985 r e p o r t  a n d  a s t r a t e g i c  

d i r e c t i o n  s t a t e m e n t  m a p p i n g  f u t u r e  a c t i v i t y  t h a t  t h e  Jo in t  Commi t t ee  

b e l i e v e s  is n e e d e d  to i m p l e m e n t  t h e  v a l u a t i o n  a c t u a r y  c o n c e p t .  At t h e  

d i r e c t i o n  of  t h e  b o a r d s  of  t h e  S o c i e t y  of  A c t u a r i e s  a n d  t h e  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 ,  t h e s e  two d o c u m e n t s  h a v e  b e e n  c o m b i n e d  i n to  

t h e  1987 R e p o r t  o f  t h e  J o i n t  C o m m i t t e e  on t h e  Role o f  t h e  V a l u a t i o n  

A c t u a r y  in  t h e  U . S .  ( s e e  A p p e n d i x  B ) .  T h i s  r e p o r t ,  w h i c h  ha s  b e e n  

s u b m i t t e d  to  t h e  E x e c u t i v e  C o m m i t t e e s  of  t h e  SOA a n d  t h e  AAA for  

r e c o m m e n d a t i o n  to t h e  r e s p e c t i v e  b o a r d s ,  is  d e s i g n e d  to:  

. 

c 

3. 

Place the valuation actuary concept within an historical 

perspective; 

Report to our sponsoring organizations; 

Seek an endorsement from our sponsors of our modified 

recommendations ; and 
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4. Encourage  suppor t  for  our  recommended s t r a t eg i c  d i rec t ions .  

It is envis ioned tha t  th i s  r epor t  will be g iven  wide d i s t r ibu t ion  when 

approved  by  both boards .  
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APPENDIX B 

1987 D r a f t  R e p o r t  of  t he  Jo in t  Committee 
On the  Role of the  Valua t ion  A c t u a r y  in t he  U . S .  

In February, 1985 the Joint Committee on the Role of the Valuation 
Actuary in the United States prepared a "Final Report" for the boards 
of the American Academy of Actuaries and the Society of Actuaries. 
This report was subsequently accepted by the boards of the two 
sponsoring bodies. In the past two years, other organizations and 
individuals have responded to our Final Report and the Joint Committee 
has modified its recommendations. This report is designed to: 

1. Place the Valuation Actuary concept within a historical 
perspective. 

2. Report to our sponsoring organizations. 

. Seek  an e n d o r s e m e n t  f rom o u r  s p o n s o r s  of o u r  modif ied  
r e c o m m e n d a t i o n s .  

4. E n c o u r a g e  s u p p o r t  fo r  o u r  r e c o m m e n d e d  s t r a t e g i c  d i r e c t i o n s .  

With the above in mind, we considered it preferable to write a compre- 
hensive report that is complete without reference to earlier reports of 
the Joint Committee and of other organizations. 

For  t h o s e  r e a d e r s  famil iar  with t h e  
r e p o r t ,  we summar ize  below the  
r e c o m m e n d a t i o n s  : 

b a c k g r o u n d  and  o u r  o r ig ina l  
modi f ica t ions  to o u r  o r ig ina l  

. Appointment of the Valuation Actuary by a member of manage- 
ment designated by the Board is an acceptable alternative to 
appointment directly by the Board. 

. An opinion of t he  Valua t ion  A c t u a r y  on the  r e s e r v e s ,  and  
the  a d e q u a c y  of t h e  a s s e t s  s u p p o r t i n g  them,  would accom-  
p a n y  the  A n n u a l  S t a t e m e n t ,  a n d  a r e p o r t  on t he  a d e q u a c y  of  
ove ra l l  a s s e t s  would be p r o v i d e d  for  m a n a g e m e n t .  
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I. History 

A. Background 

Historically, actuaries who did life insurance company valuations 
operated within a narrowly defined structure of responsibilities 
and duties. For a long time, the actuary merely had to make 
sure that the valuation process was performed accurately and that 
the reserves established by the company met the minimum legal 
requirements. These minimum requirements were precisely 
defined in terms of prescribed methods, and specified interest 
rates and mortality tables. 

In June 1975, the NAIC adopted a requirement that the annual 
statement must contain the statement of a qualified actuary setting 
forth his or her opinion relating to policy reserves and other 
actuarial items. "Qualified actuary" was defined to be a member 
in good standing of the American Academy of Actuaries, or a 
person who has otherwise demonstrated his or her actuarial 
competence to the satisfaction of the insurance regulatory official 
of the domiciliary state. The statement of actuerial opinion must 
include a paragraph identifying the actuary, a scope paragraph 
identifying the subjects on which an opinion is to be expressed 
and describing the scope of the actuary's work, and an opinion 
paragraph expressing his or her opinion with respect to such 
subjects. Among other things, the opinion paragraph should 
indicate that, in the actuary's opinion, the reserves and other 
actuarial items are computed in accordance with commonly accepted 
actuarial standards, meet the requirements of the insurance laws 
of the state of domicile, make a good and sufficient provision for 
all unmatured obligations of a company that are guaranteed under 
the terms of its policies, and include provision for all actuarial 
reserves and related statement items which ought to be estab- 
lished. An actuary unable to form an opinion should refuse to 
issue a statement of actuarial opinion. If the actuary's opinion is 
adverse or qualified, the actuary should explicitly state the 
reason(s) for such opinion. The actuarial profession, through 
the American Academy of Actuaries, has issued recommendations 
and interpretations delineating the responsibility of the actuary in 
developing the actuarial opinion. 

In the late 1970s, a number of events gave rise to a movement 
within the actuarial profession and the regulatory community to 
expand and define more broadly and formally the role and respon- 
sibilities of the actuary who forms the opinion. It is this 
expanded scope of the actuary's function that has loosely come to 
be known as the concept of the "valuation actuary." 

The increased volatility of financial markets and interest rates 
and the introduction of interest-sensitive products that began 
around this time were principal factors that initiated this 
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t h i n k i n g .  The valuat ion laws had o p e r a t e d  on the  t h e o r y  tha t  
p r o d u c t s  were  sold in b road  homogeneous  marke t s ,  and  tha t  
f luc tua t ions  in i n t e r e s t  ra tes  would occu r  r a t h e r  g radua l ly  and 
within r e l a t ive ly  nar row r a n g e s .  Some c h a n g e s  seemed n e c e s s a r y  
s ince tha t  t h e o r y  no longer  appl ied .  The p r o d u c t  revolu t ion  that  
was t a k i n g  place in the life i n s u r a n c e  i n d u s t r y  and in o the r  p a r t s  
of the  f inancial  se rv ices  marke tp lace  was c h a r a c t e r i z e d  by 
i n c r e a s i n g l y  competi t ive long- te rm g u a r a n t e e s .  It was felt tha t  it 
was no longer  possible  to p r e s c r i b e  specif ic  s t a t u t o r y  valuat ion 
s t a n d a r d s  tha t  would be appropr i a t e  for all p r o d u c t s  u n d e r  all 
c i r c u m s t a n c e s .  Ano the r  p e r t i n e n t  deve lopment  d u r i n g  this  per iod  
was an acce lera t ion  of s ta te  enac tments  of g u a r a n t y  fund  laws for  
life i n s u r a n c e  companies .  

These  major changes  s u g g e s t e d  a p u b l i c - i n t e r e s t  need  to ass ign  
more respons ib i l i ty  to the a c t u a r y  to make a profess iona l  judgment  
as to the  a d e q u a c y  of r e s e r v e s .  This  judgment  should be based  
on an analys is  of an i n s u r e r ' s  r i sks  as opposed  to a mere d e t e r -  
mination tha t  r e s e r v e s  are at least  equal  to a r ig id ly  def ined  
minimum s t a t u t o r y  s t a n d a r d .  

The concept  of the valuat ion a c t u a r y  f i r s t  began  to r ece ive  
se r ious  cons ide ra t ion  in the United Sta tes  in connect ion  with the  
adopt ion  of the 1980 amendments  to the  NAIC S t a n d a r d  Valuation 
Law. The i n c r e a s e d  volat i l i ty  of f inancial  marke t s  and i n t e r e s t  
r a t e s ,  ment ioned ea r l i e r ,  had caused  the ACLI to propose  changes  
in the  law to make the s t a t u t o r y  minimum valua t ion  s t a n d a r d s  of 
i n t e r e s t  and mortal i ty  r e spond  automatical ly and .more r ap id ly  to 
c h a n g i n g  economic and demographic  cond i t ions .  

The ACLI proposal  was an adapta t ion  of the  ex i s t i ng  va lua t ion  
s t r u c t u r e  to rap id ly  c h a n g i n g  condi t ions ,  r a t h e r  than  a major 
re form of va luat ion  p rac t i ce .  In commenting on the  p roposed  1980 
amendments ,  the  Technica l  Adv i so ry  Committee on Dynamic 
I n t e r e s t  and Related Matters to the NAIC (C-4)  Life, Acc iden t ,  
and  Health Subcommittee s ta ted :  

The ACLI's proposed dynamic law would not change 
the basic existing legal structure and tradition. As a 
result of accepting this practical constraint, the pro- 
posai neither coordinates valuation of assets with the 
valuation of liabilities nor expands the professional 
responsibility of the actuary signing the actuarial 
statement of opinion . . . .  It is the opinion of  the 
Advisory Committee that any proposal should neither 
restrict nor inhibit pursuit of more fundamental solu- 
tions of the valuation-nonforfeiture questions and that 
such eventual solutions may well incorporate require- 
ments for consideration of asset valuation, reliance on 
professional or regulatory judgment, and recommenda- 
tions for revised surplus standards. 
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The clear message from the Advisory Committee was that the 1980 
amendments were only an interim step. The Committee felt that 
the statutory valuation system that had lasted over a hundred 
years, when interest rates were relatively stable, was inadequate 
to measure the risks inherent in a volatile interest rate 
environment. 

At a b o u t  t he  same t ime,  the  Soc i e ty  of A c t u a r i e s  Committee on 
Va lua t ion  and  Re la t ed  A r e a s  p r e s e n t e d  a d i s c u s s i o n  d r a f t ,  e n t i t l e d  
"Va lua t ion ,  S u r p l u s  and  Re la ted  P r o b l e m s , "  which s u g g e s t e d  a 
c o n c e p t u a l  f r a m e w o r k  for  the  ba l ance  s h e e t  of  an i n s u r a n c e  e n t e r -  
p r i s e  and  the  v a l u a t i o n  of po l i cy  l iab i l i t i es .  It i d e n t i f i e d  t h r e e  
a d v e r s e  c o n t i n g e n c i e s ,  d e s i g n a t e d  as t h e  C - l ,  C-2 and  C-3 r i s k s ,  
f o r  which  p r o v i s i o n s  mus t  be made in t h e  b a l a n c e  s h e e t .  T h e  C-1 
r i s k  r e l a t e s  to a s s e t  losses  a r i s i n g  f rom d e f a u l t s ,  d e s t r u c t i o n  of 
a s s e t s ,  o r  o t h e r  d e c l i n e s  in a s s e t  va lue  o t h e r  t h a n  c h a n g e s  in 
m a r k e t  va lue  d u e  sole ly  to c h a n g e s  in the  p r e v a i l i n g  i n t e r e s t  
r a t e s .  T h e  C-2 r i s k  r e l a t e s  to l o s se s  a r i s i n g  from p r i c i n g  i n a d e -  
q u a c y .  T h e  C-3 r i s k  r e l a t e s  to lo s ses  r e s u l t i n g  from swings  in 
i n t e r e s t  r a t e s .  Th i s  Commit tee is c o n t i n u i n g  to p r o d u c e  bas ic  and  
p r a c t i c a l  r e s e a r c h  on t h e s e  r i s k s  as well as t h e i r  combined  e f f e c t .  

The Committee's discussion draft gave a particularly good exposi- 
tion of the C-3 risk. It indicated the problems the actuary faces 
in determining the degree to which the company is immunized 
against future interest rate variations through the matching of 
future asset and liability cash flows. It a lso pointed to the 
deficiencies of the current valuation system, which assumes only 
one path for future events, and suggested the need for actuarial 
analysis of future cash flows under a variety of interest rate 
assumptions. 

B. The Final Report of the Joint Committee on the 
Rate of the Valuation Actua~'y in the U.S. 

The next significant step in the development of the concept was 
the establishment in December 1983 of the Joint Committee on the 
Role of the Valuation Actuary in the United States by the boards 
of the American Academy of Actuaries and the Society of 
Actuaries. The Joint Committee was asked to make recommenda- 
tions concerning the appropriate role for the valuation actuary in 
the United States and what is necessary to effect and support 
this role. 

In its final report published in February 1985, the Committee's 
first major recommendation was that each state enact a statute 
requiring the directors of a life insurance company licensed in 
that state to appoint by resolution a valuation actuary and to 
inform the appropriate state regulator of that appointment and of 
any subsequent appointment of a different valuation actuary. 
Valuation actuaries who are members of the American Academy of 
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Actuar ies  would be subject  to i ts  qualif icat ion s t a n d a r d s  to a s su re  
that  t hey  remain knowledgeable  conce rn ing  c u r r e n t  valuat ion 
pr inc ip les  and s t anda rds  of p rac t ice .  The Committee's second 
major recommendation was for the es tab l i shment  of pr inc ip les  and 
development  of pract ices  u n d e r l y i n g  the  valuat ion of life i n su rance  
companies for solvency and sol idi ty p u r p o s e s .  Init ially these  
pr inc ip les  and pract ices  would be super imposed  upon the  ex i s t ing  
specific legal solvency r e q u i r e m e n t s .  In time, the  so lvency 
s t a n d a r d s  promulgated by  s ta te  or  regula t ion  might evolve to 
cover  only pr inc ip les ,  and poss ib ly  a minimum s t a n d a r d  method-  
ology.  The assumptions se lec ted  and the  associa ted  methods used  
in making a valuation would be left  to the  profess iona l  judgment  
of the  valuat ion ac tuary  and would be fully de sc r ibed  in the  
valuat ion ac tua ry ' s  repor t  to management ,  which would be avail-  
able to r egu la to r s  on a conf ident ia l  bas is .  

The p roposed  valuation system would envis ion  an actuarial  opinion 
to the  effect  that  r e s e r v e s  make good and suff ic ient  provis ion for 
all fu tu re  obligations on a basis  suff ic ient  to cover  fu tu re  r ea -  
sonable deviat ions  from expec ted  assumpt ions .  The opinion would 
f u r t h e r  s ta te  that  r e s e r v e s  p lus  addi t ional  i n t e rna l ly  des igna t ed  
su rp lus  make good and suff ic ient  provis ion  for all f u tu r e  obl iga-  
t ions on a basis  suff ic ient  to cover  fu tu re  plausible  devia t ions  
from expec ted  assumptions .  "Plausible" devia t ions  are assumed to 
have a much lower probabi l i ty  of o c c u r r i n g  than  " reasonable"  
dev ia t ions .  The amount of in te rna l ly  d e s i g n a t e d  su rp lus  and its 
de terminat ion  would be available for review by r egu la to r s  bu t  
would not be shown separa te ly  on the  balance shee t .  

The Committee also recognized  and recommended f u r t h e r  work 
(1) to develop proposed  changes  in laws and regu la t ions ,  (2) to 
cont inue  r e sea rch  on valuat ion pr inc ip les ,  (3) to educa te  s t u d e n t s  
and p rac t i c ing  actuar ies  in the  pr inc ip les  and s t a n d a r d s  of the  
new valuat ion system,  and ( 4 ) t o  develop and codify pr inc ip les  
and s t a n d a r d s  of actuarial  prac t ice .  

C* 

1. 

Response  of Organizat ions  to the  Joint  Committee Report  

American Academy of Actuar ies :  

The Academy Board approved  the  Joint  Committee Report  in 
October  1984. In July 1985, the  Academy i s sued  Discussion 
Drafts  on Qualification S tanda rds  and on S tanda rds  of Prac-  
tice for Valuation Actuar ies .  These  S t a n d a r d s  have  ye t  to 
be promulgated .  The Inter im Actuarial  S t anda rds  Board 
(IASB) is now respons ib le  for p romulga t ing  s t a n d a r d s  of 
prac t ice ,  and active work is u n d e r w a y  in this  area.  Qualifi- 
cation s t anda rds  are also in p rocess  of f u r t h e r  deve lopment .  
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2. The Society of Actuaries: 

. 

. 

. 

The Society's Board approved the Joint Committee Report in 
October 1984. Its Committee on Life Insurance Company 
Valuation Principles has developed an exposure draft on Life 
Insurance Company Valuation Principles. This draft was 
approved in May 1987 by the Board for exposure to the 
Society membership. 

Interim Actuarial Standards Board: 

The IASB plans to develop standards of practice for cash 
flow testing or the application of other appropriate tech- 
nology for assets supporting life insurance company policy 
obligations. 

Casualty Actuarial Society: 

The CAS has formed a committee on valuation principles and 
techniques to consider the application of valuation concepts 
to property and casualty insurance. 

ACLI:  

The ACLI Board of Directors, at its meeting on May 7, 1985, 
approved the recommendation of the Joint ACLI/HIAA Task 
Force on Insolvency Prevention that "the concept of a 'valua- 
tion actuary' should be supported as an important contribu- 
tion toward developing means to reasonably assure solvency 
of companies and a special Task Force should be created to 
study this concept in more detail." 

The Task Force addressed the issue from a management 
perspective and from the standpoint of the industry 's  and a 
company's relationship with the regulatory authorities. The 
Task Force's objective was to recommend a course of action 
that would enhance the prospects that the concept of the 
valuation actuary would develop in a form that the industry 
would support. 

After examining the concept of a valuation actuary as a 
means of helping to assure the solvency of insurance com- 
panies, the Task Force recommended that: 

. The ACLI generally support the strengthening of the 
role of the valuation actuary, by the profession and 
through regulatory requirements, to the extent that 
such strengthening does not infringe on proper manage- 
ment prerogative or generate costs that are out of line 
with potential benefits; 
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. The ACLI suppor t  r egu la to ry  r e q u i r e m e n t s  that  would 
r equ i r e  life i n su rance  company boards  of d i r ec to r s  to 
e i t he r  appoin t ,  or to des igna te  someone to appoint ,  a 
qualif ied ac tua ry  who is an employee of the  company or 
someone h i red  by the company to perform the  dut ies  of 
the  valuat ion ac tua ry ;  

. The ACLI suppor t  r egu la to ry  r e q u i r e m e n t s  that  the  
valuat ion ac tuary  make a public s ta tement  of actuarial  
opinion as to the adequacy  of the  r e s e r v e s  of a life 
i n su rance  company; 

. The ACLI oppose any regu la to ry  r equ i r emen t s  that  the  
valuat ion ac tua ry  repor t  on the  adequacy  of su rp lus ;  
and 

. The ACLI not oppose any reasonable regulatory require- 
ments for the valuation actuary to test a minimum 
number of specified possible future scenarios in devel- 
oping a statement of actuarial opinion on the adequacy 
of life insurance company reserves. 

The ACLI's position with respect to the concept of the 
valuation actuary is based on an understanding that the 
concept would include the following conditions: 

1. The regulatory authorities would be no more 
involved in the oversight of company surplus 
levels than they are at the present time. 

. There  should be appropr ia te  excep t ions  from 
t e s t i n g  r equ i r emen t s  for p r o d u c t s  where  the 
valuat ion ac tuary  demons t ra tes  that  the  volume of 
bus iness  or the  na tu re  of the  r isk  ind ica tes  such 
t e s t i ng  is not war ran ted .  

. The development and impositions of standards of 
practice for determining the methodology and 
techniques used in developing an actuarial opinion 
should be determined by the profession. The 
report of the Task Force and its recommendations 
outlined above were adopted by the ACLI Board of 
Directors a t  its September 5, 1986 meeting. The 
Board resolution adopting the report acknowledged 
that the recommendations in the report are appro- 
priate for the present, but put the ACLI on 
record as encouraging the actuarial profession to 
develop accepted methodology and techniques for 
taking quality of asset information into account in 
determining the adequacy of reserves. The resolu- 
tion also contained an understanding that the ACLI 

5A-31 



. 

would make every effort to obtain relief for com- 
panies f rom existing regulatory functions that 
would be made unnecessary by the activities of the 
valuation actuary. Such relief would be particu- 
larly important for smaller companies for whom the 
costs of a valuation actuary would prove sub- 
stantial. 

NAIC: 

The NAIC adopted Actuarial Guide l ine  XlV in 1986. 
This Guideline provides surveillance procedures for 
review of the Actuarial Opinion of life and health 
insurers. This Guideline states that it provides regu- 
lators with an "interim procedure for the use of the 
Actuarial Opinion to be used until model legislation 
and/or regulations are adopted and become effective." 
It states that a regulator may require that the actuary 
furnish an Actuarial Report supporting the Actuarial 
Opinion. The Guideline specifies that, among other 
requirements, the Report should make specific reference 
as to "whether the good and sufficient analysis, with 
respect to annuities and other products with benefits 
(guaranteed or non-guaranteed) sensitive to interest 
rates, considered future insurance and investment cash 
flows as they would emerge under a reasonable range of 
interest rate scenarios, and if so, what  those consi- 
derations were." 

An NAIC Special Advisory Committee on the Valuation 
Law has been appointed to report to the NAIC Life, 
Health and Annuity Task Force. 

The charge to the Committee is as follows: 

Develop first a conceptual framework, and 
from that a draft of a model law and accom- 
panying model regulations to replace the 
current form of the Standard Valuation Law 
including, among other things, (a) incor- 
porating the concept of the Valuation 
Actuary, (b) considering solvency determina- 
tion, and (c) coordinating life, health, 
annuity, credit and miscellaneous lines of 
business. 

The new Standard Valuation Law and regula- 
tions will utilize current available valuation 
analysis techniques and reflect feasible 
application of them. It will have as its major 
focus an actuarial opinion that focuses on the 
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adequacy  of the asse t s  s u p p o r t i n g  r e p o r t e d  
r e s e r v e s  to p rov ide  for  in force  benef i t  
p rov i s ions .  The opinion will be based  on 
cash flow analys is  or  o t h e r  e m e r g i n g  t e c h -  
nology,  as appropr i a t e .  

The new S tanda rd  Valuation Law and r e g u l a -  
t ions will also r ede f ine  the  tes t  for so lvency  
as it ut i l izes r e p o r t e d  r e s e r v e s  so tha t  the  
e f fec t iveness  of company r i sk  management  
p r o c e d u r e s ,  as r e p o r t e d  by  the  opin ing  
a c t u a r y ,  s e rves  as a basis  for  the  appl icable  
minimum r e s e r v e  level .  

Complete conceptua l  f ramework of the  new 
s t a n d a r d  will be available for d i scuss ion  in 
Apri l ,  1988; p roposed  l anguage  for the  new 
law and  regu la t ion ,  Sep tember ,  1988. 

Individual States: 

To date, only New York has enacted specific laws and 
regulations with regard to the Valuation Actuary. The 
New York Insurance Law requires that a qualified 
actuary provide an opinion concerning the reserves for 
annuities, annuity benefits and guaranteed interest 
contracts. The alternative is to value such reserves 
very conservatively. The Superintendent, in Regula- 
tion 126, has prescribed the calculations and form and 
substance of any opinion, report or memorandum 
supporting the calculation of the reserve amounts. 

Amendments  to the New York valuat ion  law have  been  
d i scus sed  tha t  would ex t end  similar r e q u i r e m e n t s  to 
s ingle  premium life i n s u r a n c e  (p robab ly  appl icable  to 
policies i s sued  in 1982 and  la te r )  and to all annu i t i e s  
and g u a r a n t e e d  i n t e r e s t  con t r ac t s  in fo rce .  Similar 
provis ions  with r e spec t  to Universa l  Life are  e x p e c t e d  
within the  next  y e a r  or so. 

The a c t u a r y ' s  opinion must inc lude  the  s ta tement  tha t  
h e / s h e  has conduc t ed  cash  flow t e s t s  on a "go ing  
conce rn  basis"  for policies in force on the  va lua t ion  
da te .  The regula t ion  r e q u i r e s  tha t  the  Actuar ia l  Memo- 
randum desc r ibe  the  methods used  to pro jec t  f u t u r e  
cash  flows and recommends ce r t a in  minimum scenar ios  be 
u sed  in t e s t i ng  such f u t u r e  cash flows. 
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I I .  T h e  1985 R e p o r t  R e c o m m e n d a t i o n s  R e v i s i t e d  

A. R e g a r d i n g  t h e  Role o f  t h e  Va lua t ion  A c t u a r y  

1. 1985 R e p o r t  R e c o m m e n d a t i o n s  

Each  s t a t e  s h o u l d  e n a c t  a s t a t u t e  r e q u i r i n g  t h e  d i r e c -  
t o r s  of  a l i fe  i n s u r a n c e  c o m p a n y  l i c e n s e d  in t h e  s t a t e  to 
a p p o i n t  b y  r e s o l u t i o n  an a c t u a r y  to be  t he  Va l ua t i on  
A c t u a r y  of  t h e  C o m p a n y  and  to file a c e r t i f i e d  c o p y  of  
t h a t  r e s o l u t i o n  a n d  of  e v e r y  s u b s e q u e n t  r e s o l u t i o n  
r e l a t i n g  to t he  a p p o i n t m e n t ,  d i s m i s s a l  o r  c h a n g e  of  a 
Va lua t i on  A c t u a r y  wi th  t h e  a p p r o p r i a t e  s t a t e  r e g u l a t o r y  
a u t h o r i t y  on  a t imely  b a s i s .  

Va lua t i on  a c t u a r i e s  who  a r e  m e m b e r s  of  t h e  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  would  be  s u b j e c t  to q u a l i f i c a t i o n  
s t a n d a r d s  e s t a b l i s h e d  b y  t h e  A c a d e m y ,  a n d  a c c o u n t -  
ab i l i t y  would  be  e n s u r e d  t h r o u g h  t h e  G u i d e s  to P r o f e s -  
s iona l  C o n d u c t  a n d  a c c o m p a n y i n g  d i s c i p l i n a r y  m e a s u r e s .  
T h e  q u a l i f i c a t i o n  s t a n d a r d s  would  a d d r e s s  t h e  p r o b l e m  
o f  a s s u r i n g  t h a t  t h e  Va lua t i on  A c t u a r y  r ema in  k n o w -  
l e d g e a b l e  c o n c e r n i n g  c u r r e n t  v a l u a t i o n  p r i n c i p l e s  and  
s t a n d a r d s  o r  p r a c t i c e .  

T h e  A c a d e m y  wou ld  w o r k  wi th  t h e  s t a t e  r e g u l a t o r s  to 
e s t a b l i s h  a n a l o g o u s  s t a n d a r d s  a n d  m e a s u r e s  fo r  v a l u a -  
t i on  a c t u a r i e s  who a r e  no t  A c a d e m y  m e m b e r s .  

. C o n c e r n s  E x p r e s s e d  A b o u t  t h e  R e c o m m e n d a t i o n s  

(a)  T h e  VMuat ion  A c t u a r y  s h o u l d  be  a p a r t  o f  s e n i o r  
m a n a g e m e n t .  Some a c c e p t  t h a t  h e / s h e  can  be 
c h a r g e d  wi th  a spec i a l  d u t y  r e g a r d i n g  a d e q u a c y ;  
o t h e r s  would  s ay  t h a t  t h i s  d u t y  is t he  CEO's ,  who 
would  call u p o n  t h e  V a l u a t i o n  A c t u a r y  to aid 
s i g n i f i c a n t l y  in t he  c a r r y i n g  ou t  o f  t h i s  d u t y .  

(b) It is highly desirable that the Valuation Actuary 
be an employee of the company or hired speci- 
fically by the company to serve in that role. 

3. C u r r e n t  P o s i t i o n  of  t h e  J o i n t  Commi t t e e  

The New York regulations require appointment by the 
directors. The ACLI position would permit appointment 
by the directors or by a designated member of manage- 
ment. While we believe appointment by the Board to be 
more clearly an expression of responsibility, appoint- 
ment by a designated member of management is an 
alternative consistent with our thoughts. 
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Questions have  been  ra ised  as to whe the r  an ac tua ry  
employed by a life i n su rance  company can b r i n g  the  
r e q u i r e d  deg ree  of objec t iv i ty  to the  posi t ion of Valua- 
tion Actuary .  The Academy's  h is tor ic  posi t ion is that  
t he r e  is no n e e d  for actuarial  i n d e p e n d e n c e  with r e g a r d  
to act ivi t ies  of ac tuar ies  involved  in life i n s u r a n c e  
company valuat ion work.  The Joint  Committee sees no 
need to s u g g e s t  t he r e  be a chsnge  to that  posi t ion in 
view of the evolving definition of the work of a Valua- 
tion Actuary. 

Regard ing  Valuation Pr inciples  

i. 1985 Report Recommendations 

The Committee bel ieves  that  ul t imately the Valuation 
Actuary  should  be respons ib le  for the  select ion of 
assumptions  and the es tab l i shment  of r e s e r v e s  app ro -  
pr ia te  u n d e r  the  c i rcumstances .  Guidel ines for 
se lec t ing  the assumpt ions  and making the  calculat ions 
would be p rov ided  in the  form of p r inc ip les  conta ined  in 
actuarial  l i t e r a tu re  and s t anda rds  of p rac t ice  promul-  
gated by the actuarial  p rofess ion .  The availabil i ty of 
such pr inc ip les  and s t a n d a r d s ,  along with the  qual i f i -  
cation s t a n d a r d s  for the  Valuation Actuary  and h i s / h e r  
re la t ionship  to management and r egu la to r s ,  as desc r ibed  
in the  f i rs t  recommendat ion,  would p rov ide  r egu la to r s  
with the  conf idence  level  needed .  

Until such time as comprehens ive  valuat ion pr inc ip les  
and s t a n d a r d s  have been  deve loped ,  we bel ieve  that  
specific legal so lvency r equ i r emen t s  must cont inue  to be 
def ined .  The basis  of these  r equ i r emen t s  is the s t a tu -  
tory  annual  s ta tement  in which r e s e r v e s  are de t e rmined  
in accordance  with the  S tandard  Valuation Law, o the r  
s ta tu tes  and regu la t ions ,  and s t a tu to ry  accoun t ing  
pr inc ip les .  These  r equ i r emen t s  are accep ted  as be ing  
neces sa ry  to p rov ide  the  regu la to r s  and the  cour ts  with 
an ident i f iable  basis  for enforc ing  appropr ia t e  remedies  
in the case of a company fail ing to meet such  r e q u i r e -  
ments .  

In addit ion to the  legal so lvency r equ i r emen t ,  a S ta te -  
ment of Actuarial  Opinion would be r e q u i r e d  from a 
qualif ied des igna t ed  Valuation Actuary  tha t :  

(1) the r e s e r v e s  es tab l i shed  are such that  the  re la ted  
ant ic ipa ted  policy and inves tment  cash flows will 
make a good and suff ic ient  provis ion  for all f u t u r e  
obl igat ions on a basis  suff ic ient  to cover  fu tu re  
reasonable  devia t ions  from expec ted  assumpt ions ;  
and 
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(2) that such reserves and additional internally desig- 
nated surplus are such that the related anticipated 
policy and investment cash flows will make a good 
and sufficient provision for all future obligations 
on a basis sufficient to cover future plausible 
deviations from expected assumptions. 

Sat i s fy ing  Par t  (1) of the Opinion may r e q u i r e  r e s e r v e s  
to be es tab l i shed  which exceed  the legal  so lvency  
s t a n d a r d s .  Any por t ion of su rp lus  n e c e s s a r y  to sa t i s fy  
Part  (2) of the Opinion must be r ecogn ized  by manage-  
ment ( i . e . ,  i n t e rna l l y  d e s i g n a t e d ) .  This  amount ,  
t o g e t h e r  with the basis  of i ts  de te rmina t ion ,  would be 
available for review by r e g u l a t o r s ,  bu t  would not be 
r e q u i r e d  to be pub l i shed  in f inancial  s t a t emen t s .  
Signif icant  changes  in opera t ions  or  in va luat ion  
assumpt ions  d u r i n g  the y e a r  must be a s se s sed  as to the 
mater ia l i ty  of the i r  impact on des igna t ed  s u r p l u s .  

Documentation of the basis for the Opinion would be 
provided in the Valuation Actuary's report to manage- 
ment and to the Board of Directors. 

In time, when confidence in the protection afforded by 
the actuarial opinion becomes firmly established, the 
solvency standards promulgated by statute or regulation 
should cover only principles, possibly including a 
minimum standard methodology. It is expected that the 
actuarial profession would work closely with the regu- 
lators to develop these statutory valuation principles. 
The selection of assumptions appropriate to the company 
and environment and consistent wi th  the statutory 
principles would be left to the professional judgment of 
the Valuation Actuary. These assumptions and the 
associated methods would be fully described in the 
Valuation Actuary's report which should be submitted to 
regulators on a confidential basis. 

Concerns Expressed About the Recommendations 

(a) The Valuation Actuary should not enjoy complete 
freedom in se lec t ing  assumpt ions  for  the  
es tab l i shment  of r e s e r v e s ,  the basis  and level of 
which can s igni f icant ly  affect  income tax.  

(b) The terms "reasonable" and "plausible" have not 
been defined. Some would say they are incapable 
of definition. 
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(c) The Valuation Actuary should not be required by 
the regulators to give an opinion on the adequacy 
of a company's surplus. The concept of the 
Valuation Actuary should not be a device for 
regulators to assert any greater involvement in the 
oversight of company surplus levels. 

C u r r e n t  Position of the Joint  Committee 

The ult imate goal e x p r e s s e d  in the  1985 Recommenda-  
t ions is still app rop r i a t e .  We have  conc luded  add i -  
t ional ly tha t  th is  goal is p robab ly  not a t ta inable  as long 
as the  work of the  Valuation A c t u a r y  is u sed  for p u r -  
poses  o the r  t han  to p rov ide  conf idence  in the  l ong - t e rm 
viabi l i ty  of the  Company.  Confl icts  ar ise  when the  
subjec t  of the  same opinion and r epo r t  has  severa l  
o t h e r  u s e s ,  such  as tax ca lcula t ions  and  e a r n i n g s  
s t a t ements .  

A new def ini t ion of so lvency  r e f l ec t ing  r i sk  management  
may be an app rop r i a t e  s t ep .  The last  two y e a r s  have  
p r o v i d e d  much addi t ional  t e chno logy .  Risk management ,  
in terms of i n - f o r c e  b u s i n e s s ,  can be a t t a ined ;  a t r a d i -  
t ional uni form,  f a c t o r - d r i v e n  basis  which se ts  a 
common, c o n s e r v a t i v e  f ixed r e s e r v e  level  for  all com- 
pan ies ,  may not  need  to be a con t inu ing  pa r t  of the  
S t a n d a r d  Valuation Law. However ,  in the  n e a r  term a 
formula ted  level  may p rove  to be des i rab le  as a point  of 
d e p a r t u r e  r e f l e c t i ng  d i f f e r ences  in r i sk  management .  

Af te r  cons ide ra t ion  of the  c o n c e r n s  e x p r e s s e d ,  we have  
modified our  1985 recommendat ions  as follows: 

(a) The concep t  of " d e s i g n a t e d  s u r p l u s "  has  been  
removed .  The Valuat ion A c t u a r y  would not be 
r e q u i r e d  to a d d r e s s  a d e q u a c y  of s u r p l u s  in the  
Sta tement  of Actuar ia l  Opinion.  The Opinion would 
exc lus ive ly  a d d r e s s  a d e q u a c y  of a s se t s  equal  to 
r e s e r v e s  c o v e r i n g  f u t u r e  reasonab le  devia t ions  
from e x p e c t e d  e x p e r i e n c e .  

(b) The impact on total a s se t s  of more s e v e r e  and  
un l ike ly  condi t ions  than  are  used  to tes t  asse t s  
equal  to r e s e r v e s  would be d e s c r i b e d  in a conf iden -  
tial r e p o r t  to management .  The r epo r t  would also 
p rov ide  documenta t ion  of the  bases  of the  Opinion.  

Practical definitions of "reasonable" and "plausible" 
-- or of any alternative equivalents of these 
troublesome, though necessary, concepts -- are 
being developed by research. Further work is 
needed here. 
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A c o m p a n y ' s  f a i l u r e  to mee t  a g i v e n  o v e r a l l  
a d e q u a c y  t e s t  s h o u l d  no t  t r i g g e r  l ega l  i n s o l v e n c y .  
I n s o l v e n c y ,  i n c l u d i n g  t he  d r a s t i c  l ega l  s t e p s  t h a t  
e n s u e ,  s h o u l d  be  t r i g g e r e d  o n l y  i f  it  is u n r e a s o n -  
ab le  to e x p e c t  t h a t  t h e  c o m p a n y  can  meet  i t s  
o b l i g a t i o n s .  T h e  " t w o - t i e r "  a p p r o a c h  we s u g g e s t e d  
was an  e f f o r t  to e s t a b l i s h  a c o r r i d o r  w i th in  wh i ch  
t h e  c o m p a n y  m a n a g e m e n t  a n d  r e g u l a t o r s  would  be  
ab le  to a t t e m p t  to m o n i t o r  t h e  l o n g - t e r m  v i ab i l i t y  
o f  t h e  c o m p a n y .  T h e  " t w o - t i e r "  c o n c e p t  is c u r -  
r e n t l y  in  e f f e c t  in  t he  U . K .  and  ha s  b e e n  p r o -  
p o s e d  a n d  s u p p o r t e d  b y  r e g u l a t o r s  a n d  t h e  
i n d u s t r y  a s s o c i a t i o n  in C a n a d a .  In  b o t h  c o u n t r i e s ,  
t h e  " s e c o n d  t i e r "  is  a r e q u i r e d  f o r m u l a  a d d - o n  to 
r e p o r t e d  r e s e r v e s .  I g n o r i n g  t h e  i s s u e  of  ove ra l l  
a s s e t  a d e q u a c y  is l i ke ly  to r e s u l t  in s imi la r  a r b i -  
t r a r y  r e q u i r e m e n t s  in t h e  U . S . ,  o r ,  as an  a l t e r n a -  
t i v e ,  d e f i n i n g  t h e  f i r s t  ( r e s e r v e )  t i e r  at l eve l s  
a p p r o a c h i n g  t h a t  o f  t he  c o m b i n e d  t i e r s .  We 
b e l i e v e  o u r  s u g g e s t e d  a p p r o a c h  to be  m u c h  p r e f e r -  
ab l e .  

R e g a r d i n g  I m p l e m e n t i o n  

1. 1985 Report Recommendations 

We b e l i e v e  t h a t  v a l u a t i o n  s t a n d a r d s ,  a p p r o p r i a t e  f o r  all 
p r o d u c t s  u n d e r  all c i r c u m s t a n c e s  c a n n o t  be  p r e s c r i b e d  
b y  s t a t u t e  o r  r e g u l a t i o n .  I f  t h i s  w e r e  o n c e  p o s s i b l e ,  
wi th  t r a d i t i o n a l  p r o d u c t s  a n d  more  s t a b l e  economic  
e n v i r o n m e n t s ,  i t  is  c e r t a i n l y  no t  p o s s i b l e  t o d a y .  J u d g -  
m e n t  b y  an  a c t u a r y  k n o w l e d g e a b l e  c o n c e r n i n g  t h e  
s p e c i f i c  p r o d u c t ,  t h e  s i t u a t i o n  of  t h e  c o m p a n y  a n d  
p o s s i b l e  economic  e n v i r o n m e n t s  is  n e c e s s a r y  in  o r d e r  to 
c a l c u l a t e  r e s e r v e s  a p p r o p r i a t e  fo r  a n y  g i v e n  p u r p o s e .  
S u c h  c a l c u l a t i o n s  s h o u l d  be  b a s e d  on s o u n d  a c t u a r i a l  
p r i n c i p l e s .  We a g r e e  t h a t ,  to  d a t e ,  t h e  a c t u a r i a l  p r o -  
f e s s i o n  h a s  n e i t h e r  i d e n t i f i e d  n o r  p r o m u l g a t e d  s u c h  
p r i n c i p l e s  a n d  t h u s  we c a n n o t  e x p e c t  r e g u l a t o r s  to 
a c c e p t  a new  v a l u a t i o n  s y s t e m  w h e n  one  of  i t s  major  
b u i l d i n g  b l o c k s  is  n o t  in  p l a c e .  B u t  u n t i l  we r e q u i r e  
a c t u a r i e s  to go b e y o n d  t h e  s t a t u t o r y  f o r m u l a s  in v a l u i n g  
l i fe  i n s u r a n c e  c o m p a n i e s ,  i t  is u n l i k e l y  t h a t  t h e  n e c -  
e s s a r y  e n e r g i e s  will be  d e v o t e d  to t h e  t a s k  o f  d e v e l o p -  
i n g  v a l u a t i o n  p r i n c i p l e s .  

To solve this "chicken and egg" problem, we are recom- 
mending the superimposing of the requirement for a 
Valuation Actuary's Statement of Actuarial Opinion on 
s t a t u t o r y  s o l v e n c y  r e q u i r e m e n t s .  T h i s  a d d i t i o n a l  
r e q u i r e m e n t  will n e c e s s i t a t e  t h e  d e v e l o p m e n t  of  v a l u a t i o n  
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pr inc ip les .  I t  is our  expecta t ion  that  within a few 
yea r s  suff ic ient  pr inc ip les ,  and associated s t a n d a r d s  of 
prac t ice ,  will be deve loped  and promulgated  that  it will 
be genera l ly  agreed  that  r e s e r v e s  based  on such p r inc i -  
ples and s t anda rds  should replace outmoded and in f lex-  
ible s t a tu to ry  r equ i remen t s .  

However,  with or without s t a tu to ry  valuat ion s t a n d a r d s ,  
a Statement  of Actuarial  Opinion by  a Valuation 
Actuary ,  even  assuming appropr ia te  competence and 
i n d e p e n d e n c e ,  will not necessa r i ly  p r e v e n t  a company 
from becoming insolvent  as a resu l t  of c u r r e n t  unsound  
bus iness  prac t ices .  Audi ts  and reviews,  both  in t e rna l  
and ex te rna l ,  will be n e c e s s a r y  to assure  the  accuracy  
of asset  and liability information.  The Academy commit- 
tee cha rged  with es tab l i sh ing  s t anda rds  of prac t ice  for 
the Valuation Actuary  must a d d r e s s  the ques t ion  of the  
appropr ia te  scope of the  Actuarial  Opinion.  For 
example,  to what ex ten t  does it cover  the  accuracy of 
the  in - fo rce  records  or the qual i ty  of the  inves tment  
portfolio? 

Concerns  Expressed  About The Recommendations 

(a) Completely subjec t ive  s t a n d a r d s  will inc rease  the  
r isk  of company inso lvenc ies .  

(b) The requ i rement  for an Actuarial  Opinion could 
impose ser ious legal and o the r  obl igat ions on the  
Valuation Actuary .  

(c) The cost of implementat ion.  

Cur ren t  Position of the Joint  Committee 

The Joint  Committee bel ieves  that  the  recommendat ions  
with r e spec t  to implementation made in the  1985 Report  
are still appropr ia te .  An inc reas ing  number  of ac tua r -  
ies and regu la to r s  bel ieve that  a sounde r  valuat ion 
s t r u c t u r e  is needed  and can be p rov ided  only by incor -  
po ra t ing  the  individual  judgment  of an expe r i enced  
qualif ied Valuation Actuary  o b s e r v i n g  pub l i shed  s t and -  
a rds  of pract ice  and ut i l iz ing new tools and t echnology  
that  have been  developed over  the  last severa l  yea r s .  
The tools and technologies  will cont inue  to evolve in the  
fu tu re  but  enough is now available for s ignif icant  
improvements  to be implemented.  

We are encouraged  that  the  NAIC has au thor ized  a 
Study of the Reconst i tu t ion  of the  S tandard  Valuation 
Law, and that  it is cons ide r ing  a n e a r - t e r m  approach  
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that will (a) consider adequacy of assets supporting 
reported reserves, and (b) include alternative solvency 
bases to provide incentive for risk management and 
analysis. 

The recently adopted New York Regulation 126, which 
bases minimum reserve levels for annuities and other 
deposit or investment type contracts on the application 
of a new valuation actuary technology, is an example of 
such a basis. 

Many actuaries have expressed valid concerns surround- 
ing the legal, and other obligations that might attach to 
a statement of Actuarial Opinion. Such a professional 
statement that is based on appropriate application of 
current methods and practice standards; it is not a 
guarantee of long-term solvency. The Opinion needs to 
reference current principles and practice standards. 

We are encouraged by the progress made in the develop- 
ment of principles and practice standards by the pro- 
fession. 

We recognize several open issues and believe they are 
appropriate and resolvable. These are: 

(a) Analysis of benefits of the work involved in 
view of costs. Alternative approaches need 
to be available in situations where risk struc- 
tures suggest they are appropriate. These 
may allow omission of cash flow analysis. 

( b )  A c t u a r i e s  m u s t  b e t t e r  u n d e r s t a n d  a s s e t s  f o r  
p u r p o s e s  o f  q u a n t i f y i n g  e f f e c t s  o f  C-1  a n d  
C - 3  R i s k s .  

(c) Additional research is needed in testing the 
adequacy of all assets so as to include finan- 
cial plans for new business and undertakings. 

We a r e  p l e a s e d  t h a t  t h e r e  is  m o r e  s u b s t a n t i a l  i n f o r m a -  
t i on  n o w  a v a i l a b l e  as  a r e s o u r c e  f o r  a c t u a r i e s .  

Ill. Strate~ric Directions for the Valuation Actuary Movement 

A. O v e r a l l  O b j e c t i v e  

In its 1985 report, which was approved by the Boards of 
both the Academy and the Society of Actuaries, the Joint 
Committee recommended that each state enact a statute 
requiring the Directors of a life insurance company licensed 

5A-40 



B .  

in the  s ta te  to appoint  by  resolut ion an ac tua ry  to be the  
Valuation Actuary  of the  company.  Our repor t  went on to 
recommend that  a Statement  of Actuarial  Opinion be r e q u i r e d  
from the  qualif ied des igna t ed  Valuation Ac tuary .  

The Joint  Committee con t inues  to suppor t  the  overal l  objec-  
t ives  s ta ted  in the  1985 Report  with the  modifications tha t  
the  Board of Direc tors  be permi t ted  to de legate  the  appoin t -  
ment of the  Valuation Actuary  and that  the  public opinion 
re la te  only to the  asse t s  s u p p o r t i n g  the  r e s e r v e s .  The 
confident ia l  r epor t  to management  would add re s s  the  work 
done in suppor t  of the  Opinion and prov ide  the  resu l t s  of  
more seve re  t e s t s  as t hey  impact total company asse t s .  

Activi.ty 

Much act ivi ty  has t aken  place since 1985, and momentum is 
inc reas ing .  As ind ica ted  in th is  r epo r t ,  a va r i e ty  of o rgan -  
izat ions and work ing  g roups  within those organiza t ions  have  
respons ib i l i t ies  which are un ique  to the i r  c h a r g e s ,  bu t  
g rea t ly  i n t e r - r e l a t e .  Our funct ion  is to monitor and coordi -  
nate  the  effort  of these  g roups  so that  t he i r  work p roduc t  is 
cons i s ten t  in i ts  p r o g r e s s  and ultimate r e su l t s .  

In the end ,  the  creat ion of the  s ta tus  of the  Valuation 
Actuary  is a s t a tu to ry  e v e n t .  However ,  i t  will r e q u i r e  the  
suppor t  of both  the  i n d u s t r y  and i ts  r egu la to r s ,  as well as 
the  profess ionals  who will per form the  du t ies  a s s igned  to i t .  

We bel ieve that  the  rev is ion  of the  S tanda rd  Valuation Law 
and the  development  of s u p p o r t i n g  s t a n d a r d s  of prac t ice ,  
qualif icat ion s t a n d a r d s  and valuat ion pr inc ip les  now be ing  
p u r s u e d  are the nex t  major s teps  toward the  ultimate goal of 
a valuat ion system re ly ing  on genera l  p r inc ip les ,  s t a n d a r d s  
and actuarial  j udgment .  We envis ion that  s u b s e q u e n t  
p r o g r e s s  will be incrementa l  and that  each fu tu re  s tep  will 
take the expe r i ence  of the  p rev ious  s t r u c t u r e  into account .  

This section of the  r epor t  detai ls  both the agenda  and the  
role that  each of the  work ing  g roups  has assumed in the  
overal l  development  of the  Valuation Actuary  por t ion of 
recons t i tu t ion  of the  valuat ion p rocess  of the  life i n s u r a n c e  
bus iness  in the United Sta tes .  

C. Agenda  and Role of Organiza t ions  and Working Groups 

1. NAIC Special Adv i so ry  Committee on Valuation Law 
Revision.  

(a) P resen t  r epo r t  con ta in ing  a p roposed  draf t  of a 
new Model Valuation Law to the  NAIC Life and 
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Health Actuar ia l  Task Force by June  1988. 
p roposed  new Law should :  

The 

(1) i nco rpo ra t e  the concep t  of the  Valuation 
Ac tua ry ;  

(2) contain  a r equ i r emen t  for an Actuar ia l  Opinion 
focus ing  on the a d e q u a c y  of asse t s  s u p p o r t i n g  
total  company r e s e r v e s  and ac tuar ia l  liabili- 
t ies ; 

(3) p rov ide  for var ia t ion  in r e q u i r e d  r e s e r v e s  for 
companies to re f lec t  the r i sk  connec t ed  with 
the  s t r u c t u r e s  of the i r  policy and con t rac t  
l iabili t ies and  the i r  s u p p o r t i n g  asse t s  and the  
e f f ec t iveness  of the i r  p roces se s  for managing  
that  r i sk  ; 

(4) provide for less expensive alternatives to 
cash flow analysis if it can be demonstrated 
that the structures of liabilities and their 
supporting assets are such as to limit the 
risk connected with those structures to an 
accepted level ; 

(5) contain  a r e q u i r e m e n t  that  each company 's  
board  of d i r e c t o r s  be r e spons ib le  for the 
appointment  of a qual i f ied Valuation A c t u a r y  
(it is acceptab le  tha t  this  r e spons ib i l i t y  be 
de lega ted)  to be filed with and accep ted  by 
the s ta tes '  i n s u r a n c e  r e g u l a t o r y  au thor i t i e s ;  
and 

(6) spec i fy  qual if icat ion r e q u i r e m e n t s  
appointed  Valuation A c t u a r y .  

for an 

(b)  Seek inpu t  and advice  from the  Surp lus  and 
Solvency Subcommittee and the ac tuar ia l  p rofess ion  
t h r o u g h  the Joint  Committee on the  Valuation 
Ac tua ry  d u r i n g  the  development  of the r e p o r t .  

NAIC Life and Health Actuarial Task Force. 

(a) Supe rv i s e  the deve lopment  of the r epo r t  of the 
NAIC Special A d v i s o r y  Committee. 

(1) Review and  r e p o r t  on p r o g r e s s  at each meet-  
ing  of the Task  Force .  

(2) Receive the completed r epor t  by June  1988. 
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(b)  Expose the repor t  widely from June  to November 
1988, or  beyond  if  nece s sa ry .  

(c) Recommend adoption of the  r epor t  and the new 
Valuation Law to the  NAIC in December 1988 or 
la ter  i f  more time is n e e d e d  to develop the 
neces sa ry  suppor t .  

Surp lus  and Solvency Subcommittee u n d e r  the  S tand ing  
Technical  Advisory  Committee to the  NAIC. 

(a) Advise the Special Advisory  Committee in deve lop-  
ing  the  repor t  conta in ing  the  p roposed  revis ion to 
the  S tandard  Valuation Law and monitor the 
resu l t s .  J anua ry  1987 - June  1988. 

(b)  Advise  and assist  the NAIC Life and Health 
Actuarial  Task Force in p l ann ing  for the deve lop-  
ment of f u r t h e r  enhancement s  and revis ions  to the  
S tandard  Valuation Law cons i s t en t  with evolv ing  
concepts  and technology.  1988 and beyond .  

AAA Board of Directors  or  Execut ive  Committee. 

(a) Provide review,  ove r s igh t  and suppor t  to the  
Committee on Life In su rance  Financial Repor t ing  in 
the i r  work on s t anda rds  of prac t ice  for Valuation 
Actuar ies .  This is to inc lude  s t a n d a r d s  for ex i s t -  
ing  s tate  laws and regula t ions  r e q u i r i n g  actuarial  
opinions with r e spec t  to life i n su rance  company 
r e s e r v e s ,  ex i s t i ng  NAIC Actuarial  Guidelines 
r e q u i r i n g  such opinions,  and the  r ev i sed  NAIC 
Standard  Valuation Law when adopted .  

(b)  Provide review,  ove r s igh t  and  suppor t  to the  
Committee on Qualifications in the i r  work in 
deve lop ing  Valuation Actuary  qualification 
s t a n d a r d s  c o r r e s p o n d i n g  to the  above s t a n d a r d s  of 
prac t ice .  Promulgate qualif icat ion s t anda rds  for 
ex i s t ing  laws, regula t ions  and guidel ines  d u r i n g  
1987 and for the  r ev i sed  Model Valuation Law 
immediately a f te r  it is adopted .  

(c) Respond to recommendat ions of the  Joint  Committee 
on the  Valuation Actuary  with r e spec t  to AAA 
roles to keep  p lanned  p r o g r e s s  on schedule .  

AAA Committee on Life Insu rance  Financial Repor t ing .  

(a) Cont inue to rev i se  and enhance  p roposed  s t a n d a r d s  
of prac t ice  for Valuation Actuar ies  u n d e r  the 
di rect ion of the  IASB/ASB. 
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(1) D e v e l o p  p r o p o s e d  s t a n d a r d s  o f  p r a c t i c e  fo r  
e x i s t i n g  s t a t e  laws o r  r e g u l a t i o n s  r e q u i r i n g  
a c t u a r i a l  o p i n i o n s  wi th  r e s p e c t  to  l i fe  i n s u r -  
a n c e  c o m p a n y  r e s e r v e s  a n d  e x i s t i n g  NAIC 
A c t u a r i a l  g u i d e l i n e s  r e q u i r i n g  s u c h  o p i n i o n s .  
1987. 

(2)  Extend proposed standards for any new such 
laws, regulations or guidelines when they 
become effective. 

(3) Support new proposed standard of practice 
for valuation actuaries signing the Statement 
of Actuarial Opinion required by the NAIC 
Annual Statement based on the latest working 
draft of the revised Recommendation 7 under 
the direction of the IASB/ASB. Expose the 
proposed standard by year end 1987. 

(4)  Suggest enhancements in the standards of 
practice to incorporate new technology (C-1, 
C-2, combination of risks, etc.) as it becomes 
available from the SOA Committee on Valuation 
and Related Areas and other sources. 

(5) R e v i e w  t h e  V a l u a t i o n  P r i n c i p l e s  fo r  Life 
I n s u r a n c e  C o m p a n i e s  as  d e v e l o p e d  b y  t h e  SOA 
C o m m i t t e e  on Life I n s u r a n c e  C o m p a n y  
V a l u a t i o n  P r i n c i p l e s  w h e n  a r t i c u l a t e d  b y  t h e  
SOA B o a r d .  E n s u r e  t h a t  t h e  s t a n d a r d s  of  
p r a c t i c e  i n c o r p o r a t e  a n d  a r e  c o n s i s t e n t  wi th  
t h e  p r i n c i p l e s .  

AAA Committee on Qualifications. 

Redraft Valuation Actuary qualification standards to 
support each of the above practice standards promul- 
gated by the IASB. Submit to AAA Board of Directors 
for promulgation shortly after the practice standards 
become effective. 

SOA Board of Governors or Executive Committee. 

(a)  A r t i c u l a t e  t h e  V a l u a t i o n  P r i n c i p l e s  for  Life 
I n s u r a n c e  C o m p a n i e s  at  t h e  O c t o b e r  1987 B o a r d  
m e e t i n g  o r  as  soon  a f t e r  t h e  e x p o s u r e  p e r i o d  e n d s  
as  p r a c t i c a b l e .  

( b )  D i r e c t  t h e  a p p r o p r i a t e  s t a f f  m e m b e r s ,  c o m m i t t e e s  
a n d  s e c t i o n s  to p r o v i d e  e d u c a t i o n  p r o g r a m s  a n d  to 
c o n d u c t  a n d  p u b l i s h  r e s e a r c h  to meet  t h e  n e e d s  o f  
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valuation ac tuar ies .  Ensure  that  the  Valuation 
Actuaries  Symposium be con t inued  on an annual  
basis .  Coordinate  p rograms  with o t h e r  actuarial  
bodies where  feasible .  

(c) Respond to recommendations of the Joint Committee 
on the Valuation Actuary with respect to SOA roles 
to keep planned progress on schedule. 

8. SOA Committee on Valuation and Related Areas. 

(a) Support the work of the AAA Committee on Life 
Insurance Financial Reporting and the IASB by 
developing and presenting the technical tools, 
especially on the C-1, C-2, C-3 and combination of 
risks during 1987. This effort is to include 
specific response to the request by the ACLI 
Board of Directors for the actuarial profession to 
include recognition of quality of assets in support 
of actuarial opinions on life insurance reserves. 

(b) Support the work of the NAIC Special Advisory 
Committee on Valuation Law Revision as requested 
by that Committee. 

(c) Continue to develop and publish needed new 
technology. 

. SOA Committee on Life In su rance  Company Valuation 
Principles. 

(a) Follow t h r o u g h  with the  Pr inc ip les  document  d u r i n g  
and following the  exposu re  per iod .  Redra f t ,  as 
appropr ia te ,  and submit for  ar t icula t ion at the  
October ,  1987 Board meet ing or as soon t h e r e a f t e r  
as prac t icable .  

(b) Provide con t inu ing  suppor t  with p r inc ip les  deve lop-  
ment as appropr ia te .  

(c) Continue to upda te  the  Valuation Ac tua ry  Hand-  
book. 

I0. IASB ( inc luding  its Life Opera t ing  Committee) .  

(a) Promulgate s t a n d a r d s  of prac t ice  for  valuat ion 
actuar ies  in suppor t  of actuar ial  opinions  on life 
insu rance  company r e s e r v e s  that  are  r e q u i r e d  by  
ex is t ing  s ta te  laws or r egu la t ions  or  NAIC 
Actuarial  Guidelines d u r i n g  1987, or  by  new such  
laws, regula t ions  or  gu ide l ines  when t h e y  become 
effect ive .  
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(b)  Promulgate  s t a n d a r d s  of p rac t i ce  for  va lua t ion  
ac tuar ies  s i gn ing  the Actuar ia l  S ta tement  of 
Opinion r e q u i r e d  in the  NAIC Annual  Sta tement  by  
ear ly  1988 and rev i se  such s t a n d a r d s  as a p p r o -  
pr ia te  immediately following NAIC adopt ion of 
rev i sed  Model Valuation Law. 

11. CAPP. 

(a) Sponsor  educa t iona l  p rograms  to members to keep 
them informed of c u r r e n t  even t s  and p r o g r e s s  
r e g a r d i n g  the  rev i s ions  of the S t a n d a r d  Valuation 
Law and re la ted  ac t iv i t i es .  

(b)  Cont inue  to cons ide r  special  problems for  consu l t -  
ing  ac tua r i e s .  

12. CAS. 

(a) Monitor work of various organizations working on 
questions related to valuation to determine how 
developments may affect property/casualty busi- 
ness. 

(b) Acquaint members with the fundamental ideas of 
valuation. 

13. ACLI, NALC. 

(a) Follow closely the developing revisions to the 
Standard Valuation Law and provide input to the 
process when proposals are brought before the 
NAIC. 

(b) Review the periodic reports of the NAIC Special 
Advisory Committee on Valuation Law Revision and 
adopt industry policy positions on the proposed 
new Standard Valuation Law. 

14. Joint Committee on the Valuation Actuary. 

(a) Secure  approva l  of th is  r e p o r t ,  specif ical ly  i n c l u d -  
ing  the S t r a t eg ic  Di rec t ions ,  by the  AAA and SOA 
Boards .  

(b) Communicate the S t r a t eg ic  Direc t ions  to each of the  
above ent i t ies  which have  been  iden t i f i ed  as h a v i n g  
some role to play with r e s p e c t  to the  va lua t ion  
ac tua ry  movement .  
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(c) 

(d) 

(e) 

Provide  adv ice ,  d i r ec t i on ,  or  the  Joint  Committee 's  
d e s i r e s ,  as a p p r o p r i a t e ,  to each of the  above 
o rgan iza t ions  on an ongo ing  bas i s .  

Monitor and coord ina te  the  p r o g r e s s  of the  above 
p ro jec t s  and ac t iv i t i es .  

Make recommendat ions  to the  SOA or  AAA Boards  
where  Board  level  s u p p o r t  would be e f fec t ive  and  
is n e e d e d  to s t imulate  p r o g r e s s  or  ach ievemen t s .  

5A-47 



V a l u a t i o n  A c t u a r y  R o a d  M a p  

0"1 

I 

O0  

~-~ 1-;~ I 
i 

I 

I 

I 

i 

i 

IFL~,,~ e~,,,,Jl F , ~  ~ ~ i v - ~ , , , ~ , , ~ ,  I I ~ P ' ~  J L ~ ' ' ~ ' ~ 1  
, . j  ~ j ** t . ._jii ~i ,* ~, 

- " . . . . . . .  !i i ~-J j 
I :  

~.,~J 
k._ . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  . . . . . .  . . . . .  

! 



IV. Request for Approval 

We respectful ly  request  approval of this repor t ,  specifically 
including the revised opinions of the Joint Committee, its agenda 
as noted in (14) above, and the overall role of the portion of the 
profession the Boards represent  as it effects the Valuation 
Actuary concept. 

Casualty Actuarial Society 
~ober t  A. Miller, III 

Canadian Inst i tute  of Actuaries 
~avid R. Johnston 

Conference of Actuaries 
In Public Practice 
Michael A. Tuohy 

American Academy of Actuaries 
R. Stephen Radcliffe 
Waiter S. Rugland 
Virgil D. Wagner 

Society of Actuaries 
Burton D. Jay,  Chair 
Donald D. Cody 
Gary Corbett  
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