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SOCIETY OF ACTUARIES
Antitrust Compliance Guidelines

Active participation in the Society of Actuaries is an important aspect of membership. While the positive contributions of professional societies and associations are
well-recognized and encouraged, association activities are vulnerable to close antitrust scrutiny. By their very nature, associations bring together industry competitors
and other market participants.

The United States antitrust laws aim to protect consumers by preserving the free economy and prohibiting anti-competitive business practices; they promote
competition. There are both state and federal antitrust laws, although state antitrust laws closely follow federal law. The Sherman Act, is the primary U.S. antitrust law
pertaining to association activities. The Sherman Act prohibits every contract, combination or conspiracy that places an unreasonable restraint on trade. There are,
however, some activities that are illegal under all circumstances, such as price fixing, market allocation and collusive bidding.

There is no safe harbor under the antitrust law for professional association activities. Therefore, association meeting participants should refrain from discussing any
activity that could potentially be construed as having an anti-competitive effect. Discussions relating to product or service pricing, market allocations, membership
restrictions, product standardization or other conditions on trade could arguably be perceived as a restraint on trade and may expose the SOA and its members to
antitrust enforcement procedures.

While participating in all SOA in person meetings, webinars, teleconferences or side discussions, you should avoid discussing competitively sensitive information with
competitors and follow these guidelines:

* Do not discuss prices for services or products or anything else that might affect prices

¢ Do not discuss what you or other entities plan to do in a particular geographic or product markets or with particular customers.

* Do not speak on behalf of the SOA or any of its committees unless specifically authorized to do so.

* Do leave a meeting where any anticompetitive pricing or market allocation discussion occurs.

¢ Do alert SOA staff and/or legal counsel to any concerning discussions

* Do consult with legal counsel before raising any matter or making a statement that may involve competitively sensitive information.
Adherence to these guidelines involves not only avoidance of antitrust violations, but avoidance of behavior which might be so construed. These guidelines only
provide an overview of prohibited activities. SOA legal counsel reviews meeting agenda and materials as deemed appropriate and any discussion that departs from the

formal agenda should be scrutinized carefully. Antitrust compliance is everyone’s responsibility; however, please seek legal counsel if you have any questions or
concerns.



Presentation Disclaimer

Presentations are intended for educational purposes only and do not replace
independent professional judgment. Statements of fact and opinions expressed are
those of the participants individually and, unless expressly stated to the contrary,
are not the opinion or position of the Society of Actuaries, its cosponsors or its
committees. The Society of Actuaries does not endorse or approve, and assumes no
responsibility for, the content, accuracy or completeness of the information
presented. Attendees should note that the sessions are audio-recorded and may be
published in various media, including print, audio and video formats without further
notice.
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Overview

1) Perspective Matters (actuarial vs underwriting)




It Starts with Perspective on Risk

e Actuaries: the general
e The law of large numbers
e Long tail

e Underwriters: the specific
e Here and now




The Law of Large Numbers

e Focus on the big picture

* No need to be right every time but need to be right
on average

e Random error is fine
e Know when you can average or not
e Face amount is important



A Long Time Horizon

e Mortality is a long tailed risk

e Understand the impact of deviations [scenario
testing]




Underwriters: Here and Now

e How does this risk match the perfect risk?

e Speed vs. accuracy
e Face amount is important!!!

* Try this line on your boss: “l don’t need to be right
every time, | just need to be right on average.”



Overview

2) Pricing Basics




Where Does Profit Come From?

e A balancing act

Claims &
Expenses

Premiums
&
Investment




The Reinsurer’s Perspective

Claims &

M

Premiums
&
In ent




P2+ P2 = P2

e Features?
e Comp?
Proper Product Development + Underwriting?
e (laims?
+
e Who?
Prescient Pricing * Howmuch?
* For how long?
= e How risky?

Plentiful Profit



Product Matters!

e fJerm vs Perm

e ferm

* Mostly mortality
e Significant challenges: post level term and conversions

* Permanent
e Significant investment return component



Actuarial Jargon: English Please

Excuse me, sir. Seeing as how the VP is such a
VIP, shouldn't we keep the PC on the QT? 'Cause

if it leaks to the VC he could end up MIA, and
then we'd all be put on KP.



https://en.wikipedia.org/wiki/Vice_President_of_the_United_States
https://en.wikipedia.org/wiki/Very_Important_Person
https://en.wikipedia.org/wiki/Press_conferences
https://en.wiktionary.org/wiki/on_the_Q.T.
https://en.wikipedia.org/wiki/Viet_Cong
https://en.wikipedia.org/wiki/Missing_in_action
https://en.wikipedia.org/wiki/KP_duty

Pricing Return Metrics

 Profit Margin
e Internal Rate of Return (IRR or IRR Spread)

e Return on Equity (ROE)




Allocation of Term Life Premium

M Profit

O Expenses

B Mortality

[0 Capital/Reserves
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3) Underwriting Exceptions




General Population Mortality Distribution
Multiple Preferred UW Class Structure

Pref + Pref Standard Substd

0 Annual mortality rate 1
(for illustrative purposes only)




Sample Underwriting Criteria

Pref + Pref Standard
Cholesterol <210 <240 <300
Ratio <4.0 <55 <7.0
Max. Weight 195 215 245

(6 ft.)



Underwriting Information

Individuals A, B, and C

A B C Pref Criteria
Cholesterol 238 245 175 <240
Ratio 5.3 2.5 2.8 <5.5

Max. Weight 212 175 220 <215
(6 ft.)

Preferred? Yes No No



Preferred Underwriting Deviations

Applicant A meets all of the preferred underwriting
criteria. Applicant B does not meet all of the criteria,

but overall appears to be a better risk than applicant
A.

Should applicant B be eligible for a preferred rating
also?



To Participate, visit underwriting.cnf.io in your browser

Choose your

Type underwriting.cnf.io In Your ) ’

Browser




Poll: Would you make this exception?




Poll: Will this "exception™ have any
material impact on the profitability of
your product?




Preferred Class Without Deviations

Preferred Standard

0 < Mortality Rate > 1



Preferred Class With Deviations

Preferred Standard

Pref + . C
0 < Mortality Rate > 1




Preferred Class With Deviations
p B
» A
Preferred Standard
Pref + . C

Mortality Rate



Single Preferred Class UW Structure
Numerical Example

Pref Standard Decline

Mortality Rate




Single Preferred Class UW Structure
Numerical Example

Pref Standard Decline

Mortality Rate




Allocation of Term Premium Per Pricing

M Profit

O Expenses

B Mortality

O Capital/Reserves




Allocation of Term Premium after Exceptions

M Profit

O Expenses

B Mortality

O Capital/Reserves




Increased Mortality from Class Shift

' O Increased
mortality
M Original mortality




Decreased Profitability from Class Shift

O Decrease in profit
B Remaining profit




Preferred Underwriting Deviations

The shifting of risks from one underwriting class to a
better class will have an impact on mortality.

Keep in mind that a given percentage increase in
mortality will have a much greater effect on
profitability.



Multiple Preferred UW Class Structure
Numerical Example

Substd

pref +| Pref Standard Decline

| Pref ++

Mortality Rate (Qx)
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4) What worries actuaries?




What Worries Actuaries?
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...Also Worries Underwriters

e Antiselection
* Design loopholes

Create communication pipelines
to share your experience
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5) Working together




A Brave New World: Accelerated Underwriting

Actuarial Underwriting
Models IS

Accelerated
Engine




The Feedback Loop

* No feedback loop, no AU

e Monitor metrics Underwriting insight
e Evaluate random holdouts

e Act

Underwriting




Closing Comments

*Perspective matters

*Smaller mortality changes
have more material impact
on margins

Admin/Claims

*\Working together produces
the best results



Questions?

JFilmore@munichre.com
Jean-Marc.Fix@genre.com
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