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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:

* Donotdiscuss prices for services or products or anything else that might affect prices

* Donotdiscuss what you or other entities plan to do in a particular geographic or product markets or with particular customers.

e Donotspeak on behalf of the SOA or any of its committees unless specifically authorized to do so.

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

e Doalert 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.
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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.

’ SOCIETY OF
ACTUARIES-



Waiver of Premium — Disability: The benefit that
gets no respect!




Background

e SOA Experience Studies Executive Committee (ESEC)

e Research Executive Committee (REC)
e ESEC and REC now combined under one committee - REC
e Collaborate with SOA staff, prioritize research and experience

studies
e Recommended 2 phase study of waiver benefits

* Survey
e Experience Study

* Individual Life Experience Committee

e Regulator Interest
e Materiality considerations
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Highlights from the SOA’s Waiver Survey
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The Survey

* Product Development Section, Financial Reporting Section,
and Committee on Life Insurance Research

e Surveys were sent to the 50 largest US insurers and the
sections distribution lists

e Questions about waiver of premium riders attached to
universal life, whole life, and term life policies

e Focused on 2016 policies sold

e 14 companies responded, representing approximately 18%
of the individual life market
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Waiver of Premium — Pricing

e Time since last repricing

Universal Life Whole Life Term Life
This past year 0 1 0
1-3 years ago 0 0 0
3-5 years ago 2 1 3
5-10 years ago 3 2 2
More than 10 years ago 9 3} 7
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Waiver of Premium — Reserving

e Incidence rates for active life reserves

Statutory GAAP
1952 SOA Disability Table 8

1964 CDT Table

1985 CIDA Table
12013 Individual Disability Table
| Company experience
'Other

= =2 O N O
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e All tables used at 100%
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Waiver of Premium — Reserving

e Termination rates for disabled life reserves
Statutory GAAP
1952 SOA Disability Table 10
1964 CDT Table 0
1985 CIDA Table
12013 Individual Disability Table
| Company experience
'Other

Y N e NN
G e =N N R IEN

e All tables used at 100%
 No mortality improvement assumed
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Comparison of Various Disability
Morbidity Tables
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Current Valuation Standard
NAIC March 2019 Accounting Practices & Procedures Manual, Vol. 1, A820-3

e For total and permanent disability benefits in or supplementary to ordinary policies or
contracts, the tables of Period 2 disablement rates and the 1930 to 1950 termination
rates of the 1952 Disability Study of the Society of Actuaries, with due regard to the
type of benefit or any tables of disablement rates and termination rates adopted after
1980 by the NAIC, for use in determining the minimum standard of valuation for those
policies.

 The Period 2 disablement rates are those from the study with anniversary dates
between 1935 and 1939.
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Newer Disability Tables

e Since 1952 several new disability tables have been developed.

 These were developed for individual disability, group disability, and group
life waiver of premium.

* These products have different underwriting, plan designs, and
individual motivations for purchasing the products, which makes them

not appropriate for individual life waiver riders.

* They are illustrative, though, to explain how disability incidence and
terminations have changed over time.
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Newer Disability Tables

e 1985 Commissioner’s Individual Disability Table A (1985 CIDA)
e An update to the 1964 Commissioner’s Disability Table (1964 CDT)
e Designed to be used for individual disability income policies

e Expands on the 1964 table by providing separate results by gender and occupation
class

e 2005 Group Term Life Waiver Reserve Table (2005 GTLW)
e The first update for group waiver since the 1970 Krieger table
e The first group waiver table to include claim termination rates that vary by gender
e Current valuation standard for Group Term Life Waiver
e Study currently underway to create a new valuation standard
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Newer Disability Tables

e 2012 Group Long Term Disability Valuation Table (2012 GLTD)
e Based on group disability experience from 1997 through 2006

e Replaced the 1987 Commissioner’s Group Disability Table (1987 CGDT) as the
statutory claim termination basis

e Adds distinctions for gender, diagnosis, monthly benefit amount, and definition of
disability

e 2013 Individual Disability Income Valuation Table (2013 IDI)
e Based on individual disability income experience from 1990 through 2007
e Will become the new statutory valuation standard for IDI policies starting in 2020

e Contains distinctions for categories such as benefit period, market type, product
type, diagnosis, and tobacco use
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Sample Claim Reserves: Male

300,000
= 1952 table produces lower
_ 250,000 initial claim reserves at
S 200,000 almost all ages
g l4
£ 150,000 = Assumes Occupation Class 1 (white-
8 e ——— collar and professional occupations),
© 100,000 180-day elimination period, gross
= monthly benefit = indexed gross
- 50000 = monthly benefit = $2,000, benefit
’ period ends at age 99, 24-month own
occupation period, 3.5% interest, no
) diagnosis category, no cost-of-living
20 25 30 35 40 45 50 55 60 adjustment (COLA).
Age at Disability
-=35 CIDA 2005 GTLW —7012 GLTD

2013 IDI Valuation==1952 Table
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Sample Claim Reserves: Female

350,000

200,000 = 1952 table produces lower
o initial claim reserves at
& 250,000 almost all ages
< 200,000
£ = Assumes Occupation Class 1 (white-
8 150,000 ——————— collar and professional occupations),
© 180-day elimination period, gross
=

100,000 / monthly benefit = indexed gross
— monthly benefit = $2,000, benefit
50,000 period ends at age 99, 24-month own
occupation period, 3.5% interest, no
diagnosis category, no cost-of-living
20 25 30 35 40 45 50 55 60 adjustment (COLA).

Age at Disability

=35 CIDA 2005 GTLW —=?012 GLTD
2013 IDI Valuation==1952 Table
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Incidence Rates per 1,000

12 " |ncidence rate curves have
been “flattening” over time

=
o

= 1952 incidence rates do not
extend past age 59

(00}

2005 GLTW and 2012 GLTD
tables do not contain
incidence rates

Incidence per 1,000
IN o
|

= 2013 IDI and 85 CIDA tables include
5% margin

20 25 30 35 40 45 >0 2> =  Assumes Occupation Class 1 (white-

Attained Age collar and professional occupations),
—1952 Table 2013 IDI - Male ~ —2013 IDI - Female accident and sickness causes
85 CIDA - Male 85 CIDA - Female combined, 180-day elimination
period
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Active Life Reserves per $100 of Monthly Benefit

160 = Starting with age 46, ALR
140

from 1952 table is higher
120 than from newer tables.
100 = Gap between the male and
female ALRs has widened
80 from 1985 CIDA to 2013 IDI.
=  Assumes Occupation Class 1 (white-collar and
60 professional occupations), accident and sickness
causes combined, aggregate smoker status, 180-
40 day elimination period, 3.5% interest, coverage
to age 59, benefits to age 65, 2017 CSO
20 mortality and lapse rates.
=  The 2013 IDI Valuation Table includes a 5%

incidence margin, a 5% termination margin in
year 1 and a 15% termination margin in years

Active Life Reserve

25 30 35 40 45 50 55 2+.
. =  The 85 CIDA Table includes a 5% incidence
Attained Age margin. It also includes a 5% decrease in claim
—1952 Table 2013 IDI - Male —2013 IDI - Female termination rates in the first claim year, and a
5% decrease grading to 0% in months 13-18
85 ClDA - Male 85 ClDA - Female thereafter.
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Product Design

e Type of base plan

e Traditional

e Term
e WL
* |nterest Sensitive/UL

e Term Conversion — Interaction with Waiver Benefit

* Premiums continue to be waived on permanent policy, regardless of
when conversion is elected

* Premiums waived on permanent policy, when conversion is elected at
end of term period

e Waiver benefit stops upon conversion

e Interest Sensitive/UL
* Waive monthly deductions
e Waive specified amount
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Underwriting Considerations

e Correlation between mortality and morbidity risk
e Materiality of waiver benefit relative to base coverage

e Limited Pay Plans

e Special attention required
e Underwriting guidelines based on face amount vs premium level

 How benefit is elected on application

e Positive election
e Negative election (benefit is added unless opted out)
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Product Taxation

e |RC Section 7702
e Qualified Additional Benefits (QAB’s)

 The term “qualified additional benefits” means any -
e Guaranteed insurability

e Accidental death or disability benefit
e Family term coverage

* Disability waiver benefit —

e Other benefit prescribed under regulations

 QAB treatment allows pre-funding, within prescribed limits
e Current vs Guaranteed Charges
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Product Taxation (cont’d)

e Cost Basis
e Premiums Paid for Waiver Benefits
 \Waived Premiums

e 7702A MEC special considerations

 |f Waiver Benefit expires, treat as decrease in coverage?
e Expiration within 7 year test period
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Experience Studies

Not your typical individual life experience study
* Incidence rates

e Claim termination rates

* Recovery
e Death
* Expiration of benefit

Basis used for experience rates
e Per 1,000 of base insurance face amount

e Per SX Premium
e Per Policy

Product Type
e Universal Life type products
e Level Term w/ Post Level Term

Data Sources
e Not as robust for waiver
e May have to use simplifying assumptions and methods
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Questions?

JENNIFER FLECK
Consulting Actuary, Milliman
Jennifer.Fleck@Milliman.com
207-771-1202
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