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Appointed Actuaries survey results: Part II 

What practices actuaries followed for 
1992 reserves 

by Lhnna R. Chire and Murin Thomson 

T hc February Actzuwy included rcsults of Part 1 of a 
survey of appointed actuaries sponsored by the 
Amcrican Academy of Actuaries Committee on Life 

Insurance Financia1 Reporting and the Society of Actuaries 
Financial Rcporting Section. This article summarizcs Part II 
of thc survey, which asked what the appointed actuary did 
for asset adequacy tcsting. 

Responses carne from 140 actuaries. Thirteen people, or 
about 10% of those responding, stated that rcscrves were 
increased as a result of tcsting. This implics that some people 
did discover asset adequacy problems. 
Asset testing 
Some questions involvcd asset modeling. Of those replying, 
93% had 5% or less of their assets in real estate. Only four 
respondcnts said real estate was more than 10% of their port- 
folios, with one stating real estate made up 50% of its assets. 
Two of these four companics increased the amount 
of reserves held. 

Collateralized mortgage obligations (CMOS) were a 
popular invcstmcnt vehicle for the insurance companies. 
CMOS averagcd 16% of the portfolios of the respondents 
who had them, although 25% of the respondents had no 
CMOS. About 14% stated CMOS wcre at least 40% of their 
assets. Two of those companies put LIP extra reserves. 

Onc-third had no commcrcial mortgages in the model. 
Two companies that put up extra reserves indicated they had 
a large percentage of assets in commercial mortgages. Of 
those who modeled commercial mortgagcs, about one-half 
used the default rates based on either the AVR rates or some 
outsidc study. Some that used their own study indicated they 
also checked rates with outside sources for consistency. 

The survey also asked what asscts caused trouble in 
modeling. Asidc from CMOS, thc most popular answcrs 
were equity-type assets, such as real estate, common stocks, 
joint vcntures, and limited partnerships. Many actuat-ies’ 
solution to the modeling problem was to put these assets 
in surplus. 
Expenses 
The survey asked how people dctcrmined that the invest- 
ment and insurance expenses used wcrc rcasonable. Many 
actuaries compared these expenses to annual statement 
numbers. Others used their own company’s expense survey. 

Some actuarics said they increased the expense levels 
for inflation. 

Onc question asked whcthcr shareholder dividends 

should be reflected in the testing. At least 20% of the 
respondents tested sharcholder dividends. (Some of the 
other surveys carne from mutual companies, where this ques- 
tion was not applicablc.) One way actuaries said they deter- 
mined the dividend amount was to pay out the exccss above 
the target surplus formula. 
Liabilities 
Most pcople answering thc survey based lapse and morbidity 
and mortality assumptions on their own company cxperi- 
cnce. Severa1 also considered industry experience. Somc 
actuaries said they based the lapse assumption on the 
LIMRA/SOA study on SPDA persistency. 

Most people survcyed did not include mortality improvc- 
ments in the testing. Of those that did, severa1 only included 
it on the annuity side, where mortality improvements could- 
cause a company to suffcr losses. A slightly higher percent 
of people reflected AIDS in their testing. Some said that 
separate AIDS reserves already had bcen set up. 
Data 
Another question asked about obtaining data. About 
half thc rcspondents said they had difficulty obtaining data, 
espccially for CMOS. Some who based testing on year-end 
information mentioned the difflculty of getting accurate data 
in thc time allotted. 

About half the respondents mentioned that they used 
pre-year-end data. September 30 data was the most 
popular alternativc date. Most of these did some sort of 
reconciliation to year end. Some said they examined all kcy 

characteristics of the data, such as the duration and yield of 
the assets by asset type, and the age-sex-smoker-size status 
of the liabilities. Others did a more cursory cxamination. 
Some actuaries updated their testing for year-cnd yield 
curves, sincc they felt that the intcrcst rates changed enough 
to warrant the update. 
Sensitivities 
Most of those survcyed did some form of sensitivity 
testing. The most popular types of scnsitivity testing 
included lapses, mortality and morbidity assumptions, 
returns on various asset types such as CMOS, asset default 
rates, and expcnsc assumptions. Others mcntioned testing 
mortgage prepayments, interest and dividend crediting -’ 
strategies, and reinvestment/disinvestment strategies. Som. 
actuaries also tested interrelationships, that is, high mortality 
and high lapses. There were six companies in the survey that 
increased reserves as a result of sensitivity testing. 
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e nalyzing results 
Most pcople analyzed intermediate results. More than half the people surveyed 
said they considered the size of the intcrmediate ncgatives in relation to surplus. 

Severa1 companics only tested the basic seven interest scenarios. Those that did 
a few morc scenarios typically tcsted inverted intercst rate sccnarios. Scveral tested 
more scenatios, at least for certain lines of business. About onc-third of those 
surveyed did stochastic testing. 

Most companies surveyed “passed” al1 seven basic scenarios. Eight companies 
failed one scenario, and four of those established extra reserves. Four companies 
failed hvo scenarios, and three of those put up extra reserves. 

The survey asked how many positive outcomes were needed for the tests to be 
considered passing. Of those that answered this question, most said all of the basic 
seven, with some believing that passing was five or sis of the seven. For random 
scenarios, the answcrs typically ranged behveen 80% and 100% pass ratio. At least 
one person pointed out that severa1 factors entcred into the equation, such as 
whcther “reasonable” or “conservative” assumptions were used in the testing. 
Opinion language 
Severa1 people changed at least some of the recommended wording of the 
actuarial opinion. Some changes were made to give the actuary morc protection. 
Another area changed was in the list of liabilities, adding, for example, cost of 
collcction in excess of loading, net duc and deferred premiums, dividend liability, 
liability for unauthorized reinsurance, and separate account transfers. 

Many of these survey results were incorporated into the 1993 Practice Notes 
dctailing current practiccs in asset adequacy analysis. As more is learncd about 

asset adcauacv analvsis. current practices will evolve and should provide more 
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1, 2, 
ful information to management. 
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Intensive review seminars offered 
The following intensive review seminars will be offered in Philadelphia. 

Sponsored by Temple University Actuarial Institute 

Course 140 April 16-17 Course 200 April 13-16 
Coume 151 April 7-9 Course 230 April 18-19 
Course 160 April29-30 Course 1340 April 6-9 
Course 165 April9-10 

CAMAR (Casualty Actuaries of Mid-Atlantic Region) 
review seminars of interest to SOA students 

Course 100 April7-10 Course 135 April22-23 
Course 110 April 14-17 Course 4B March 6-8 
Course 120 April 24-25 

For more information, write to Bonnie Averbach, Program in Actuarial Science, 
Ritter Annex 475 (004-OO), Temple University, Philadelphia, PA 19122, or 
al1 215/204-8153. 
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The Research Dcpartment is always 
looking for volunteers knowledge- 
able in any practice area. If you 

are interested in morc information 
on being a volunteer, please cal1 
the Research Department at 
708/706-3573. 

Following is an update of recent 
research activities: 

l The fimal report of the 
1986-89 pilot Credit Risk study 
for private placement bonds and 
commercial mortgages is available 
through thc SOA Books 
Department, 708/706-3526. 

l Data for the Universal Life 
Persistency study has bcen received 
from 21 companies providing 
700,000 policy records. Data 
validation is continuing, and 
analysis is scheduled to begin by 
the end of March. 

l Results of the Long-Term 
Bond Yields study are schedulcd 
to be presentcd at Session 80, 
April22, 1994, at the SOA spring 
meeting in Orlando. 

l A report on the data collectcd 
for the Reinsurance Mortality expe- 
riente study has becn complcted. 

l The eight Requests for 
Proposals (RFPs) announced in 
a Ayer with the January Actztary 
brought in severa1 proposals to 
complete specified research projects. 
The projccts included three topics 
in the health practice area, three 
topics related to dynamic solvency 
testing, a retirement systems topic, 
and a projcct on multi-life risks. 


