

DESCRIPTION OF THE STUDY




Observation Period and Policy Issue Years

This report covers the experience for calendar year 1996 and the earliest issue year for all policies reported by participants was 1971.

Policies Included in the Study
Policies for advanced age are those with an issue age of 70 and over regardless of face amount level, where the residence of the insured at issue is the United States, and the currency of the policy is in U.S. dollars.  This study includes only single life policies and exposure which is equal to the net amount at risk reinsured to the participants.

Exposure Calculation
The net amount at risk is assumed to be level throughout the exposure period and is either the most current information or the recorded face amount as at the end of 1996, depending on the company's reporting method.

For a policy in force through the study year, two exposure records are created.  One reflects the fraction of the year between the prior December 31 and the policy anniversary.  The other reflects the fraction of the year between the policy anniversary and December 31 of the study year.  Obviously these two fractions sum to one.  The difference between the two records is in the policy duration.

For policies withdrawing during the study year, one or two exposure records will be created, depending on whether the withdrawal is before or after the anniversary date.  The exposure fraction is calculated consistent with the in force situation.  Fractions would not sum to one in this case except for withdrawals occurring on December 31 of the study year.

For death claims, one or two exposure records will be created, depending on whether the death occurs before or after the anniversary date.  Note the difference in treatment of exact anniversary deaths and withdrawals.  The exposure will be one for the record reflecting the period in which the death occurs.  Hence, the total exposure will be greater than one for policies with deaths that occur on or after the anniversary date.

For policies issued in the study year, one exposure record will be created consistent with the rest of the exposure calculations.  Hence, a policy issued on January 1 of the study year will contribute one day less than a full year's exposure to the study, while one issued on December 31 of the study year will be included in the study, but with a zero exposure value.

Expected Deaths
Expected deaths in the study are based on 100% of the Society of Actuaries A75-80 Basic Select and Ultimate Tables (pages 205-227 of TSA 38, 1986).  The tables vary by sex and age type (age nearest birthday and age last birthday).  

The A75-80 Basic Tables were extended to issue age 90 and the resulting tables were used to calculate the expected mortality for issue ages over 70.  In the 1990 study, the ultimate attained age was 100.  Study years 1991 and later extended this ultimate age to 105 using the constant difference pattern implicit in the values at age 100 and immediately prior.  The extension is described in Appendix F.

For substandard risks, the appropriate base table was increased by the appropriate substandard rating.

Actual Deaths
Actual claims are the amounts actually paid by the reinsurer.  In the case of contestable claims, the actual claim amount is that actually paid out, if any.

Other Comments
Underwriting status refers to the standard and substandard categories.

Preferred and Non-preferred risks are treated as Regular risks.

Reinsurance status refers to how the participating company receives the business based on automatic, facultative and shopped categories.

Participants to the Study
See Appendix A.

In the 1996 study, 9 participants from 1995 remained and no new participants entered.

Products Included in the Study
Permanent plans include Whole Life, Limited Pay Plans and other permanent plans.  Universal Life plans are interest-sensitive plans with a cash value buildup.  Term plans include Re-entry, Level and Decreasing type plans.

Overall Experience
The experience underlying the year 1996 data is based on a total exposure of $1.3 billion and claims of $16.2 million.  The total 1996 exposure by number is 6,176 policies and 144 deaths.

Nine of the thirteen participants from the 1995 study remained and no new participants entered.  There is a 35% decrease in business from the previous participants.

 The overall mortality ratio by amounts for the 1996 study is 32.8%

The overall mortality ratio by number for the 1996 study is 54.3%

Experience by Sex
55% of the total exposure by amount was from policies issued on male lives.

The mortality ratio by amount for males is 30.1%.  The mortality ratio for females is 38.1%. The 1995 Report showed 28.1% and 31.8% respectively.

The mortality ratios by number are 51.1% and 60.9% for males and females respectively.  The 1995 Report showed 49.3% and 59.9% respectively.

Experience by Issue Age
Almost all of the claims occurred between the ages of 70 and 79 since over 95% of the exposure by both number and by amount is in this age range.

Experience by Policy Years
The mortality ratio by amount varies greatly by policy year, with the highest ratio at duration 16+.  The mortality ratio by number is less than the overall ratio for durations 1-5, with the exception of duration 5.

Experience by Classification Amount
The $500,000-$1M band showed the highest mortality ratio by amount. The highest mortality ratio by number is in the > $5 M band.   The mortality ratio by amount fluctuated between 34% and 63% for other bands under $ 2M.  Low exposures exist at for bands above $2 M.

The experience by classification amount in the study is calculated using one record per policy.  If the experience was calculated using one record per life several claims would move to higher classification amounts.

A total of 144 claims were reported. More than 96% of claims by number were reported in bands below $2M.

Experience by Smoking Status
The mortality ratio by amount for non-smoker is 30.6% (24.9% in 1995).  The ratio for smoker is 26.0% (62.6% in 1995).  The expected level of mortality for smoker is normally about 1.4 times the mortality for non-smoker.  The A75-80 Basic Tables are not differentiated by smoking status.

Experience by Underwriting Status
The mortality ratio by amount for standard policies is 32.9%.  The ratio is 32.8% for substandard policies.

The exposure amounts are distributed 77.1% and 22.9%, respectively.

Experience by Reinsurance Status
The mortality experience for facultative business is lower than the mortality experience for automatic business. This was also true in 1995.  Since the automatic business has lower medical underwriting standards, the higher ratio indicates the value of underwriting.

The mortality ratio by amount for policies reinsured automatically is 56.4%, and for policies reinsured facultatively, 25.5%.

Facultative business accounted for over 70% by exposure amounts.  There was no shopped business reported.  Shopped policies are defined as those sent facultatively to one or more reinsurer(s) to obtain the most competitive underwriting assessment.

Historically (prior to 1995), there has been about twice as much facultative business as automatic, with significant mortality fluctuation in both sets of mortality ratios.

Experience by Plan of Insurance
The plan of insurance was provided for 3,053 policies (49.4%; 76.5% in 1995).  These were grouped as universal life (747 policies; 24.5%), whole life (1,306; 42.8%) and term (1,001; 32.8%).

Experience by Method of Reinsurance
The method of reinsurance was provided for all of the policies.  These were grouped as YRT (5,467 policies; 88.5%), coinsurance (703; 11.4%) and modified coinsurance (6; 0.1%).

Experience by Cause of Death
A total of 144 claims are included in the claims analysis.  Of those, 62 (43.1%) have for cause of death Circulatory and 29 (20.1%) have for cause of death Cancer.  Only 2 claims (1.4%) are reported in the Misadventure category.

A total of 30 (20.8%) "Other Disease" claims are reported.

Experience by Sex
A total of 91 claims are reported on male lives.  This represents 63.2% of all the claims.  Male exposure by number is 53.7%.

Experience by Issue Age
A total of 104 claims occur in the issue age group 70-74.  Of those, 47.1% are Circulatory, 19.2% are Cancer and 19.2% are “Other Disease”.  Thirty-five claims are in the 75-79 age group, with 31.4% Circulatory, 25.7% Cancer, and 22.9% “Other Disease”.  Five claims are reported for ages 80+.

Experience by Policy Years
Circulatory deaths account from between 12% and 50% of deaths in durations 1-5 and for at least 37% of deaths in durations 6+.

Cancer claims account for 0% to 25% of deaths in all durations except for durations 4 (50%) and 5 (33%). 

Respiratory deaths have been, in the past, observed to occur mostly after the 5th policy  year.  In 1996, 3 out of 6 respiratory claims occurred in durations 1-5.

Experience by Classification Amount
78.5% of all claims are reported in the first three bands (i.e. amounts less than $500,000).  Over 46% of claims are in the <$ 100,000 band, and almost 21% in the $ 100,000 - $250,000 band.

Circulatory and Cancer claims account for over 44% of claims by band.

Experience by Smoking Status
12.5% of smoker deaths are Cancer and 50.0% are Circulatory.  Of non-smokers, 42.7% were Circulatory and 20.8% Cancer.

Experience by Reinsurance Status
Just over 45% of all claims are reinsured on an automatic basis.  39.4% of claims reinsured on an automatic basis are Circulatory deaths and 24.2% are Cancer deaths.

Experience by Underwriting Status

Approximately 53% of claims are rated as standard cases.  46% of Standard cases are Circulatory deaths and 17% are Cancer deaths.
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