
1987  VALUATION ACTUARY 
SYMPOSIUM PROCEEDINGS 

SESSION 6A 

MEET THE STATE REGULATORS 

(OPEN FORUM) 

MR. ARNOLD A. DICKE: We have a v e r y  d i s t i n g u i s h e d  panel  th is  

morning of ac tuar ies  r e p r e s e n t i n g  t h r e e  s ta te  i n s u r a n c e  depa r tmen t s :  

John O. Montgomery from California,  Ted Becker  from Texas ,  and 

Robert  J.  Callahan from New York.  We're also joined by Edward A. 

Johns ton  who is the  government  ac tuary  in the  Uni ted Kingdom who 

will make some remarks  at the  end  of the  sess ion.  This sess ion was 

based  on p re submi t t ed  ques t ions .  I will go t h r o u g h  some of them, and 

we'll get  the  answers  from you.  

The f i rs t  ques t ion  is:  Given a family of a pa r en t  life or p r o p e r t y  

casual ty  company with subs id i a ry  life companies and subs id ia ry  

p r o p e r t y  casual ty  companies,  u n d e r  what c i rcumstances  can or should 

the subs id ia r ies  be i n d e p e n d e n t l y  va lued  from the  p a r e n t ,  and in 

which case would the  pa ren t  seemingly be v iewing the  sub as pe rhaps  

just  ano the r  inves tment?  

MR. JOHN O. MONTGOMERY: 

stock ownersh ip  or deb t  veh ic les  in ano the r  d e p e n d s  on 

re la t ionsh ips  among the  affi l iates with r e spec t  to r e i n su rance .  

these  t h ings  have to be examined.  So, it d e p e n d s  on 

c i rcumstances .  

Whether any member of the  family has 

the  

All 

the  

MR. ROBERT J. CALLAHAN: I ag ree  that  it does depend  on the  
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circumstances. However, there's a great deal of game playing going 

on out there right now. 

You can take  a pa r en t  and c rea t e  a s u b s i d i a r y ,  and in fuse  capital into 

tha t  s u b s i d i a r y  without  it a f fec t ing  the  s u r p l u s  of the  p a r e n t ,  and 

t h e n ,  c r e a t i n g  s u r p l u s  in the subs id i a ry  such that  you could have  the 

example of one giant  i n s u r a n c e  company with a 1% su rp lu s  of c r e a t i n g  

n ine  subs id i a r i e s ,  and t h r o u g h  the use  of r e i n s u r a n c e  into the  

subs id ia r i e s  and the infus ion  of asse t s  into the subs id i a r i e s ,  you could 

end  up with 10 companies ,  each showing sepa ra t e ly  10% s u r p l u s .  I 

th ink  t h e r e ' s  a se r ious  ques t ion  as to w h e t h e r  those  10 companies 

should  be looked on as i n d e p e n d e n t ,  each showing 10% s u r p l u s ,  or  

conso l ida ted ,  each showing  1% s u r p l u s .  

MR. MONTGOMERY: Primarily because of this problem, the financial 

reporting working group of the NAIC is studying a consolidated life 

blank possibility. Opinions still differ among the regulators. 

MR. CALLAHAN: Tha t ' s  r i g h t ,  Mr. Montgomery,  t h e r e  is a vas t  

d i f f e r ence  of opinion among the  r e g u l a t o r s  and among the  organiza t ions  

out t h e r e  tha t  are r a t i ng  the i n s u r a n c e  companies .  A lot of those 

o rgan iza t ions  are  t ak ing  the MSVR, add ing  it to capital  and s u r p l u s ,  

and ge t t i ng  t he i r  company a top r a t i n g  if t hey  can get 10¢o. 

MR. MONTGOMERY: We found in the Insurance Regulatory Information 

System (IRIS) tests that 1987 was probably the most chaotic year for 
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test r e su l t s  s ince we s t a r t ed  the  IRIS t e s t s ,  p r imar i ly  because  of all 

this  sh i f t ing  a r o u n d ,  hav ing  satel l i te  i n s u r a n c e  companies or  "pups"  

and t r a n s f e r r i n g  l ines of b u s i n e s s .  

have t h r e e  or  more unusua l  va lues .  

of change  is going on in the  i n d u s t r y .  

Some major i n s u r a n c e  companies  

This  ind ica tes  tha t  a g r ea t  deal  

MR. CALLAHAN: I u n d e r s t a n d  the  IRIS ra t ios  are  still in the  

exper imenta l  s tage  and are  subjec t  to b e i n g  s u b s t a n t i a t e d  b y  

s u b s e q u e n t  expe r i ence  as to w h e t h e r  t h e y  are  t r u e  i nd i ca to r s .  The 

c u r r e n t  IRIS rat ios  can give some mis leading impress ions  to some of 

those r a t e r s ,  even  though  t h e y  do not get  the  r e su l t s  of the  IRIS 

runs  d i r ec t l y  from the NAIC cen t ra l  off ice ,  t h e y  do have  the  da t abase ,  

and per form the i r  r u n s .  

MR. CALLAHAN: I just  th ink  we'd want to look at each company and 

each i n s u r a n c e  company ind iv idua l ly ,  and  we 'd  also want to look at it  

as pa r t  of a g roup .  

MR. DICKE: The next  ques t ion  in the  same se r i e s  is: Shou ldn ' t  a 

s u b s i d i a r y  tha t  is going to r e q u i r e  a c o n t i n u i n g  schedu le  of in fus ion  of 

funds  from i ts  pa r en t  be cons ide red  as jus t  a sou rce  of addi t ional  l ines 

of b u s i n e s s  for  the  p a r e n t  as fa r  as the  va lua t ion  a c t u a r y  for  t he se  

companies is conce rned?  

MR. MONTGOMERY: I t ' s  poss ib le .  It d e p e n d s  on the  c i r c u m s t a n c e s .  

Such ac t ions  could be subjec t  to some r e g u l a t o r y  act ion u n d e r  the  
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Holding Company Act. 

MR. CALLAHAN: I agree, it does depend upon the circumstances, 

and I have traced the history of a certain New York domestic company 

for about the past 5 years and found that each year it received an 

infusion of surplus from its parent. It was really, in a sense, a 

source of losses rather than gains, the way things were proceeding. 

MR. DICKE: T h e  final  q u e s t i o n  in t h i s  s e r i e s  is:  Is it c o r r e c t  to s ay  

t h a t  t he  a n s w e r s  to t he  f o r e g o i n g  do not  d e p e n d  on w h e t h e r  e i t h e r  

p a r t y ,  p a r e n t  o r  s u b s i d i a r y ,  is a p r o p e r t y  c a s u a l t y  o r  a l ife c o m p a n y ?  

MR. MONTGOMERY: Yes. 

MR. CALLAHAN: A g r e e d .  

MR. DICKE: Quick answer. There's another question here from the 

same source. Will regulators be looking for evidence of how the 

valuation actuary fits into the organizational structure of the company 

so as to see if such structure ]ends itself to the valuation actuary's 

access to company developments. 

MR. MONTGOMERY: Well, the answer is a "yes, but," and, "yes, 

but" many companies are decentralizing their activities and spreading 

the duties of a valuation actuary among several different lines of 

business. We need some sort of organization whereby one actuary is 
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respons ib le  for the  en t i re  company.  

I'm not qui te  sure  how. 

This  has  to be  worked  out ,  bu t  

MR. CALLAHAN: With our  Regulat ion 

a d d r e s s i n g  annui t i es ,  annu i ty  bene f i t s  

con t rac t s ,  and we'll soon add in the  

i n su rance .  

126, r igh t  now we are 

and g u a r a n t e e d  i n t e r e s t  

s ingle  premium whole life 

Under  that  regula t ion  we do r e q u i r e  tha t  the  board  of 

d i r ec to r s  appoint  the  ac tua ry .  We put  in t h a t  r equ i remen t  to t r y  to 

show the  impor tance  tha t  we place upon the  valuat ion ac tua ry .  

In our  regula t ion  we call tha t  ac tuary  " the  qual i f ied  ac tuary"  r a t h e r  

than " the  valuat ion ac tua ry"  inasmuch as he makes an opinion only on 

a piece of the  bus ine s s .  N e v e r t h e l e s s ,  we do expec t  th is  regu la t ion  to 

expand  in to  all of the  areas  unt i l  finally all the  i n s u r a n c e  p r o d u c t s  are  

cove red ;  however ,  because  of the  impor tance  we place on i t ,  we expec t  

to monitor whe the r  the  role he plays  does have  an impact upon the  

board  of d i r ec to r s .  

We also recognize  the  fact that  t h e r e  could be severa l  ac tua r ies ,  each 

for a d i f f e ren t  piece of the  c u r r e n t  annu i t i e s ,  annu i ty  bene f i t s  or  

gua ran t eed  i n t e r e s t  con t rac t s ,  and that  most of the  companies have  

appoin ted  a s ingle  qualif ied ac tua ry .  Al though  t h e r e  are a handfu l  of 

companies that  have  appoin ted  four  or  five qual if ied ac tuar ies ,  each 

for a d i f f e ren t  segment ,  our  regu la t ion  r e q u i r e s  that  one of the  

ind iv idua ls  be des igna t ed  as a coord ina t ing  ac tua ry .  
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MR. TED BECKER: I agree there should only be one actuary with the 

primary responsibility. 

MR. DICKE: The next question: How will state regulators monitor 

the proposed health benefit ratio reserve if companies can manipulate 

the anticipated loss ratio? 

MR. CALLAHAN: I think that this is an experimental area toward 

which we're moving. It ties in the reserves with the rate fillings and 

the anticipated loss ratios. Companies could file a higher anticipated 

loss ratio than the minimum required by the state. It's also possible, 

under a given set of circumstances, that a company could file a lower 

loss ratio for the first few durations rather than for later durations 

but in the aggregate that they would meet the minimum loss ratio. If 

we find that there is manipulation, we will have to address that point 

as the experience develops. 

MR. DICKE: And the same general area: Is age an acceptable 

classification under community rating, and would the resulting 

aggregate premium be considered as a leveling premium? 

MR. MONTGOMERY: No. 

MR. CALLAHAN: No to both parts of that question. The age is not, 

and also it wouldn't be considered a leveling premium. 
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MR. BECKER: I wanted to emphasize that  r igh t  now we have no th ing  

more than  a proposal ,  and it may not b e  in i ts  final form. 

MR. CALLAHAN: Maybe I'm not familiar enough  with the  community 

ra t ing ,  bu t  I t hough t  that  t he r e  were cer ta in  b road  age g roup ings ,  

such as senior  c i t izens ,  that  they  f r e q u e n t l y  put  into the i r  own 

ca tegory ,  but  that  the  pr inc ip le  was that  basical ly the re  was no 

u n d e r w r i t i n g  of the  indiv iduals  where in  the  expe r i ence  in the  ear ly  

dura t ions  could be expec t ed  to be less  than the  e x p e c t e d  expe r i ence .  

MR. DICKE: We have a ser ies  of ques t ions  now on Regulat ion 126 in 

New York.  How many companies submi t t ing  memoranda u n d e r  

Regulat ion 126 were unable  to demons t ra te  an adequa te  level  of asse t  

l iabili ty matching? 

MR. CALLAHAN: Most of the  companies tha t  did not submit an 

actuarial  opinion in memorandum for 1986 had  not submi t ted  actuarial  

opinions and memoranda for 1985 and ear l ie r  b u s i n e s s .  They  genera l ly  

used  the  lower valuat ion i n t e r e s t  ra tes  in ear l ie r  yea r s ,  had some 

conse rva t i ve  va lua t ions ,  and  as such the  regula t ion  real ly only applied 

to 1986 new i ssues  and changes  in fund .  

Very  f r e q u e n t l y  those companies had a conse rva t ive  block or a block 

of annu i ty  bus ines s  va lued  so conse rva t ive ly  that  t hey  could afford to 

take the  pena l ty  r e s e r v e s  for 1986. Pe rhaps  40% of the  companies 

chose that  route  d u r i n g  1986. Of those  that  submi t ted  actuarial  
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op in ions  and  m e m o r a n d a ,  we r e j e c t e d  p e r h a p s  4 o r  5. As fo r  some of  

t h e  compan ies  we r e j e c t e d ,  i t  was a case  of  t h e  memorandum b e i n g  

i ncomple t e .  T h e y  did  not  do t h e  s u f f i c i e n t  a n a l y s i s .  In some of  t h e s e  

c a s e s  t h e y  e n d e d  up t a k i n g  the  p e n a l t y  r e s e r v e  as an i nd i ca t i on  tha t  

t h e y  h a d  e n o u g h  o t h e r  b u s i n e s s  v a l u e d  c o n s e r v a t i v e l y .  In s e v e r a l  

c a s e s  t h e y  did submi t  a r e v i s e d  a c t u a r i a l  opin ion  a n d  m e m o r a n d u m .  In 

t h e  one case  we r e j e c t e d  t h e  a c t u a r i a l  opinion a n d  memorandum for  

abou t  5 o r  6 d i f f e r e n t  r e a s o n s ,  a n d  we ju s t  got  t h e  r e v i s e d  opin ion  

and  m e m o r a n d u m  b a c k  in .  I h a v e  a couple  of i n d i v i d u a l s  go ing  o v e r  

t h e  op in ion  and  m e m o r a n d u m .  At t h i s  poin t  we a r e  not  se t  to s ay  t h a t  

we a r e  s a t i s f i e d  with t h a t  op in ion  a n d  m e m o r a n d u m .  As a m a t t e r  of  

f a c t ,  i f  a n y t h i n g ,  we a r e  no t  s a t i s f i e d .  T h e y  d id  use  a d i f f e r e n t  

p r o c e d u r e .  T h e y  u s e d  a p r o c e d u r e  b y  one of t h e  v a r i o u s  c o n s u l t i n g  

a c t u a r i e s  t h a t  ha s  s o f t w a r e ,  b u t  t h e r e  a re  v a r i o u s  a s s u m p t i o n s  t h a t  

t h e y  u s e  of which  we a r e  h i g h l y  c r i t i c a l .  So, bas i ca l ly  we h a v e  a 

problem with one company, and we also had perhaps two or three 

companies which were accredited reinsurers withdrawing from New 

York as accredited reinsurers. In one or two of the cases they 

withdrew because they did not want to go into the work at this time. 

In the other case I feel there is a serious question as to whether that 

company could have satisfied our requirements if they had submitted 

the actuarial opinion and memorandum. 

MR. DICKE: Another 126 question: Does the New York Department 

plan to amend Regulation 126 to reflect changes made by New York 

$4587B regarding McCauley duration? I might say, Mr. Callahan, that 
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in answering that you might take into account that at this Symposium 

something was said about i989 being the year that those changes would 

occur, and that there were some questions about what the penalty 

reserves would be for the next several years. 

MR. CALLAHAN: T h e  r e f e r e n c e  to  t h e  M c C a u l e y  d u r a t i o n  was  s t r i c k e n  

from t h e  law.  It  a p p e a r e d  in t h a t  p l ace  in  t h e  law w h e r e  d u r a t i o n  is  

d e f i n e d  as  t h e  n u m b e r  o f  y e a r s  f rom i s s u e  t h a t  t h e  g u a r a n t e e d  i n t e r e s t  

r a t e  e x c e e d s  t h e  v a l u a t i o n  r a t e  fo r  l i fe  i n s u r a n c e  fo r  more  t h a n  20 

d u r a t i o n s .  In  c a s e s  o f  most  o f  y o u r  S P D A s ,  t h a t  d u r a t i o n  w o u l d  be  

one year or less. When we began writing the regulation we realized 

that the duration had to be the remaining duration, and if we took 

into account persistency, we could get just about any result that we 

wanted. We found out that we had mixed apples and oranges, so we 

decided to delete the McCauley duration from the law. It will take a 

while to get the changes into the regulation, even though we were to 

agree on the changes today. The mechanics of going through 

changing the regulation is such that it would be early next year 

before any such changes would be affected in final form. In the 

meantime we would expect to go in accordance with the law and ignore 

that part of the regulation which reflects, or which is based on the 

law, which was just deleted. 

MR. DICKE:  So,  wou ld  t h e  p e n a l t y  r e s e r v e s  b e  15% o r  20%, t h e n ?  

MR. CALLAHAN: I would have to go back and check. Off-hand, I 
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think we would be talking in terms of 15% rather than the 20%. But 

that is one of the things we have to discuss with the advisory group. 

It hasn't yet been ironed out. 

MR. DICKE: Two questions from the same source. When do you think 

New York or any other states will adopt a regulation similar to 126 

which wil l  apply to all intrasensitive products or, in fact, all 

products? I guess the question should be: Do you expect it to 

happen? And if so, when? 

MR. CALLAHAN: I think we're going about it piecemeal, right now. 

In the past year, legislation was enacted requiring the actuarial 

opinion and memorandum for 1982 and later business. I think it will 

be a few more years before the requirements are extended to premium 

paying business. By the same token, the timetable you heard about 

during this Symposium that the advisory group has in mind is entirely 

too optimistic. There are serious questions surrounding the actuarial 

opinion and memorandum, and there are serious questions that regard 

retaining a statutory formula type of reserve. These questions need 

to be ironed out. 

Now, I have circulated comments to the advisory group to the effect 

that right now, unless something is done about the accounting 

procedures for reinsurance in unauthorized companies and the use of 

letters and credit, it makes a mockery out of the efforts of the group 

to establish sound reserves because through the accounting procedures 
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~theY can  c u t  t h e  bo t tom r i g h t  ou t  of  t h e  b a g .  R i g h t  now,  in  New 

;~york we a r e  w o r k i n g  on some r e v i s i o n s  With r e s p e c t  to t h e  r e i n s u r a n c e  

c r e d i t .  We a re  w o r k i n g  with  an a d v i s o r y  g r o u p ,  b u t  t h e  p rob lem a r e a  

invo lves  t h e  l e t t e r  of  c r e d i t  wi th  wh ich  t h e  u n a u t h o r i z e d  compan ie s  

u n d e r  c u r r e n t  a c c o u n t i n g  p r o c e d u r e s  a r e  a l lowed to u s e  to s u b s t a n t i a t e  

the  r e s e r v e  c r e d i t  t a k e n .  

MR. DICKE:  What abou t  t h e  o t h e r  s t a t e s ?  Would you  c a r e  to make 

some c o m m e n t s ,  Mr. B e c k e r ?  

MR. TED BECKER: In  T e x a s  we h a v e  t h e  D e c e m b e r  1980 v e r s i o n  of  

t he  S t a n d a r d  Va lua t ion  Law,  a n d  t h e r e  a r e  s e v e r a l  q u e s t i o n s  as  to 

w h e t h e r  we cou ld  adop t  a n y t h i n g  l ike  R e g u l a t i o n  126 w i t h o u t  a n y  

r e f e r e n c e  in o u r  s t a t u t e  at  all a l o n g  t h o s e  l i n e s .  Of c o u r s e  w e ' r e  

fo l lowing t h e  e v e n t s  in New York  as c lo se ly  as  we can  a n d  t r y i n g  to 

moni to r  i t  as  a s t a t e  a n d  t h r o u g h  t h e  l ife a n d  h e a l t h  a c t u a r i a l  t a s k  

f o r c e .  

MR. MONTGOMERY: In  Ca l i fo rn ia  t h e r e  was some l e g i s l a t i o n  p r o p o s e d  

th i s  y e a r  to allow f u n d i n g  a r r a n g e m e n t s  w h i c h  would  h a v e  a l lowed us  

to go t h e  New York  r o u t e  wi th  r e s p e c t  to 126. H o w e v e r ,  i t  got  

t a n g l e d  up  with  a r g u m e n t s  a b o u t  p r emium t a x e s  on s u c h  a g r e e m e n t s ,  

a n d  as a r e s u l t ,  i t  d i d n ' t  ge t  t h r o u g h  t h e  l e g i s l a t u r e .  Unt i l  t h a t  

m a t t e r  g e t s  r e s o l v e d ,  we p r o b a b l y  won ' t  h a v e  a n y  form of  r e g u l a t i o n  in  

Ca l i fo rn i a .  H o w e v e r ,  i t ' s  pos s ib l e  t h a t  some compromise  may b e  

r e a c h e d  on t h i s .  A n y w a y ,  we a r e  p l a n n i n g  to come out  wi th  a 

r e g u l a t i o n  a long  t h o s e  l ines  as soon as we h a v e  t h e  l e g i s l a t i o n  a l lowing  

u s  to do so .  
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MR. CALLAHAN: I am also of the opinion that the annual statement 

requirement that's been there since 1975 for an actuarial opinion and 

memorandum that includes the statement that the reserves make gooc 

and sufficient provision for the future obligations, is not being 

properly adhered to by many of the actuaries signing the statement. 

That places a responsibility on the actuary in certain companies where 

certain products that are very definitely interest-sensitive to do cash 

flow testing. Also, I believe that the basis of the NAIC guideline is 

that any state regulator can require cash flow testing of a company; 

but also I believe that now the obligation already lies on a valuation 

actuary in the companies now in signing the actuarial opinion to the 

current annual statement. 

MR. MONTGOMERY: Mr. Ca l l ahan ,  I a g r e e .  For  t h a t  r e a s o n  t h e  

r e p o r t  would be more v a l u a b l e .  A n d  Mr. Ca l l ahan  and  I d i s a g r e e  on - 

t h a t  po in t .  He stil l  t h i n k s  a s t a t e m e n t  of  o p i n i o n ' s  more u s e f u l  i f  i t ' s  

s u p p o r t e d  b y  a r e p o r t .  

MR. CALLAHAN: Yes,  I would r e q u i r e  a r e p o r t ,  b u t  I would also 

r e q u i r e  t h a t  t h e  a c t u a r y  h a v e  t h e  g u t s  to e x p r e s s  an op in ion .  No one 

is b e t t e r  qua l i f i ed  to make t h a t  s t a t e m e n t  of  op in ion  t h a n  the  a c t u a r y .  

MR. MONTGOMERY: I think that's where the problem is a fact of 

legal liability on such statements. It's going to be very difficult for 

actuaries to make those statements if they're taken to court. 
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MR. CALLAHAN: Then  maybe the a c t u a r y  will do a consc ient ious  job, 

and i f  he ' s  pu t  u n d e r  p r e s s u r e  by  the p r e s i d e n t  or the  chairman of 

the board  to ce r t i fy  to a given set  of f i gu re s  and  cannot  in good 

conscience do so, then  maybe tha t  a c t u a r y  ough t  to seek employment 

e lsewhere.  

MR. MONTGOMERY: The repor t  should spec i fy  the  l imitat ions and 

assumpt ions  tha t  were made in formulat ing such  a s ta tement  of opinion 

if  t h a t ' s  r e q u i r e d .  If  condi t ions change  from what the  assumpt ions  

real ly  were or ig ina l ly  assumed to be by  the a c t u a r y ,  he should  not be 

held l iable.  We're going to have  to look at the  wording  of the  opinion 

and the  repor t  and p e r h a p s  combine them somehow so tha t  more 

protec t ion  is a f forded  the a c t u a r y  in the  even t  tha t  condi t ions  change  

a f te r  he ' s  made such  a s ta tement .  R igh t  now y o u ' r e  h a n g i n g  him out 

to be shot  at b y  e v e r y  t r ia l  l awyer .  

MR. CALLAHAN: Tha t  problem has  been  d i s c u s s e d  ove r  the  pas t  

severa l  y e a r s .  Many of the  p r o p o n e n t s  of the  va lua t ion  a c t u a r y  feel 

t ha t  t h i s  is  a r e spons ib i l i t y  tha t  the  a c t u a r y  should  u n d e r t a k e ,  and ,  i f  

n e c e s s a r y ,  get  the  l iabi l i ty  i n s u r a n c e .  Par t  of the  reason  the  c u r r e n t  

ac tua r ia l  opinion to the  c u r r e n t  annua l  s ta tement  has  become 

p e r f u n c t o r y  is t ha t  in many cases  the  r e g u l a t o r s  have  not  been  

r ev i ewing  th i s  opinion.  
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In New York, when we put out the requirements for the actuarial 

opinion back beginning with the 1982 valuation under law, really with 

the 1980 and 1981 valuations under a circular letter, we in turn did 

review these opinions and memoranda and did comment on them. For 

1982 I personally reviewed all of those submitted to justify the use of 

higher valuation interest rate. For 1983 I reviewed about half of 

them. I have sought to get additional help in reviewing. However, I 

am thoroughly convinced that, unless the regulators review these 

opinions, it becomes just a matter of appearance with companies saying 

that they are doing this cash f low analysis and that they are 

submitting these opinions and memoranda to the regulators, and that 

they haven't found any problems. If the reason they haven't found 

any problems is that the regulators haven't had the staff to review 

them, then we have just the appearance of regulation. 

MR. MONTGOMERY: I feel that some sort of va]idation process is 

necessary on these cash flow projections he's made in the past in 

order to furnish validations of whether the assumptions he's made in 

those projections are being borne out by actual experience. 

MR. DICKE: Might I ask this of our non-New York panelists? I 

understand some other states -- some states outside New York -- have 

requested copies of memoranda that were submitted under Regulation 

126 to New York. Would you see tilat as a possibility? 

MR. BECKER: Yes. 
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MR. DICKE: The o t h e r  ques t ion  would be:  T h e r e  are  ce r t a in  i s sues  

of conf iden t ia l i ty  s u r r o u n d i n g  pa r t s  of the  memoranda tha t  can be held  

conf ident ia l .  In New York t hey  have  the  legal  s t a tus  to impose 

conf iden t ia l i ty .  Would tha t  be t r u e  i f  t h e y  were  submi t ted  to 

California or  Texas? 

MR. MONTGOMERY : Well, the  work ing  p a p e r s  on f inancial  

examinat ions  are  conf ident ia l .  The  examinat ion r e p o r t  is not 

conf ident ia l .  I cons ide r  such  s t a t ement s  as pa r t  of the  work ing  

p a p e r s .  

MR. CALLAHAN: Our regu la t ion  says  the  company may r e q u e s t  

conf ident ia l i ty  in acco rdance  with the  r egu la t ion  tha t  g o v e r n s  the  

access  to publ ic  r e c o r d s .  T h e r e  are  l imited r ea sons  for  g r a n t i n g  tha t  

conf iden t ia l i ty .  So far  we have  kep t  the  memoranda  conf iden t ia l ,  bu t  

if someone want ing  a g iven company ' s  memorandum to con tes t  tha t  

conf iden t i a l i ty ,  it  could well be tha t  t h e r e  is no bas is  for  the  

conf iden t ia l i ty .  

MR. BECKER: I th ink  tha t  i t  would be  a p p r o p r i a t e  to get  the  

information d i r ec t ly  from a l i censed  i n s u r a n c e  company ,  and  if  we 

wanted  to do tha t ,  I th ink  tha t  we could jus t  r e q u e s t  i t .  

MR. DICKE: Would it be conf ident ia l ,  do you th ink?  

MR. BECKER: I would th ink  it would.  
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MR. MONTGOMERY: In our circumstances we've already requested 

information from some of the companies we've been examining and 

gotten the information directly from them on what they reported. 

MR. BECKER: I would think it would be just like a regular 

examination report, as Mr. Montgomery mentioned. 

MR. DICKE: Another question: How can a non-FSA actuary receive a 

qualified actuary designation in New York under Regulation 126? 

MR. CALLAHAN: First of all, we initially had the requirements for an 

actuarial opinion and memorandum which was agreed upon in late 1981 

for the use of the higher set of valuation interest rates, and that was 

enacted into law in 1982. At that time the requirements referred to 

the American Academy of Actuaries (AAA), but AAA membership was 

neither a necessary nor sufficient condition under the law. That 

wording is still in our present law. However, under Regulation 126 we 

chose to make AAA membership a necessary but not sufficient condition 

such that, if any individual did not like the AAA for any reason and 

chose not to become a member even though he could become one, that 

individual would not be recognized under our Regulation 126. 

Now, as far as the AAA goes, when they put out their standards, 

their suggestions, they allow for a non-AAA actuary to become 

qualified. Part of the reason for that is the fear of restraint of trade 

if the AAA were to make that recommendation. But the insurance 
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d e p a r t m e n t  i s  n o t  s u b j e c t  to  t h a t  r e q u i r e m e n t  r e g a r d i n g  r e s t r a i n t  o f  

t r a d e ,  a n d  in o u r  r e g u l a t i o n  we can  r e q u i r e  t h a t  t h e  i n d i v i d u a l  be  an  

AAA m e m b e r .  Now,  we d o n ' t  w a n t  to  r e v i e w  e v e r y b o d y ' s  q u a l i f i c a -  

t i o n s .  So ,  we fe l t  t h a t ,  in  a d d i t i o n  to  s u c h  a r e v i e w ,  b e i n g  a fellow 

of  t h e  S o c i e t y  o f  A c t u a r i e s  a n d  o n e  who h a s  k e p t  a b r e a s t  o f  r e c e n t  

v a l u a t i o n  p r o c e d u r e s  was  s u f f i c i e n t  to  q u a l i f y  one  w i t h o u t  h a v i n g  to 

r e v i e w  h i s  i n d i v i d u a l  q u a l i f i c a t i o n s .  A n y o n e  who i s  n o t  a fel low of  t h e  

S o c i e t y  o f  A c t u a r i e s  m u s t  d e m o n s t r a t e  to  u s  t h a t  h e  h a s  a c q u i r e d  t h e  

e d u c a t i o n  a n d  e x p e r i e n c e  o f  t h e  s u b j e c t  m a t t e r  l i s t e d  in  t h e  AAA's  

y e a r b o o k  f o r  s o m e o n e  q u a l i f i e d  to  s i g n  l i fe  a n n u a l  s t a t e m e n t s .  In  

a d d i t i o n  to t h a t ,  he  m u s t  be  fami l ia r  wi th  t h e  C-3  R i s k  a n d  c a s h  flow 

a n a l y s i s .  In  some c a s e s  i t  was  t h i s  l a s t  p o i n t  w h e r e  t h e  i n d i v i d u a l  

fa i led  to  d e m o n s t r a t e  t h a t  h e  was  fami l ia r  wi th  t h e  C-3  R i s k  a n d  t h e  

e f f e c t  o f  i n t e r e s t  r a t e  v a r i a t i o n s  - -  a n d  we a r e  s t i l l ,  in  some c a s e s ,  

a w a i t i n g  t h e  d e m o n s t r a t i o n  - -  t h a t  t h e  i n d i v i d u a l  d o e s  h a v e  t h i s  k n o w -  

l e d g e .  I f  t h e  i n d i v i d u a l  d e m o n s t r a t e s  t h a t ,  we will t h e n  g i v e  him a 

l e t t e r  a c k n o w l e d g i n g  t h a t  he  is  c o n s i d e r e d  a q u a l i f i e d  a c t u a r y  u n d e r  

R e g u l a t i o n  126. To d a t e ,  we h a v e  a p p r o v e d  a p p r o x i m a t e l y  f o u r  o r  f ive  

i n d i v i d u a l s  who  w e r e  no t  fe l lows of  t h e  S o c i e t y  o f  A c t u a r i e s .  

MR. DICKE: I t  m i g h t  b e  o f  i n t e r e s t  to  p e o p l e  to  k n o w  t h a t  t h e  new 

f l ex ib l e  s y l l a b u s  t h a t ' s  b e i n g  w o r k e d  on will h a v e  a c o u r s e ,  as t h e y  

call  i t ,  on  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 s .  

What is  t h e  d e f i n i t i o n  of  a n n u i t y  u n d e r  R e g u l a t i o n  126? S p e c i f i c a l l y ,  

a r e  mon ie s  h e l d  b y  i n s u r a n c e  c o m p a n i e s  f o r  r e t i r e m e n t  b e n e f i t s  a n d  
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deferred compensation plans for their own employees included? 

MR. CALLAHAN: Las t  n i g h t  I got ou t  a copy  of  my Regu la t ion  126 

and found that we did not include a definition of annuities under 

Section 95.3 entitled Annuities. However, we did advise how on 

certain contracts which consisted of increasing payments and spikes in 

payments, and how that contract can be broken down as far as 

determining the valuation interest factors. We do have those 

guidelines in the later part of our regulation, in particular in Section 

95.12, Paragraph E. 

Now, as f a r  as t he  f u n d s  a re  c o n c e r n e d ,  I would s a y  y e s ,  t hose  f u n d s  

fo r  t h e  c o m p a n y  home of f ice  r e t i r e m e n t  employee  a r e  f u n d s  which would 

be  s u b j e c t  to R e g u l a t i o n  126. H o w e v e r ,  t h e r e  a r e  c e r t a i n  t y p e s  of 

p r o d u c t s  w h e r e ,  due  to t h e  n a t u r e  of t h e  p r o d u c t ,  t he  company  can 

d e m o n s t r a t e  t ha t  c a s h  flow t e s t i n g  is no t  r e q u i r e d .  I t h i n k  the  

c o m p a n y  would  h a v e  to a n a l y z e  s u c h  f u n d s  as to w h e t h e r  t h o s e  f u n d s  

do o r  do no t  r e q u i r e  c a s h  flow t e s t i n g .  

MR. DICKE: T h e  n e x t  q u e s t i o n  is :  If a new u n i v e r s a l  l i fe model 

r e g u l a t i o n  is p a s s e d ,  will i t  a p p l y  to new b u s i n e s s  o n l y ,  new pol icy  

fo rms  on ly  o r  all b u s i n e s s ?  I g u e s s  th i s  means  with r e g a r d  to 

v a l u a t i o n .  

MR. MONTGOMERY: I think it depends on the state, but in California 

anything retroactive would be unconstitutional and so it could only 
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apply to new b u s i n e s s .  However ,  jus t  as a mat te r  of i n t e r e s t ,  we a re  

d ra f t ing  a regu la t ion  on r e s e r v e s  for  un ive r sa l  life in Cal i fornia ,  and ,  

again,  it  will not be r e t r o a c t i v e .  However ,  i f  a company appea r s  to 

have a minimal amount of s u r p l u s  and might have  d i f f icu l ty  with going 

forward for  so lvency  p u r p o s e s  in the  f u t u r e ,  we may ask them to 

fu rn i sh  a demons t ra t ion  app ly ing  a more conse rva t i ve  va luat ion  basis  to 

all the i r  b u s i n e s s  jus t  as a mat te r  of information to the  d e p a r t m e n t ,  

and not r e q u i r e  them to do a n y t h i n g ,  bu t  maybe put  them on warn ing  

to get more s u r p l u s .  

MR. CALLAHAN" I'm shocked  tha t  a s ta te  feels tha t  it cannot  apply  

r e s e r v e  r e q u i r e m e n t s  to pas t  bus ine s s .  If  condi t ions  change  such  tha t  

u n d e r  c u r r e n t  condi t ions  it  appea r s  as t hough  b u s i n e s s  i s sued  in the  

past  would p u s h  the  company into i n so lvency ,  I feel tha t  the  s ta te  

should be able to come up with new r e q u i r e m e n t s  for  tha t  pas t  

bus iness  and  p rov ide  for  a t r ans i t ion  per iod  to pu t  up those  h i g h e r  

r e s e r v e s .  

Now, obvious ly  we in New York feel tha t  we can e x t e n d  the  r e s e r v e  

r equ i r emen t s  to past  b u s i n e s s .  We had e x t e n d e d  l ibera l iza t ions  of 

r e s e r v e  basis  for  a n n u i t y  bus ines s  to pas t  b u s i n e s s ,  p lus ,  u n d e r  the  

actuar ia l  opinion and memorandum in the law of 1985, we pu t  the  

r equ i r emen t  in as i n t e r p r e t e d  for  1982 and l a t e r  b u s i n e s s ,  s tep r a t i n g  

that  in f i r s t  with 1986 i s sues  and then  r e q u i r i n g  1982 and l a t e r  i s sues  

by  1988. Then  the  legis la t ion this  y e a r  made it ful ly c lear  tha t  we 

wanted these  r e q u i r e m e n t s  to apply  to all in force b u s i n e s s ,  and tha t  

will be r e q u i r e d  by  1989. 
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MR. BECKER: Can I s p e a k  to th i s?  T h e  q u e s t i o n  has  r a i s e d  c o n c e r n s  ~ 

a b o u t  the  model ,  and  I t h i n k  i t ' s  l ike ly  t h a t  the  model would jus t  look 

t o w a r d  the  f u t u r e  and  be p r o s p e c t i v e ,  bu t  I 'd  also like to a n s w e r  the 

q u e s t i o n  from the  point  of view of  T e x a s .  My idea  of r e s e r v e s  is more 

l ike  Mr. C a l l a ha n ' s  on th i s  i s s u e  t h a n  Mr. M o n t g o m e r y ' s ,  and in 

p a r t i c u l a r  wi th  r e s p e c t  to u n i v e r s a l  l ife i n s u r a n c e  b e c a u s e  the 

S t a n d a r d  Valua t ion  Law c o n t e m p l a t e s  t h a t  each  s t a t e  would i s sue  a 

r e g u l a t i o n .  We do not  h a v e  a r e g u l a t i o n  in T e x a s ,  bu t  the  policy 

forms  were  a p p r o v e d  a n y w a y .  T h e y  were  a p p r o v e d  cond i t iona l ly  on 

the  g r o u n d s  tha t  t he  companies  would comply  with w h a t e v e r  r e g u l a t i o n  

was a d o p t e d  l a t e r .  And I d o n ' t  t h i n k  t h e r e ' s  a n y  p a r t i c u l a r  

c o n s t i t u t i o n a l  r i g h t  to jus t  k e e p  go ing  on t h e  o r ig ina l  p a t t e r n  jus t  

b e c a u s e  t h e  c ompa ny  might  h a v e  s t a r t e d  out  t h a t  way .  

MR. MONTGOMERY: If a crisis ever were to develop requiring or 

endangering the solvency of the company, some means of getting 

around this matter of constitutionality would have to be brought before 

the legislature, and we'd have to have some form of constitutional 

amendment to do it. 

MR. BECKER: I d o n ' t  t h i n k  a n y o n e  would want  to act  a r b i t r a r i l y  or 

j u s t  t r y  to c r e a t e  p rob lems  for  t h e i r  own sake ,  b u t  if  s o m e t h i n g  r ea l l y  

n e e d e d  to be done  and  we were  p e r s u a d e d  it n e e d e d  to be done ,  I 

t h i n k  t h e  a u t h o r i t y  is t h e r e .  

MR. DICKE: This is another type of question. Would you please 
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~ ;t~mpare the  respons ib i l i t ies  and l iabil i t ies,  f inancial  and  ethical ,  of the  

~ia~tuary as a s ta te  r egu la to r  to those  of the  ac tua ry  as a va luat ion  

i-r actuary for a company? 

~ t  I 

MR. BECKER: Was th is  ques t ion  submit ted  by  the  ac tua ry  from 

Wisconsin? 

MR. DICKE: Maybe I should  have  p h r a s e d  it exac t ly  as it was, bu t  I 

wasn't  sure .  

MR. BECKER: Because I t h ink  the  ac tua ry  of Wisconsin is in a 

peculiar  s i tuat ion where in  he also per forms  va lua t ions .  

MR. DICKE: Oh, I see.  Let me s ta te  i t  the  way it was or iginal ly  

ph ra sed .  Does the  ac tua ry  as a s ta te  r egu la to r  have  d i f f e r en t  

responsibi l i t ies  and  l iabil i t ies,  f inancial  or  e th ical ,  as a valuat ion 

ac tuary  than  o the r s  do? I guess  t hey  mean s ta te  employed ac tua ry  

tha t ' s  doing valuat ions  t h e n  is what it real ly  means.  

MR. BECKER: I would th ink  if  he  has  the  respons ib i l i ty  for  p r e p a r i n g  

an actuarial  opinion,  it would be exac t ly  the  same as anyone  else .  

MR. MONTGOMERY: When the  s ta te  ac tua ry  cer t i f ies  the  r e s e r v e s  of 

the  companies '  domestic to his s ta te ,  in effect  he  is c a r r y i n g  out the  

same type  of du ty  tha t  a valuat ion ac tua ry  would be doing .  
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MR. CALLAHAN: T h a t ' s  an i n t e r e s t i n g  v i e w p o i n t .  O u r  law calls for  '.~ 

th i s  a c t u a r i a l  opin ion  and  memorandum to be  a c c e p t a b l e  to the  

s u p e r i n t e n d e n t  in  form and  s u b s t a n c e .  T h i s  p a s t  y e a r ,  upon 

comple t ion  of  a g i v e n  c o m p a n y ' s  a c t u a r i a l  op in ion  and  m e m o r a n d u m ,  if 

we f o u n d  it  a c c e p t a b l e  u n d e r  c u r r e n t  s t a n d a r d s ,  we g e n e r a l l y  wro te  a 

l e t t e r  to t h a t  e f f e c t .  I f  we h a d  q u e s t i o n s  b e f o r e  f i n d i n g  it  a c c e p t a b l e ,  

we wro t e  q u e s t i o n s .  In some c a s e s  we o u t r i g h t  r e j e c t e d  it  and  

r e q u i r e d  e i t h e r  a r e v i s e d  submiss ion  o r  t h a t  t h e y  p u t  up p e n a l t y  

r e s e r v e s .  I t h i n k ,  t h a t  th i s  p u t s  u p o n  t h e  i n s u r a n c e  d e p a r t m e n t  

a c t u a r y  a t r e m e n d o u s  amount  of r e s p o n s i b i l i t y .  

Th i s  op in ion  and  memorandum has  to be  a c c e p t a b l e  in form and  

s u b s t a n c e .  When we do wr i te  a l e t t e r  a f t e r  c o n c l u d i n g  tha t  it is 

a c c e p t a b l e ,  will t h a t  company  t h e n  pub l i c i ze  t h a t  f ac t  t h a t  i t  ha s  met 

New Y o r k ' s  r e q u i r e m e n t s  for  c a s h  flow t e s t i n g ?  If  t h e r e ' s  a n y  s e r i o u s  

q u e s t i o n s  abou t  t h a t  c o m p a n y ,  I t h i n k  t h a t  we h a v e  to t a k e  a v e r y  

c lose  look b e f o r e  we wr i t e  a n y  l e t t e r  t e l l i ng  them t h a t  we f i n d  i t  

a c c e p t a b l e .  At t h i s  poin t  I'm not  s u r e  t h a t  I will f i n d  all of  t h e  

a c t u a r i a l  op in ions  a n d  m e m o r a n d u m s  t h a t  w e r e  s u b m i t t e d  fo r  1986 

a c c e p t a b l e .  

MR. DICKE: What do y o u  do abou t  v a l u a t i o n  c e r t i f i c a t e s  f o r  t h o s e  

compan ie s  t h a t  d o n ' t  conform? 

MR. CALLAHAN: I h a v e  not  i s s u e d  one  c o m p a n y ' s  v a l u a t i o n  c e r t i f i c a t e  

for  1985. I was a b o u t  to i s sue  it b a s e d  on r e v i s e d  f i g u r e s  when  I 

6A-22 



checked  i ts  ac tuar ia l  opinion and  memorandum, and  even  t hough  this  

company used  a h i g h e r  set  of valuat ion i n t e r e s t  r a t e s  for  annu i t i e s  in 

course  of payment  and s t r u c t u r e d  se t t l ements ,  it p r o v i d e d  no ac tuar ia l  

opinion and memorandum for i ts  1985 in force .  I have  not ye t  i s s u e d  

the ce r t i f i ca te  o f  va luat ion  for  1986. I t ' s  possible  I may n e v e r  i s sue  

that  cer t i f ica te  of va luat ion  for  1986. 

MR. MONTGOMERY: 

you know.  

We have  similar c i r cums tances  in Cal ifornia ,  as 

MR. BECKER: Well, I jus t  wanted to say  that  as a p rac t ica l  mat te r  

when you  have  h u n d r e d s  of companies l i censed  in the  s ta te  t h e r e  a re  

cons t r a in t s  on what the  r e g u l a t o r y  a c t u a r y  can do.  

MR. MONTGOMERY: Yes,  I sympath ize  with Mr. B e c k e r .  

have  300 domest ics ,  don ' t  you? 

You must  

MR. DICKE: T h a t ' s  going to get down in one of ou r  l a t e r  ques t i ons .  

The nex t  ques t ion  re la tes  to level  premium life i n s u r a n c e  policies with 

no n o n - f o r f e i t u r e  va lues ,  level  premium term to age 100, if you want 

to call it t ha t ,  which is c u r r e n t l y  be ing  sold in Canada .  The only 

app rop r i a t e  ques t ion  about  this  is: If such  a p r o d u c t  were  i n t r o d u c e d  

in the  Uni ted S ta t e s ,  which is ,  of cou r se ,  a n o n - f o r f e i t u r e  i s sue  

r a t h e r  t han  a va lua t ion  i s sue ,  what would be the  va lua t ion  s i tua t ion  as 

you see it? What implication would tha t  have  for va lua t ion  ac tua r i e s?  
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MR. BECKER: We now have legislation authorizing stipulated premium 

companies with certain capital and surplus requirements to write this 

type of policy. This 1987 legislation is also being interpreted to allow 

legal reserve companies to write the product. If it's written at 

premium rates lower than policies with non-forfeiture benefits (as you 

would expect it should be), it could be a very dangerous product. We 

don't know what the company can do if it sets premium rates too low 

and then if nobody lapses. So it 's a scary product. Before it can be 

sold in Texas, our Board has to promulgate a regulation. I don't have 

an answer to the questions, but I'm very interested in this issue. 

MR. DICKE: Perhaps we should mention that type of product. The 

typical problem is that it's often priced assuming that profits are made 

at the point when people lapse. So, higher lapse rates would mean 

higher profits. 

MR. BECKER: Yes. 

MR. DICKE: And that leads to valuation problems. 

MR. BECKER: If there were no reduction in gross premiums, it would 

not be serving the marketplace well, obviously. 

MR. CALLAHAN: I don't think we would approve this policy for issue 

in New York, but it may be possible that perhaps some other states 

would approve it and that the company licensed in New York may be 
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fssuing tha t  policy in ano the r  s ta te  term to 100 without  cash  va lues .  I 

do th ink  the  s t a t u t o r y  formula for  r e s e r v e s  for  term to 100 would 

apply to tha t  policy and tha t ,  in addi t ion t h e r e t o ,  the  va lua t ion  

ac tua ry  would have  to look at the  cash flow ana lys i s ,  t ak ing  into 

account l apses ,  and tha t  he would have  to u n d e r  c u r r e n t  p r o c e d u r e  

set up the h i g h e r  of the two r e s e r v e s .  

MR. MONTGOMERY: Mr. Cai lahan,  y o u r  l eg i s l a tu re  may s u r p r i s e  you .  

MR. CALLAHAN: Tha t ' s  poss ib le .  I don ' t  t h ink  they"re  so inc l ined  at 

this time, t hough .  

MR. MONTGOMERY: Yes. I t ' s  impor tan t  to remember  tha t  th is  is jus t  

con jec tu re ,  and ce r t a in ly  I wonder  i f  our  Soc ie ty ' s  committee on 

r ev i s ing  the  s t a n d a r d  n o n - f o r f e i t u r e  law would c o n s i d e r  such  a 

p r o d u c t ,  and if so, w h e t h e r  it would e v e r  get t h r o u g h  the  NAIC. 

MR. CALLAHAN: Well, y o u r  life and  hea l th  ac tua r ia l  t ask  force  

cons ide red  this  p roduc t  back in 1982, and t hen  it took it off i ts  

agenda .  

MR. BECKER: I did want to emphasize  tha t  th is  new law in Texas  was 

p roposed  and  s u p p o r t e d  by  ce r t a in  e lements  in the  i n d u s t r y .  Our  

Board  did not exp re s s  an opinion on it to the  Texas  l e g i s l a t u r e ,  bu t  

did review the  proposal  and made ce r t a in  s u g g e s t i o n s  for  amendment .  
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MR. DICKE: Question on federal income tax: IRS Code Section 807 

says tax reserves must be less than or equal to statutory. If the 

Standard Valuation Law is rewritten to allow lower statutory reserves, 

should cash flow or other testing warrant it? Won't  Section 807 

reserves be a limiting lower level? 

MR. C A L L A H A N :  T a x  r e s e r v e s  a n d  s t a t u t o r y  r e s e r v e s  n e e d  no t  be  

t h e  s a m e .  I ,  f r a n k l y ,  am s i c k  a n d  t i r e d  o f  h e a r i n g  some of  t h e  

p r o p o s a l s  f o r  s t a t u t o r y  r e s e r v e s  s a y i n g ,  well  we c a n ' t  c h a n g e  i t  

b e c a u s e  i t ' s  g o i n g  to  a f f e c t  o u r  c a l c u l a t i o n  o f  t a x  r e s e r v e s .  I f  t h e  t a x  

r e s e r v e s  a r e  l o w e r  t h a n  w h a t  t h e y  s h o u l d  be  f o r  s o l v e n c y  p u r p o s e s ,  

t h e n  we s h o u l d  r e q u i r e  h i g h e r  r e s e r v e s  f o r  s t a t u t o r y  p u r p o s e s .  I f  t h e  

t a x  r e s e r v e s  as  now d e f i n e d  p r o v e  to be  r e d u n d a n t  s u c h  t h a t  we c o u l d  

allow l o w e r  r e s e r v e s  f o r  s o l v e n c y  p u r p o s e s ,  so b e  i t .  I b e l i e v e  t h e  

t a x  r e s e r v e s  a r e  c u r r e n t l y  t i e d  in  now wi th  t h e  NAIC s t a n d a r d s  a n d  

t h e  i n t e r e s t  r a t e  in  wi th  an  i n t e r e s t  r a t e  a d o p t e d  b y  26 o r  more  

s t a t e s .  I t ' s  p o s s i b l e  t h a t  a g i v e n  s t a t e  s u c h  as  New Y o r k  c o u l d  allow 

l o w e r  o r  h i g h e r  r e s e r v e s  t h a n  w h a t  t h e  NAIC model  wou ld  a l low.  

MR. DICKE: Without changing tax reserves? 

MR. CALLAHAN: Well, I just want to point out that solvency is the 

primary concern of the state regulators, and taxation is only a 

secondary matter. 

MR. DICKE : The next question : Do you expect the 1985 
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sloners '  Disabi l i ty  Income Table  to be  a p p r o v e d  as a va lua t ion  

d,' and ,  i f  so, when? 

MONTGOMERY: Well, the  NAIC adop ted  th is  as a s t a n d a r d  las t  

nd in a number  of s t a tes  i t ' s  jus t  automatic  tha t  it becomes a 

IHAN: We h a v e n ' t  ye t  adop ted  it in New York.  I would 

somebody to d ra f t  a rev i s ion  to ou r  c u r r e n t  r egu la t ion  on  

d hea l th  r e s e r v e s  to adopt  i t .  

',R: I wouldn ' t  see any  problem with u s i n g  it in Texas .  We 

the u n e a r n e d  premium r e s e r v e  and  the  ac tua r ia l  opinion in  

don ' t  have  any  h i g h e r  r e q u i r e m e n t s  for  acc iden t  and h e a l t h  

rese rves  r i gh t  now. 

: The second pa r t  to the  ques t ion  is:  In New York u n d e r  

126 did the  5% pena l t y  r e s e r v e  for  1986 s ingle  p remium 

Ltraets apply  to 9.5% or 9.25% or  8.5% r e s e r v e s ?  

~N: The va lua t ion  i n t e r e s t  r a te  for  s ingle  p remium 

i t ies  for  1986 i s sues  is 9.25% u s i n g  the  a n n u i t y  formula .  

5% pena l ty  r e s e r v e s  for  1986 i s sues  of s ingle  premium 

Jities would apply  to the  9.25% r e s e r v e s .  The 8.5% 

ra te  for  the  1986 i s sues  based  upon the  life i n s u r a n c e  

way the  law is wr i t t en  we would no l onge r  use  tha t  l i fe 
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i n s u r a n c e  fo rmula  to d e t e r m i n e  t h e  v a l u a t i o n  i n t e r e s t  r a t e  fo r  the 

s t a n d a r d  r e s e r v e .  In t he  r e g u l a t i o n  we cou ld  d e t e r m i n e  the  p e n a l t y  

r e s e r v e  w h e r e  t he  c o m p a n y  d id  not  do t h e  a c t u a r i a l  opin ion  an0 

memorandum by  u s i n g  the  l ife i n s u r a n c e  fo rmula .  Now, fo r  1982 to 

1985 b u s i n e s s  the  r e g u l a t i o n  did  e x t e n d  the  r e q u i r e m e n t  fo r  t he  use  of 

t he  life i n s u r a n c e  fo rmula  fo r  t he  1982 to 1985 b u s i n e s s  u n l e s s  the  

c o m p a n y  f u r n i s h e d  an  a c t u a r i a l  op in ion  and  memorandum for  tha t  

b u s i n e s s .  T h e n ,  i f  the  c o m p a n y  h a d  done  so,  it cou ld  u se  t he  a n n u i t y  

fo rmula  or  the  h i g h e r  se t  of  v a l u a t i o n  i n t e r e s t  r a t e s .  

MR. DICKE: What savings in regulatory-related costs can a small 

company expect to offset the additional costs related to valuation 

actuary certification? 

MR. CALLAHAN: T h e  cos t  t h a t  h e ' s  r e f e r r i n g  to is t he  cos t  of  do ing  

all t h e s e  ca l cu l a t i ons  fo r  t h e  s t a t u t o r y  fo rmula  r e s e r v e s  - -  t h a t  i s ,  all 

t h e  ca l cu l a t i ons  fo r  t h e  d u r a t i o n  f a c t o r s ,  s u m m a r i z i n g  the  b u s i n e s s  in 

f o r c e .  T h e  va lua t i on  law allows t h e  a p p r o x i m a t i o n s .  U n d e r  t he  

c u r r e n t  laws ,  compan ies  a r e  able  now to u se  a p p r o x i m a t i o n s  to r e d u c e  

t h e  a d m i n i s t r a t i v e  cos t s  of  m a k i n g  t h e s e  c a l c u l a t i o n s .  Yet what  we 

h a v e  e x p e r i e n c e d  in New York in r e v i e w i n g  t h e  s u p p o r t i n g  da t a  

s u b m i t t e d  by  o u r  domes t i c  compan ie s  fo r  t h e  s t a t u t o r y  fo rmula  r e s e r v e s  

is t h a t  once  t h e s e  compan ie s  f o u n d  t h a t  t h e y  could  make t h e s e  

c a l c u l a t i ons  e x a c t l y  with t h e s e  e l e c t r o n i c  m a c h i n e s ,  t h e y  a b a n d o n e d  

a p p r o x i m a t i o n s  and  went  to e x a c t  c a l c u l a t i o n s .  At one  time when  a 

g iven  c o m p a n y  made a de t a i l ed  v a l u a t i o n  and  d e t e r m i n e d  a p p r o x i m a t e  
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f a c t o r s  d u r i n g  an  o f f - p e r i o d  o f  t h e  y e a r  a n d  a p p l i e d  t h o s e  f a c t o r s  f o r  

5 v a l u a t i o n  y e a r s ,  t h e  y e a r - e n d  s u p p o r t i n g  d a t a  may  c o n s i s t  o f  10 

s h e e t s .  Now all o f  t h e  s u d d e n  we h a d  a foot  a n d  a h a l f  o f  v a l u a t i o n  

mate r ia l  f o r  s o m e t h i n g  l ike  a c c i d e n t a l  d e a t h  d i s m e m b e r m e n t  r e s e r v e s  

w h e r e  t h e  r e s e r v e s  as  a p e r c e n t a g e  o f  t h e  t o t a l  e x h i b i t  e i g h t  r e s e r v e s  

was .05% o f  1%. We to ld  t h e s e  c o m p a n i e s ,  l o o k ,  d o n ' t  g i v e  u s  all t h a t  

p a p e r .  Give us  t h e  f ina l  r e s u l t s .  We'll look  at  t h e  t r e n d s ,  a n d  we 

will r e s e r v e  t h e  r i g h t  to  r e q u e s t  some s a m p l i n g .  

I t h i n k  t h a t  t h e  c o m p a n i e s  h a v e  to look  o v e r  t h e i r  c u r r e n t  p r o c e d u r e s  

now to  see  w h e r e  t h e y  can  c u t  t h e  a d m i n i s t r a t i v e  c o s t s  w i t h i n  t h e  

c u r r e n t  f r a m e w o r k .  H o w e v e r ,  I am f i rmly  c o n v i n c e d  t h a t  we n e e d  to  

r e t a i n  some form of  a s t a t u t o r y  f o r m u l a  r e s e r v e .  I feel  t h e  c u r r e n t  

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

made  c u r r e n t  to t h e  d a t e  o f  v a l u a t i o n .  I am u n c e r t a i n  as  to  w h e t h e r  

we will h e a d  t o w a r d  s o m e t h i n g  l ike  m a r k e t  v a l u e  o f  a s s e t s  a n d  m a r k e t  

v a l u e  o f  l i ab i l i t i e s ,  b u t  b e c a u s e  o f  t h e  s u b j e c t i v i t y  i n v o l v e d  in  t h e  

a s s u m p t i o n s  now in  t h e  u s e  o f  t h e  a c t u a r i a l  o p i n i o n  a n d  m e m o r a n d u m ,  

we do  n e e d  to r e t a i n  a s t a t u t o r y  f o r m u l a  c a l c u l a t i o n .  

MR. MONTGOMERY: I a g r e e  wi th  w h a t  Mr. C a l l a h a n  s a i d .  G o i n g  to  a 

new v a l u a t i o n  s y s t e m  is  l ike  c h a n g i n g  c o m p u t e r s .  You r u n  p a r a l l e l  

u n t i l  y o u ' r e  s u r e  t h a t  t h e  new  s y s t e m  is  r e a l l y  f u n c t i o n i n g .  

A d d i t i o n a l l y ,  t h e  v a l u a t i o n  law,  as  i t  b e c o m e s  r e v i s e d ,  is  g o i n g  to h a v e  

to go  t h r o u g h  a p e r i o d  o f  p a r a l l e l i s m  r e t a i n i n g  all t h e  f e a t u r e s  o f  t h e  

c u r r e n t  v a l u a t i o n  law,  a n d  t h e n  a p e r i o d  of  t e s t i n g  w h a t  is  b e i n g  
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proposed against that to see if it's a valid system of valuation. This 

is going to take 5 or 10 years to verify. So, we're going to go 

through a lengthy transition period to do this sort of thing and we're 

not looking at the valuation actuary coming next year or the following 

year; it may be the end of the century before we get there. It's 

something that is going to have to be worked out over a period of time 

during which we catch all the bugs in the system. 

MR. BECKER: When this idea is operational, it might shorten the 

examination time for periodic examinations, and in Texas the companies 

are charged on the basis of the examination time when we check out 

the domestic companies. 

MR. MONTGOMERY: The main purpose of this proposed revision of 

the valuation system is to lessen the risk of insolvency and thereby 

reduce contributions to guarantee funds. Also, as a result of this 

proposed revision, eventually, and it may be years before it happens, 

such things as mandatory securities 

deficiency reserves, excess interest, 

become obsolete under a new system. 

yet, we have to try it. 

valuation reserves, premium 

guarantee reserves may all 

Although we don't ]<now that 

MR. DICKE: Next, we have the following series of questions: What is 

the problem we are trying to solve with the valuation actuary concept? 

In what significant respects do current valuation requirements fail to 

work? What insolvencies would have been avoided if this concept had 
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been in place? Let 's  take  tha t  one f i r s t .  

MR. MONTGOMERY: The f i r s t  ques t ion  was what are  we t r y i n g  to 

solve? Basical ly i t ' s  the r e s e r v e  a d e q u a c y  and so lvency  su rve i l l ance .  

The c u r r e n t  un ive r sa l  life regu la t ion  on the  second  ques t i on ,  which 

involves  the success  or fai lure of c u r r e n t  va luat ion  r e q u i r e m e n t s ,  

t h e r e ,  it doesn ' t  recognize  a var ia t ion  in admin i s t r a t ive  e x p e n s e ,  and 

we're  f ind ing  in examining the  IRIS r e s u l t s  t ha t ,  I t h i n k ,  a lot of 

companies have  unde re s t ima ted  the admin i s t r a t ive  e x p e n s e s  of un ive r sa l  

life. It may r equ i r e  more c o n s e r v a t i v e  assumpt ions  as to r e s e r v e s  

than t h e y  had an t i c ipa ted .  Rapidly  f l u c t u a t i n g  inves tmen t  condi t ions  

are not r ecogn ized  as immediately in the  c u r r e n t  va luat ion  system even  

though  the  dynamic i n t e r e s t  f ea tu re  of the  1980 amendment  has  g r ea t l y  

assisted it. It doesn't provide the entire solution. So, we may have 

to go further in that area, then too, there are changes in claims' 

experience, especially the possibility of a massive epidemic in Acquired 

Immune Deficiency Syndrome (AIDS). These are not recognized by the 

rather fixed tables that we now have. We have to find out if a 

company is going to have enough surplus to withstand these possible 

fluctuations. Then in answer to the question, Has it been used? 

Yes, it has been. We've already, through this system, at least half a 

dozen companies in our analysis which have perhaps benefitted by this 

technique, and I will submit that if the surveillance systems now in 

place existed in 1982, we perhaps might not have had a Baldwin- 

United. I think we could have headed off some of the problems that 

came from that with the current systems we have even in place at this 

time. 
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MR. CALLAHAN: This perhaps had some of its origins in the group 

guaranteed interest contract area wherein in the early 1970s we came 

up with new money rates, working with an industry advisory group 

consisting of both domestic and foreign insurers, to derive formulas 

and factors for the valuation of these group guaranteed interest 

contracts, some of which guaranteed a very high interest rate for a 

period of, let's say, 7 years, and at the end of that period provided a 

lump sum transfer. Then that rate was more liberal than what the 

rate would have been if we had determined that the rate in the 

valuation law for annuities applied to these contracts. However, the 

way the law read, the law really did not cover the valuation interest 

rates explicitly for these guaranteed interest contracts, and we could 

use a general provision of the law which allowed the superintendent to 

require such reserves as he considered necessary. 

Now, we discovered as interest rates shot up that if these companies 

did not protect themselves prior to the maturity against premature 

transfer, that these companies might have to liquidate assets at a loss 

to pay the transfer values. 

We came to the conclusion that the statutory formula reserve by itself 

did not assure that reserves were adequate. We realized we needed to 

look at both side of the equation. Later, the input into Regulation 126 

was done by a group of individual product actuaries having in mind 

individual S PDAs and much of their thinking was vastly different from 

the thinking of the people who devised the valuation requirements for 
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group guaranteed in te res t  contracts .  By the same token,  you take the 

1982 issues  of single premium {mmediate annuit ies ,  and the valuation 

interest  rate for 1982 single premium immediate annuit ies  is 13.25% 

under  the NAIC version,  in New York we would require  an actuarial  

opinion and memorandum for use of that  13.25%. 

Let's say at the time that the company had assets invested yielding 

14%, and let's say that during 1986, as many companies did, it 

swapped these assets and got capital gains if there was call protection 

-- protection against the exercise of call options on bonds --  and if 

there was no call protection, the borrowers repaid and refinanced at 

lower valuation interest rates. 

Now, how can the valuation actuary continue to value the remaining 

payout at 13.25% when his assets no longer support 13.25%? We have 

the classic illustration about the statutory formula not being 

appropriate for the type of liabilities and assets supporting those 

liabilities. N o w ,  theoretically, the requirement for the cash flow 

analysis and the requirement that you put up as your reserve the 

minimum amount of assets that would be considered sufficient to 

support these liabilities should result in some reserve strengthening. 

It should, but many a state does not have this requirement, and even 

in New York some companies would decide that they can offset 

excesses under other blocks of business against a deficiency here. 

Even so, I don't see that there's any way that the actuary can 

continue to calculate reserves according to a formula in a vacuum 
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without looking at both the products  and the assets  backing those 

products .  

MR. DICKE: Another question: Regulators seem to have barely 

enough resources to review traditional mechanical valuations. How will 

they find sufficient resources to analyze actuarial opinions which are 

complicated and subjective? Mr. Becker? 

MR. BECKER: Yes. I just wanted to say that we're hoping to work 

out some kind of seminars or training sessions for regulatory actuaries 

and make them affordable enough that state actuaries can attend. If 

not, maybe they can receive the material through the mail and be 

trained that way. 

MR. CALLAHAN- Most states now don't have sufficient actuarial staff 

resources to review all of the actuarial opinions and memoranda of 

their domestic insurers, let alone of all licensed insurers. In New 

York, we have gotten the cooperation of the insurers, and we do 

apply our requirements to all licensed insurers. However, I think that 

these insurers would tear their hair out if they had to have their 

review done by all of the state insurance departments of the states in 

which they are licensed. 

There has been one suggestion that an actuarial staff be created at 

the NAIC central office to do the review for all the states, or at least 

those states requesting the NAIC central office to do this review. 
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Although t h e r e  are  fund ing  problems,  those  problems p re sumab ly  could 

be r e so lved .  The re  are  pract{cal ques t ions  c o n c e r n i n g  w h e t h e r  all the  

s ta tes  would use that  cen t ra l  office or do the i r  own rev iew,  and 

whe the r  the  s ta te  would accept  the r e su l t s  of the  review of tha t  

cen t ra l  off ice.  That  cen t ra l  office would not of i t se l f  have  r e g u l a t o r y  

force in and of i tself .  The re  is still ano the r  g roup  tha t  would p e r h a p s  

feel the only prac t ica l  way is to rep lace  s ta te  r egu la t ion  of so lvency  by  

federa l  r egu la t ion  of so lvency .  

MR. MONTGOMERY: What you s u g g e s t e d  about  the  NAIC could be 

i n c o r p o r a t e d  in the so lvency  su rve i l l ance  system of the NAIC, the  IRIS 

pro jec t  which a l ready  has  examiner  teams,  and tha t  also an ac tuar ia l  

review sect ion to tha t .  However ,  the b u d g e t  for  tha t  could be 

cons ide rab le  because  a p r e t t y  l a rge  s ta f f  would be r e q u i r e d  to do i t .  

I t ' s  someth ing  tha t  is going to have  to be examined for  feas ib i l i ty .  It 

is poss ib le  that  this  may become something  like the  IRIS t e s t s  which 

many s t a t e s ,  when t hey  or ig ina l ly  dev i sed  this  t e s t ,  d idn ' t  have  the  

r e s o u r c e s  to do them, and the NAIC is doing the t e s t s  for  these  

var ious  s t a t e s ,  and i t ' s  p roven  to be p r e t t y  sa t i s f ac to ry  to most 

s t a t e s .  

MR. CALLAHAN: I do th ink  t h e r e  could be prac t ica l  cons ide ra t ions  if  

the company af fec ted  is not u n h a p p y  with the rev iew and goes to the  

commissioner  of i ts  domestic s ta te  and poli t ies become invo lved .  

MR. DICKE: At this  point  I 'd  like to t u r n  to Edward  J o h n s t o n ,  the  
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government actuary from the United Kingdom, who has a few remarks 

to make about regulation. 

MR. EDWARD A. JOHNSTON: Thank you. It's true that we've had a 

system similar to the valuation actuary in force for approximately 10 

years, but I think that countries leap frog one another. I've learned 

many things that I can take home and put to use. 

Y o u ' r e  a g r e a t  dea l  more s y s t e m a t i c  t h a n  we a re  a b o u t  w o r k i n g  ou t  

w h a t ' s  i n v o l v e d .  Of  c o u r s e ,  it means  y o u  h a v e  a lot o f  commi t t ees  and 

a lot o f  r e p o r t s  to r e a d ,  b u t  t he  r e s u l t ,  I t h i n k ,  is t h a t  b o t h  the  

C a n a d i a n s  an d  the  A m e r i c a n s  h a v e  a much c l e a r e r  idea  t h a n  we h a v e  of  

wha t  s o r t  o f  r e s e a r c h  is n e e d e d  to s u p p o r t  t he  v a l u a t i o n  a c t u a r y ,  and  

in one  o r  two o t h e r  w a y s  I t h i n k  i t ' s  a d e f i n i t e  i m p r o v e m e n t .  

I ' l l  b r i e f l y  exp la in  t h e  s e t u p  in B r i t a i n .  We're not  a f e d e r a l  c o u n t r y ,  

o f  c o u r s e .  We on ly  h a v e  one  g o v e r n m e n t  with which  to c o n t e n d ,  and  

t h e  i n s u r a n c e  r e g u l a t o r s  t h e r e  a r e  a d e p a r t m e n t  cal led the  " D e p a r t m e n t  

of  T r a d e . "  All a c t u a r i e s  in t he  B r i t i s h  g o v e r n m e n t  s e r v i c e  a re  

c e n t r a l i z e d  in one  d e p a r t m e n t ,  t he  G o v e r n m e n t  A c t u a r i e s  D e p a r t m e n t ,  

a n d  a l t h o u g h  we a re  s a l a r i e d  p u b l i c  s e r v a n t s ,  we work  l ike 

c o n s u l t a n t s .  We a d v i s e  t he  D e p a r t m e n t  o f  T r a d e  on i n s u r a n c e  c o n t r o l ,  

and  we a d v i s e  the  social  s e c u r i t y  p e o p l e  on social  i n s u r a n c e  and  t ha t  

s o r t  of  t h i n g .  I ' v e  got  7 q u a l i f i e d  a c t u a r i e s  on i n s u r a n c e  m a t t e r s  tha t  

cope  wi th  the  n e a r l y  300 l ife c o m p a n i e s .  We also do a b i t  of  work  on 

t he  c a s u a l t y  s i de .  
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Our sys tem,  the  appoin ted  a c t u a r y  sys t em,  was set  up a f t e r  we had  a 

number  of s canda l s ,  and I th ink  the  sys tem was accep ted  by  company 

managements  l a rge ly  because  the  a l t e rna t i ve  would have  been  a lot 

more gove rnmen t  r egu la t ion ,  and  t h e y  d idn ' t  l ike tha t  at all. The 

system has stood the  tes t  of time, bu t  I have  to admit tha t  it  h a s n ' t  

been rea l ly  v e r y  t e s t i n g .  Those 10 y e a r s  h a v e n ' t  been  v e r y  bad ,  

and i t ' s  obvious  to me as I watch it in  dai ly opera t ion  tha t  t h e r e  a re  

p r e t t y  s t r o n g  commercial p r e s s u r e s  on a c t u a r i e s ,  and  tha t  t h e r e  is a 

limit as to what we can expec t  of the  appo in ted  a c t u a r y .  We t r y  to 

suppor t  him, and I th ink  i t ' s  v e r y  impor tan t  to have  a s t r o n g  ac tuar ia l  

p r e s e n c e  on the  r e g u l a t o r y  s ide .  Unless  one has  t h a t ,  I don ' t  t h i n k  

the appoin ted  a c t u a r y  or  the  va luat ion  a c t u a r y  can rea l ly  have  the  

s t r e n g t h  to do a good job in the  sor t  of company which is d i f f icu l t .  

One can get  managements  tha t  feel tha t  t h e y  s h o u l d n ' t  be told b y  the  

ac tuar ies  the  way to r u n  the i r  b u s i n e s s .  

We've got a floor for  the  va lua t ion  method and assumpt ions .  The most 

diff icult  t a sk  is to t r y  to dev ise  a floor which is r e a sonab ly  f lexible ,  

and which is going  to be reasonab le  as a minimum for  all the  d i f f e r en t  

classes of b u s i n e s s  and for  all the  d i f f e r en t  sor t  of c i r cums t ances  tha t  

the  marke t  can throw at u s ,  and we def in i te ly  h a v e n ' t  got tha t  r i g h t  

ye t .  We e n d e a v o r  to sc ru t in i ze  all the  va lua t ions ,  jus t  t a k i n g  up a 

point t h a t ' s  been  made.  We spend  more time on some than  on o t h e r s .  

And we 've  now got an a r r a n g e m e n t  by  which we o u r s e l v e s ,  the  

ac tua r ies  in the  Government  Ac tua r i e s  D e p a r t m e n t ,  r a t h e r  than  the  

Depar tment  of T r a d e ,  d i s cus s  points  with the  company which ar i se  
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f rom t h e  v a l u a t i o n .  V e r y  o f t e n  w e ' r e  t a l k i n g  d i r e c t  to  t h e  a c t u a r y ,  

wh ich  is  a much  b e t t e r  a r r a n g e m e n t .  We can  a r g u e  t h e  m a t t e r  ou t  

wi th  t h e m  w i t h o u t  b r i n g i n g  t h e  c o m p a n y  m a n a g e m e n t  in to h e a r  i t  all,  

a n d  I t h i n k  t h a t  h e l p s  t h e  a p p o i n t e d  a c t u a r y  q u i t e  a b i t .  

We've had a bit of difficulty recently, wherein one company which got 

in trouble last year -- an old, established high profits company that 

shouldn't have gotten into trouble -- basically, I think because it had 

a management that wouldn't listen. If you've got that, there's nothing 

that anyone can do. With our financial services revolution, we've 

followed what we thought was the American model in regulation. It is 

the American model, actually. 

We've now got a rule which says that an intermediary has to give the 

best advice to his client. So, if he's selling a profit policy, he has to 

choose the office which he thinks has the best dividend prospects, and 

he has to have a reason as to why he thinks that. Additionally, it 

looks to us as though someone's eventually going to decide, going to 

rank the offices, and that one office is going to get all the business. 

No one will dare to sell anybody else. That has really focused 

attention on the ways to analyze the real strength of an office. You 

don't do it from the statutory valuation, that's for sure, and many 

people are working on that now. 

Finally, the issue that we have is the way to reconcile keeping some 

sort of actuarial regulation -- that is, some form of regulation 
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valua t ion  bas i s ,  a minimum floor  bas i s?  How do we reconc i l e  t h a t  with 

the  c o n c e p t  of t he  va lua t i on  a c t u a r y  b e i n g  r e s p o n s i b l e  h imse l f ,  fo r  h i s  

va lua t ion?  If  we make t ha t  r e g u l a t i o n  a l l - e m b r a c i n g ,  and  t h e r e  are  a 

lot of companies  which are  on the  minimum b a s i s ,  and  t h e i r  a c t u a r i e s  

are not  e x e r c i s i n g  much d i s c r e t i o n ,  t h e y ' r e  j u s t  u s i n g  t he  minimum 

bas i s .  If  we go t h a t  r o u t e ,  t he  a c t u a r y  ceases  to be  r e s p o n s i b l e .  

What we rea l ly  wan t ,  I t h i n k ,  is for  t he  a p p o i n t e d  a c t u a r y  to be an 

i m p o r t a n t  p e r s o n  in the  company .  We want  him to be at t he  table  

when i m p o r t a n t  dec i s ions  are  made ,  and  I see t h i s  q u e s t i o n  of 

va lua t ion  r e g u l a t i o n s  as a r o u t e  to t h a t .  T h e r e  were  a lot of  t h i n g s  in 

those  cash  flow p r o j e c t i o n s  which will r e q u i r e  the  a c t u a r y  to h a v e  a 

d ia logue  with m a n a g e m e n t ,  s u c h  as what  i n v e s t m e n t  pol icy  will be 

followed in  t he  f u t u r e ,  what  c r e d i t i n g  pol icy  and  so on? 

What one rea l ly  wan t s  ou t  of i t  all is fo r  t he  a c t u a r y  to be i n v o l v e d  in 

managemen t  d e c i s i o n s ,  e v e n  at t h e  h i g h e s t  l eve l .  To t ake  one  

example ,  qu i t e  a lot of  companies  in Br i t a in  h a v e  an i n v e s t m e n t  

commit tee  which  g ives  i n s t r u c t i o n s  to the  i n v e s t m e n t  m a n a g e r s  and  

moni to r s  t he  r e s u l t s .  Now, we want  the  a c t u a r y  to be on t h a t  

commit tee .  You can ' t  l eg i s la te  fo r  t h a t .  All we can do is  d rop  l i t t le  

h i n t s  and  p u s h  from time to time and  we manage  to do t h a t  with  some 

s u c c e s s .  I d o n ' t  know how t h a t  h a p p e n s  o v e r  h e r e .  I mean do 

a c t u a r i e s  have  any  say  in the  i n v e s t m e n t  pol icy  of companies?  I f  t h e y  

d o n ' t ,  i t  seems to me t h a t  t he  sy s t em is no t  go ing  to work  v e r y  well. 

T h a n k  y o u .  
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MR. DICKE: I'd like to again thank all our panelists. 

has been an excellent discussion. 

I t h i n k  th i s  
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