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This article first appeared in the September issue of
Reinsurance News. It is reprinted here with permission.

n 2014, the SOA Product

Development and Reinsur-

ance Sections, along with the
Committee for Life Insurance
Research engaged Reinsurance
Group of America (RGA) to
undertake a research project on
term conversion practices and
mortality experience.

The project was split into two
phases:

® Phase 1 is an assumption
survey which is focused on
product features and conver-
sion practices.

* Phase 2 is an experience
analysis of level term busi-
ness as it transitions from the
term policy into the convert-
ed permanent policy.

The Phase 1 survey was com-
pleted by 21 companies that
made up 52 percent of the 2013
term sales in the market. This
article summarizes some inter-
esting findings from the survey.
The complete survey report
can be found at hbitps://www.
soa.org/Research/Research-Proj-
ects/Life-Insurance/2015-sur-
Vey-conversion-assumptions. aspx.
Throughout this article, graphs
are pulled directly from the
complete survey report for ease
of reference for the reader.

COMPANY INFORMATION

The first section of the survey
focused on sales distributions
of the participating companies.
On average, more than half of
the survey respondents’ sales in
2013 came from term policies,
and approximately one-third of
their in-force business is made
up of term policies. Approxi-
mately 1.1 percent of respon-
dents’ term policies converted
to permanent business each
year. The phase 1 survey results
were presented at the 2015
SOA Life and Annuity Sympo-
sium which included audience
participation via polling ques-
tions. These polling questions
helped to give further insight
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The Phase 1 survey was
completed by 21 companies that

made up 52 percent of the 2013
term sales in the market.

into the conversion process.
The results of the audience
polling generally supported the
previously mentioned statistic
as approximately 61 percent of
the attendees indicated that be-
tween 0.5 and 3 percent of their
term policies have converted to
permanent business annually.

When looking at the data
(Graph 1) by policies issued in
2013 supplied by companies
who provided a percentage of
business converting each year,
note the range of converting
business is between zero and
three percent. Furthermore,
the information which has been
presented by conversion per-
centage from largest to smallest
does not indicate an apparent
correlation between business
mix and conversion percentage.
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The proportion of in-force
policies tells a very similar
story in Graph 7. Companies
were asked to provide three
data points as of year-end 2013,
including term business, non-
converted permanent
ness (nonterm), and perma-
nent business converted from
term (converted permanent).
The mix of in-force business
attributed to converted per-
manent policies ranges from
zero to 10 percent of the total
in-force business for any giv-
en company who responded
with each of three data points
requested. For some compa-
nies, Graph 7 shows the overall
percent of converted policies in
force is not an immaterial por-
tion of in-force business and
should not be overlooked.
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Graph 7
Policies Inforce Year End 2013
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Multiple of Best Estimate Mortality Expectation for Converted Business
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CONVERSION BEST
ESTIMATE MORTALITY

The survey asked respondents
to provide the best estimate
mortality expectation for con-
verted business as a percentage
of non-converted permanent
business issued at the same
time of the original term poli-
cy, referred to as Point-in-Scale
Mortality (PISM). For exam-
ple, a term policy that converts
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in the 8th duration is compared
to an underwritten permanent
policy that is in its 8th duration.

Seventeen of 21 companies an-
swered this question. Twelve
companies provided a flat mul-
tiple of PISM. These multi-
ples ranged from 100 percent,
meaning no additional mortali-
ty for converted business to 200
percent, or two times the mor-
tality for converted business as

a percentage of non-converted
business.

The remaining five companies
provided mortality multiples
which varied by duration since
The multiples
started anywhere from 200 per-
cent to 500 percent (well above
the flat multiples provided by
the other 12 companies) grad-
ing down to approximately 150
percent or 100 percent, 10 to 15

conversion.

years after the policy converted.
This indicates that some com-
panies see anti-selective behav-
ior of conversions that is more
prominent immediately after
conversion and wears off in the
later policy durations since the
conversion.

The results of all companies
were averaged by equal weight
as well as weighted by face
amount totals as of year-end
2013, shown in Graph 13.

Both averages show the same
assumption trend in mortal-
ity since conversion: higher
mortality immediately upon
conversions as a percentage of
PISM, grading down to little or
no additional mortality after at
least 15 years since conversion.

CONVERSION PROCESS

The conversion process, con-
sisting of topics relating to
administration, auditing and
experience studies was also
surveyed. While three of the
21 respondents indicated that
conversions are coded as lapses
or surrenders, the remaining 18
companies indicated that con-
versions are identified by their
own individual code in com-
pany systems. Once the policy
has been converted to a per-
manent plan, it can be coded as
in force or new business. Eigh-
teen of the 19 companies who
responded indicated that they
track converted policies as new
business. Since conversions are
technically a continuation of
another contract, this adminis-
tration process may be contrib-
uting to the fact that only nine
of the 21 companies indicated
that they could identify con-
version on permanent plans
as well as link the permanent



plan back to the original term
policy. Some of the companies
expressed interest in improving
this process.

Conversions are generally ad-
ministered on the same systems
as their permanent and term
policies. While every compa-
ny indicated that conversions
and permanent policies are
administered together, only 19
of the 21 respondents indicat-
ed that conversions and term
policies are administered on
the same system. For the two
remaining companies the term
and conversion policies would
be administered on a different
system depending on what type
of product the policy would be

converted.

The survey also asked each
company if they had the ability
to audit their conversion pro-
cess. Only 10 of the 21 compa-
nies had the ability to audit and
only three of those companies
who audit are doing so on a
regular basis (at least annual-
ly). Based on the findings of a
conversion audit, two compa-
nies responded that they have
enacted changes. The desire to
improve current auditing pro-
cesses tended to be a general
theme among the respondents’
additional comments.

When asked about conversion
mortality studies, 16 companies
indicated that they are able to
look at conversions separately
from other data, six of which
can review their mortality stud-
ies with and without conver-
sions. Moreover, 13 of the 16
companies with the ability to
look at conversions separately
do perform separate conversion
mortality studies.

CONVERSION
PHILOSOPHY

When asked whether or not
conversions were encouraged,
only four of the 21 companies
indicated that they are not en-
couraged, while two companies
were unsure. The remaining
breakdown in Chart 18 shows
eight companies encouraging
conversions to any insured at
any time, four companies en-
couraging conversions to any
insured at certain times, and
three companies encouraging
conversions to certain insured
at certain times.

This seemed to be the gener-
al consensus at the 2015 SOA
LAS presentation as well, as 72
percent of the polling respon-
dents fell into one of the three
encouragement camps and only
9 percent claimed their compa-
ny does not encourage conver-
sion.

Chart 18
Encourage Conversions Responses
At any time to every insured 8
At certain points in time for every insured 4
At certain points in time to certain insured 3
We do not encourage conversions ever 4
Not sure 2

One of the hottest topics in the
industry today is the idea and
implementation of predictive
modeling. When asked if pre-
dictive modeling is currently
used to target conversions no
company admitted to be doing
so, however, two companies
indicated that they have either
begun to investigate it as a pos-
sibility or potentially will con-
sider it in the future.

Chart 19 shows the majority of
the survey respondents indicat-
ed that they build the cost of
conversion into the term policy
either implicitly or explicitly.

Chart 19

of participating companies
(18/20) responded that they re-
insure conversions. 'Iwo com-
panies out of 17 respondents
recapture the conversions and
cede them to the permanent
pool, while 15 of the companies
indicated the conversions stay
with the original reinsurance
pool regardless of permanent
pool participation.

Slightly more than half of the
companies (10/18) indicated
they are paying separate rates
for conversions regardless of
participation in the permanent
pool. These companies may

Conversion Philosophy

Cost of Conversions

Responses

Implicitly built into the term policy 5
Explicitly built into the term policy
Implicitly built into the permanent policy

7
5

Explicitly built into the permanent policy 2
Not built into either term or permanent policy 1
1

Conversion has no cost

Implicitly refers potentially to
embedding the cost into the
mortality assumption and ex-
plicitly refers to potentially per
policy or per unit additional
costs specific to conversions
charged in pricing. Conversely
and interestingly enough, at the
2015 SOA LAS presentation,
most polling responses indicat-
ed that they believed the cost of
conversion would be built into
the permanent policy (48 per-
cent total), not the term policy
as the survey indicated.

CONVERSION
REINSURANCE

The survey concluded with
a section on reinsurance of
converted policies. Almost all

recognize the conversion pol-
icies should be treated differ-
ently than the other reinsured
permanent policies. Five (5/18)
respondents pay permanent
point-in-scale rates upon con-
version to reinsurers that are in
both the permanent and term
pools. The remaining responses
are shown in Chart 20.

At the Life and Annuity Sym-
posium a polling question was
asked on the structure of rein-
surance premiums. The larg-
est portion of respondents, 39
percent, answered that they pay
permanent point-in-scale rates.
This differed from the survey
report results above, where
indicated

most respondents

CONTINUED ON PAGE 22
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Chart 20
Structure of Reinsurance on Converted Policies Responses
We pay separate rates for conversion regardless of permanent pool participants 10
Reinsurers that are not in existing permanent pool are paid based on the 1
reinsurance terms of the original term policy as if it didn’t convert
Reinsurers that are in both the term and permanent pools are paid permanent point 5
in scale rates upon conversion
We do combinations of the above depending on the reinsurer 2
paying separate rates for con- ine the mortality of converted B .
versions. business. It will be interesting FSA, MAAA is

PHASE 2

As indicated in the survey, most
companies are identifying the
conversions in their adminis-
tration systems, but the issue
is tying the permanent policy
back to the original term poli-
cy. This is the biggest challenge
facing Phase 2 of this project in
completing a mortality study
on converted business when
original issue date or durations
since conversion is lost.

A goal of the Phase 2 Experi-
ence Analysis portion of this
research project is to exam-
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to compare Graph 13 from
the Conversion Best Estimate
Mortality Section to the actual
experience study results as they
become available.

The remaining focus of Phase
2 is to analyze the level term
business as it transitions into a
converted policy. Conversion
rates will be compared to the
underlying conversion privileg-
es where available.

This analysis is currently on-
going, but a first look at results
will be presented at the SOA
Annual Meeting in October. B
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