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SYMPOSIUM PROCEEDINGS 
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A R E P O R T  ON THE STATUS OF THE 

SOLVENCY COMMITTEE R E P O R T  

(CANADIAN SESSION) 

MR. DAVID R. JOHNSTON: At this  sess ion we ' re  going to give an u p d a t e  on the  

th ink ing  of  the  CIA's C o m m i t t e e  on Solvency  S tandards .  The c o m m i t t e e  was  

e s t ab l i shed  las t  y e a r  wi th  a m a n d a t e  to s t u d y  so lvency  t e s t i ng  for  f i nanc i a l  

i n s t i t u t i o n s  and to deve lop  s t a n d a r d s  for  a c t u a r i e s  doing this  work.  At  th is  t i m e  

we are  looking only a t  i n su rance  compan ies ,  even  though  our m a n d a t e  is b roade r .  

All t h r e e  of  us a re  m e m b e r s  of  the  CIA C o m m i t t e e  on Solvency  S tandards .  

My task  is to  se t  the  s t a g e  for  the  two speakers  who fol low me.  I wan t  to t a lk  

about  why t h e r e  is a need  for  so lvency  s t a n d a r d s  in C a n a d a  and,  in g e n e r a l  

t e r m s ,  how we see the  work of  our c o m m i t t e e  p roceed ing .  Trevor  Howes  will 

ou t l ine  basic  concep t s  and pr inc ip les  of  so lvency  r e p o r t i n g  as c u r r e n t l y  being 

deve loped  by our c o m m i t t e e .  Bill Black  will f in ish  up, desc r ib ing  an in i t i a l  

app roach  to so lvency  r e p o r t i n g  t h a t  we f ee l  m a y  be p r a c t i c a l  in the  shor t  run and 

t h a t  r e l a t e s  to  the  C a n a d i a n  L i fe  and H e a l t h  Insu rance  Assoc i a t i on  (CLHIA) 

f o r m u l a  t h a t  Wayne  Bergquis t  de sc r ibed  ea r l i e r .  

The opinions we express  and the  d i r ec t i ons  we are  cons ide r ing  are  n e i t h e r  ca rved  

in s tone  nor  as y e t  approved  as o f f i c i a l  po l i cy  by the  C a n a d i a n  I n s t i t u t e  of  

A c t u a r i e s .  R a t h e r ,  t h e y  i n d i c a t e  our c o m m i t t e e ' s  th ink ing  a t  this  t i m e .  We hope 

to  ge t  f e e d b a c k  to help  us. 
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As s e v e r a l  s p e a k e r s  have  p o i n t e d  out~ the  v a l u a t i o n  a c t u a r y  c o n c e p t  has e x i s t e d  

in C a n a d a  s ince  1978. Since  t h e r e  we re  no gu ide l ines  or s t a t u t o r y  r e g u l a t i o n s  

ex i s t i ng  to help the  v a l u a t i o n  a c t u a r y ,  the  CIA d e v e l o p e d  the  f i r s t  se t  of 

R e c o m m e n d a t i o n s ,  or s t a n d a r d s ,  in 1978 to p rov ide  t ha t  gu idance .  These  CIA 

R e c o m m e n d a t i o n s  have  p r o v e d  invaluable~ but  n o n e t h e l e s s  t hey  have  had a 

n u m b e r  of  s e r ious  d e f i c i e n c e s .  

The p r i m a r y  p r o b l e m  was t h a t  in m a n y  a reas ,  the  gu idance  g iven  was too  

g e n e r a l .  In p a r t i c u l a r ,  t he  a p p r o p r i a t e  d e g r e e  of  c o n s e r v a t i s m  in the  va lua t i on  

a s s umpt ions  was no t  c l o s e l y  de f ined .  O t h e r  m a t t e r s  a re  only being d e a l t  wi th  

now th rough  the  d e v i c e  of  t e c h n i q u e  pape r s .  

O v e r  t he  s a m e  pe r i od ,  p r i c e  c o m p e t i t i o n  has s h a r p e n e d ,  bo th  wi th  the  l i fe  

i n s u r a n c e  i n d u s t r y  and aga ins t  t r u s t  c o m p a n i e s  and banks in c o n n e c t i o n  wi th  

c o m m o n  p r o d u c t s .  As a r e su l t ,  t h e r e  has b e e n  p r e s s u r e  on the  v a l u a t i o n  a c t u a r y  

to  r e d u c e  marg ins .  T h e s e  p r e s s u r e s ,  c o m b i n e d  wi th  the  p r o b l e m s  I m e n t i o n e d  in 

t he  f i n a n c i a l  r e p o r t i n g  r e c o m m e n d a t i o n s ~  have  led  to  a g e n e r a l  t e n d e n c y  for  

v a l u a t i o n  marg ins  to  dwindle  ove r  the  p e r i o d  s ince  1978. 

O u t s ide  the  i n s u r a n c e  i n d u s t r y  t h e r e  has b e e n  even  m o r e  cause  for  c o n c e r n .  

Speake r s  y e s t e r d a y  p o i n t e d  out  t h a t  s e v e r a l  s m a l l e r  banks  and t r u s t  c o m p a n i e s  in 

C a n a d a  ha ve  b e c o m e  in so lven t .  These  f a i l u r e s  we ighed  h e a v i l y  on the  minds  of  

b o t h  m e m b e r s  of  P a r l i a m e n t  and s e n a t o r s  las t  y e a r  when t h e y  s tud i ed  the  

r a m i f i c a t i o n s  o f  the  g o v e r m n e n t ' s  p roposa l s  for  r e f o r m  in the  f i nanc i a l  s e r v i c e s  

i ndus t ry .  C o m m i t t e e s  f r o m  t he se  two groups  m a d e  r e c o m m e n d a t i o n s  sugges t ing  

g r e a t e r  r e s p o n s i b i l i t y  for  a c t u a r i e s  in r e p o r t i n g  on the  s o l v e n c y  cond i t i on  of 

f i n a n c i a l  i n s t i t u t i o n s .  Session 3's s p e a k e r ,  Paul  McCrossan ,  was an i n f l u e n t i a l  

m e m b e r  of  one  of  t hose  c o m m i t t e e s .  
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P a r t l y  as a r e su l t  of  t h e s e  d e v e l o p m e n t s ,  the  s u p e r i n t e n d e n t  of  i n su rance  has  f e l t  

the  n e e d  for  l e g i s l a t e d  s o l v e n c y  r e q u i r e m e n t s .  D r a f t  l eg i s l a t ion  d e v e l o p e d  las t  

spr ing gave  the  s u p e r i n t e n d e n t  the  a u t h o r i t y  to p r e s c r i b e  min imum c a p i t a l  and 

surplus  r e q u i r e m e n t s  b y  w a y  of  r egu l a t i ons .  I th ink we ' r e  f o r t u n a t e  t ha t  he  has  

i n d i c a t e d  c l e a r l y  a des i re  to work  wi th  the  a c t u a r i a l  p r o f e s s i o n  and the  i ndus t ry  

a s s o c i a t i o n  in deve lop ing  such  r e q u i r e m e n t s .  

It  might  be  n o t e d  he re  t ha t  one of  the  key  r e c o m m e n d a t i o n s  of  the  CIA's  Spec ia l  

C o m m i t t e e  on the  Ro le  of  the  Va lua t ion  A c t u a r y  in C a n a d a  c o n c e r n e d  the  

a c t u a r y ' s  ro le  in assess ing  s o l v e n c y .  This c o m m i t t e e  r e c o m m e n d e d  t ha t  t he  

v a l u a t i o n  a c t u a r y ' s  f o r m a l  opinion e n c o m p a s s  the  ab i l i t y  of  the  c o m p a n y  to  m e e t  

i ts  f u t u r e  ob l iga t ions  wi th  r e s p e c t  to b o t h  ex i s t ing  bus iness  and a n t i c i p a t e d  

f u t u r e  new bus iness .  

I b e l i e v e  this r e c o m m e n d a t i o n  c o v e r s  t wo  new d i r e c t i o n s  for  the  v a l u a t i o n  

a c t u a r y  in Canada .  F i r s t  of  all~ in giving an opinion of  the  c o m p a n y ' s  ab i l i t y  to 

m e e t  f u t u r e  ob l iga t ions ,  the  a c t u a r y  will  e f f e c t i v e l y  be  c o m m e n t i n g  on surplus~ 

as wel l  as l i ab i l i t i es .  Second~ t he  a c t u a r y  will  be  mak ing  this  c o m m e n t  in r e g a r d  

to  s o m e  a m o u n t  of  new bus iness ,  as wel l  as ex i s t ing  bus iness .  

The r e p o r t  of  this  c o m m i t t e e  has  b e e n  s t u d i e d  by  the  C L H I A  as wel l  as the  CIA, 

and i t  appea r s  t ha t  t he  e s s e n t i a l  p a r t s  o f  i t  will  b e  a c c e p t e d  b y  b o t h  bod ies .  As 

John  B o o t h  p o i n t e d  out~ the  ACLI  in the  U n i t e d  S t a t e s  has d e c i d e d  no t  to suppor t  

s o m e  of  the  p a r t s  o f  c o r r e s p o n d i n g  v a l u a t i o n  a c t u a r y  r e c o m m e n d a t i o n s  he re .  

Wayne  Bergqu i s t  to ld  us abou t  the  p r o p o s e d  c o m p e n s a t i o n  plan  and i ts  surplus  

f o r m u l a .  Under  this  p roposa l ,  t he  s o l v e n c y  of  a c o m p a n y  is m o n i t o r e d  th rough  a 
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s p e c i f i c  f o r m u l a  for  r e q u i r e d  mi n i mum c a p i t a l  and surplus .  For  a c o m p a n y  to  be 

c o v e r e d  by  the  fund,  i t  would  n e e d  to have  enough  surplus  to m e e t  the  f o r m u l a  

r e q u i r e m e n t s ,  b o t h  when it  j o i ned  the  fund and on an ongoing basis .  

My g e n e r a l  c o n c e r n  abou t  this f o r m u l a  is i ts  s i m p l i c i t y .  A l though  i t  t akes  17 

pages  to  d e s c r i b e ,  the  ind iv idua l  c o m p o n e n t s  do no t  r e f l e c t  some  of  the  

c h a r a c t e r i s t i c s  of  c o m p a n i e s  t h a t  a r e  key  to  the  a s s e s s m e n t  of  the  s o l v e n c y  

pos i t i on  of  a c o m p a n y .  Fo r  e x a m p l e ,  the  c o m p o n e n t  of  the  f o r m u l a  c o v e r i n g  the  

m i s m a t c h  r i sk  a s sumes  a r e a s o n a b l e  d e g r e e  o f  m a t c h i n g  by all c o m p a n i e s  r a t h e r  

t ha n  a t t e m p t i n g  to  r e f l e c t  the  s p e c i f i c  d e g r e e  of  m i s m a t c h  in any  g iven  

c o m p a n y .  Also, t he  f o r m u l a  does  no t  r e c o g n i z e  the  d i f f e r i n g  d e g r e e s  of  

c o n s e r v a t i s m  t h a t  m a y  be i nvo lved  in the  unde r ly ing  l i ab i l i ty  c a l c u l a t i o n s .  

Wayne  B e rgqu i s t  g a v e  a n u m b e r  o f  r e a s o n s  why i t  was a p p r o p r i a t e  to  d e v e l o p  a 

f o r m u l a  of  this so r t .  P e r s o n a l l y ,  I f ind it ea sy  to  suppor t  this a p p r o a c h  for  the  

p u r p o s e  of  the  c o m p e n s a t i o n  plan.  N o n e t h e l e s s ,  i t  is obvious  t h a t  a c o m p a n y  

could  be  s u b j e c t  to m a n y  r isks  to  i ts  s o l v e n c y  t h a t  a re  no t  c o v e r e d  by  the  CLHIA 

f o r m u l a .  

Our  c o m m i t t e e ,  then ,  was f a c e d  wi th  a d i l e m m a .  Should we ignore  the  f o r m u l a  

as be ing  u s e fu l  in on ly  a s p e c i f i c  but  l i m i t e d  way  and i n d e p e n d e n t l y  t r y  to  

e s t a b l i s h  p r o f e s s i o n a l  s t a n d a r d s  fo r  p r o p e r  a s s e s s m e n t  of  the  s o l v e n c y  pos i t i on  of  

a c o m p a n y ?  Or should  we t r y  to  m a r r y  our  work  in s o m e  way  to this  f o r m u l a ?  

R e c o g n i z i n g  t ha t  the  f o r m u l a  s e e m s  to  be a f a c t  of  l i fe  and t h a t  t he  a c t u a r i a l  

p r o f e s s i o n  should  have  the  key  r e s p o n s i b i l i t y  in u t i l i z ing  it,  our  c o m m i t t e e  has 

e v o l v e d  a c o n c e p t  of  a t h r e e - p h a s e  e n v i r o n m e n t  fo r  the  e s t a b l i s h m e n t  of 
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s o l v e n c y  s t a n d a r d s  for  l i fe  i n su rance  t ha t  invo lves  dea l ing  wi th  the  CLHIA 

f o r m u l a  in the  f i r s t  phase .  

B e f o r e  de sc r ib ing  the  t h r e e  phases ,  I will  r e m i n d  you  of  the  d i scuss ion  going on in 

C a n a d a  r ega rd ing  the  a p p r o a c h  u sed  to  va lue  l i ab i l i t i e s  for  i n c o m e - r e p o r t i n g  

purposes .  Since 1978, when s t a t u t o r y  a c c o u n t i n g  was  r ev i sed ,  t he  3 g roups- - the  

a c c o u n t a n t s ,  the  a c t u a r i e s ,  and the  i ndus t ry  have  b e e n  t ry ing  to d e f i n e  G A A P  for  

i n su rance  in Canada .  This d e v e l o p m e n t  is moving  s lowly  bu t  f a i r ly  sure ly ,  and 

the  a c c o u n t a n t s  f ee l  t h e y  can  c o m p l e t e  the  de f in i t ion  by  the  end of  1988. One  

of  the  i m p o r t a n t  e l e m e n t s  of  d i scuss ion  f rom our po in t  o f  v iew is the  d e g r e e  of  

c o n s e r v a t i s m  in l iab i l i t i es .  Up to now, a c t u a r i a l  l i ab i l i t i e s  have  g e n e r a l l y  b e e n  

though t  of  as  b o t h  s o l v e n c y -  and i n c o m e - r e p o r t i n g  m e a s u r e s .  It  is no t  c l ea r  to us 

w h e t h e r  this will con t inue ,  or w h e t h e r  a c t u a r i a l  l i ab i l i t i e s  will  t end  to b e c o m e  

m o r e  of  an i n c o m e - r e p o r t i n g  m e a s u r e ,  w i th  f u r t h e r  c a l c u l a t e d  a m o u n t s  of  

surp lus  be ing  se t  as ide  to  e s t ab l i sh  the  s o l v e n c y  of  a c o m p a n y .  In the  n e x t  

sess ion  t h e r e  will  be  a d i scuss ion  of  the  p r o p o s e d  po l i cy  p r e m i u m  m e t h o d  of  

va lua t ion ,  which  could  eas i ly  be  e m p l o y e d  in an e n v i r o n m e n t  of  r e l a t i v e l y  sma l l  

marg ins  for  a d v e r s e  dev ia t ions .  W h e t h e r  and when  this  m e t h o d  will  be  a d o p t e d  

for  the  v a l u a t i o n  of  a c t u a r i a l  l i ab i l i t i e s  is q u i t e  u n c e r t a i n  a t  this  poin t .  If  i t  is 

adop t ed ,  i t  is q u i t e  poss ib le  i t  would  only  be  i f  a p p r o p r i a t e  s t a n d a r d s  a re  in p l a c e  

for  r e p o r t i n g  on the  s o l v e n c y  cond i t i on  of  a c o m p a n y .  Such s t a n d a r d s  could ,  in 

t heo ry ,  a lso a l low for  the  use  of  the  p o l i c y  p r e m i u m  m e t h o d  for  s o l v e n c y  

r e p o r t i n g ,  bu t  wi th  m o r e  s u b s t a n t i a l  marg ins  than  a re  used  for  i n c o m e  r e p o r t i n g .  
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With this  u n c e r t a i n t y  as to the  func t i on  of the  basic a c t u a r i a l  l i ab i l i ty  and with  

the  d e v e l o p m e n t  of a g u a r a n t e e  fund wi th  a un i fo rm so lvency  f o r m u l a  t e s t ,  our 

c o m m i t t e e  f e l t  we should env isage  an e n v i r o n m e n t  for so lvency  r epo r t i ng  t h a t  

had t h r e e  phases ,  as fol lows:  

. C u r r e n t  phase  (1987). GAAP r epo r t i ng  for  l i fe  insurance  in C a n a d a  is no t  

y e t  de f ined .  S t a t u t o r y  r e p o r t i n g  is s t i l l  using the  1978 rules .  Solvency 

r e p o r t i n g  is d e a l t  wi th  by the  i ndus t ry  fo rmula .  

Z. T rans i t i ona l  phase  (1988, 1989?). GAAP is de f i ned  wi th  possibly the  pol icy  

p r e m i u m  m e t h o d  and a c loser  de f in i t i on  of the  provis ion for  adverse  

dev ia t ions .  S t a t u t o r y  r e p o r t i n g  is p r e s u m a b l y  mod i f i ed  cons i s t en t  wi th  

GAAP.  So lvency  r e p o r t i n g  is s t i l l  dea l t  wi th  by the  indus t ry  fo rmula .  

. U l t i m a t e  phase  (1990? on). GAAP is de f ined .  S t a t u t o r y  r epo r t i ng  is 

de f ined .  Solvency  r e p o r t i n g  m a y  or m a y  not involve an indus t ry  fo rmula ,  

bu t  if it  does,  the  f o r m u l a  will be ad jus t ed  where  app rop r i a t e  by the  

va lua t ion  a c t u a r y ' s  opinion about  the  so lvency  cond i t ion  of  the  company .  

This opinion will t a k e  in to  a c c o u n t  any f o r m u l a  t ha t  does exis t .  

With this  t h r e e - p h a s e  e n v i r o n m e n t ,  we fe l t  our c o m m i t t e e  was looking at  a long 

t i m e  f r a m e  wi th  u n c e r t a i n  c h a r a c t e r i s t i c s  over  which to develop  s t anda rds  t ha t  

would p e r m i t  p roper  opinions.  

7-6 



Thus,  the  a p p r o a c h  we ' r e  adop t ing  is in two d i r ec t i ons .  F i r s t ,  we wan t  to d e v e l o p  

s o m e t h i n g  t ha t  a d d r e s s e s  the  c u r r e n t  phase ,  and in p a r t i c u l a r ,  the  C L H I A  

fo rmula .  We hope  to  be  ab le  to p r o d u c e  s p e c i f i c  p roposa l s  for  this by  m i d y e a r  

1987. Bill B lack  is going to speak  on this  t h rus t  of  our c o m m i t t e e  l a t e r .  

Second,  we wan t  to deve lop  a f r a m e w o r k  d o c u m e n t  tha t  would  r e m a i n  r e l e v a n t  

th rough  all t h r e e  phases .  This  d o c u m e n t  would  con t a i n  b a s i c  p r inc ip le s  tha t  

would  be  i n t e r p r e t e d  as s p e c i f i c  gu ide l ines  in e a c h  phase .  

At  this point9 T revor  t t o w e s  will t a lk  to  you  abou t  the  ba s i c  c o n c e p t s  and 

p r inc ip l e s  we a re  c u r r e n t l y  d i scuss ing  in our  c o m m i t t e e ,  which  should  be  

a p p l i c a b l e  i n d e p e n d e n t  of  the  s p e c i f i c  e n v i r o n m e n t .  Bill B lack  will then  ou t l ine  

an a p p r o a c h  to  dea l ing  wi th  the  f i r s t  phase  of  our  work  and, in p a r t i c u l a r ,  how 

we s ee  address ing  the  CLHIA f o r m u l a  as p a r t  of  our  work.  

MR. T R E V O R  C. HOWES: I have  b e e n  a sked  to  ou t l ine  the  in i t ia l  conc lus ions  of  

the  c o m m i t t e e  r ega rd ing  the  g e n e r a l  p r inc ip l e s  and c o n c e p t s  t ha t  should  be  

a p p l i c a b l e  to  a c t u a r i e s  work ing  (vo lun ta r i ly  or o t h e r w i s e ) i n  the  a r e a  of  s o l v e n c y  

r e p o r t i n g .  

While our  c o m m i t t e e  has b e e n  m e e t i n g  r e g u l a r l y  for  the  pa s t  yea r ,  m u c h  of  the  

e a r l y  d i scuss ion  was gene ra l  and e x p l o r a t o r y  in n a t u r e ,  and v e r y  m u c h  a s e l f -  

e d u c a t i o n  p r o c e s s ,  I be l i eve .  It  was  only  r e c e n t l y  t ha t  we d e v e l o p e d  our  c u r r e n t  

a c t i o n  plan.  This plan,  as D a v e  J o h n s t o n  has  d e s c r i b e d ,  inc ludes  as one of  i ts  t wo  

ma in  o b j e c t i v e s  the  d e v e l o p m e n t ,  for  e d u c a t i o n  and d i scuss ion  pu rposes ,  of  

g e n e r a l  p r inc ip le s  r e l a t i n g  to s o l v e n c y  a s s e s s m e n t .  Acco rd ing ly ,  the  m a t e r i a l  I 

am abou t  to  p r e s e n t  is r e l a t i v e l y  u n t e s t e d  in a b road  fo rum,  or even  in our 
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c o m m i t t e e  in i ts  c u r r e n t  f o r m a t ,  and t h e r e f o r e  migh t  be s t  be d e s c r i b e d  as "a 

p e r s o n a l  ve r s i on  o f  a rough  d r a f t  of  a p r e l i m i n a r y  v i ewpo in t ,  by  a p o r t i o n  of  our 

c o m m i t t e e ,  of  s o m e  of  the  p r inc ip l e s  or c o n c e p t s  t ha t  we th ink  a re  

i m p o r t a n t - - b u t  t hen  again ,  we mi gh t  be wrong"!  In all s e r iousness ,  though ,  I 

b e l i e v e  t h e s e  ideas  r e p r e s e n t  the  g e n e r a l l y  s u p p o r t e d  v iews e x p r e s s e d  in our 

c o m m i t t e e ' s  d i scuss ions  ove r  the  pas t  y e a r ;  t he  ideas  have  no t  e v o l v e d  w i t h o u t  

s o m e  d i f f i c u l t y  and h e a t e d  d e b a t e .  We e n c o u r a g e  and w e l c o m e  c o m m e n t a r y  and 

r e a c t i o n s  f rom  o t h e r s  and c o n s i d e r  the  publ ic  d iscuss ion  of  t h e s e  ideas  as an 

e s s e n t i a l  p r e r e q u i s i t e  to  any  a t t e m p t  by the  p r o f e s s i o n  in C a n a d a  to t a k e  on the  

b r o a d e n e d  r e s p o n s i b i l i t i e s  i t  s e e m s  so anxious  to  a cqu i r e .  

We h a v e  no t  had  m u c h  o p p o r t u n i t y  to  choose  c a r e f u l l y  the  m o s t  a p p r o p r i a t e  

word ing  for  va r ious  p r inc ip l e s ,  or e v e n  to  dec ide  on wha t  t ype  of  d o c u m e n t  is to  

be p r o d u c e d  e v e n t u a l l y  and in wha t  f o r m a t  t he se  p r inc ip l e s  should be p r e s e n t e d .  

N e v e r t h e l e s s ,  we a r e  anx ious  fo r  publ ic  e x p o s u r e  and c o n s i d e r a t i o n ,  b o t h  to  

g e n e r a t e  f e e d b a c k  and to  s t a r t  t he  p r o c e s s  of  consc iousnes s  ra is ing,  as it  we re ,  

t h a t  will  be n e c e s s a r y  b e f o r e  C a n a d i a n  v a l u a t i o n  a c t u a r i e s  can  s t a r t  to  p r e p a r e  

t h e m s e l v e s  fo r  the  new e ra .  

Some  of  this  m a t e r i a l  was f i r s t  c o n c e i v e d  as c o m p o n e n t s  of a manua l  of  

p r o f e s s i o n a l  s t a n d a r d s  fo r  s o l v e n c y  r e p o r t i n g .  H o w e v e r ,  p r io r  to  b i r th ,  t he  m o r e  

r e a l i z a b l e  and less s t r e n u o u s  o b j e c t i v e  of  a d iscuss ion  p a p e r  or pane l  

p r e s e n t a t i o n  p r e s e n t e d  i t s e l f  as a t i m e l y  and o p p o r t u n e  way  of  a c h i e v i n g  some  

e a r l y  e x p o s u r e .  P e r h a p s  as this  m a t e r i a l  m a t u r e s  and grows  in the  l ight  of  

e x a m i n a t i o n  and d i scuss ion  by t he  p r o f e s s i o n ,  it  can  e v e n t u a l l y  be r e b o r n  in the  

f o r m  of  m o r e  po l i shed  m a t e r i a l  s u i t a b l e  fo r  p r o f e s s i o n a l  s t a n d a r d s .  
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As a last  pre l iminary  comment ,  I must  acknowledge  the c o m m i t t e e ' s  

apprecia t ion,  even at this ear ly  s tage ,  of the enormi ty  of the technica l  p roblems 

and p rac t i ca l  complexi t ies  facing us as we a t t e m p t  to develop and r e c o m m e n d  

methods  and techniques ,  not to ment ion  the problems of those  poor souls among 

us who will eventua l ly  have to use them.  

Although we rea l ize  we do not y e t  have access  to all the tools  and technica l  

support  necessa ry  to ca r ry  out the task  we envisage,  we have nonethe less  fe l t  it 

worthwhile  to propose comprehens ive  ob jec t ives  and r equ i remen t s  assuming any 

technica l  obs tac les  can be ove rcome .  

In trying to t ie toge the r  and organize a somewha t  dis jointed co l lec t ion  of 

a ccumula t ed  ideas for this p resen ta t ion ,  I came up with a t i t le  that ,  with a l i t t le  

s t re tch ing ,  covers  p rac t i ca l ly  anything: "The Who, Why, What, How, When, and 

Where of Solvency Report ing."  

I'll s t a r t  o f f  immed ia t e ly  with posing some "who" quest ions  for your 

considera t ion and then tell  you my sugges ted  answers;  for example ,  Who cares?  

(about proper  so lvency assessment ,  I mean).  Clear ly ,  we as ac tua r i e s  do, and the 

general  public ce r ta in ly  should as pol icyholders ,  as po ten t i a l  benef ic ia r ies ,  and as 

s tockholders .  Of course,  the regula tors  do, as we 've a l ready  heard descr ibed.  

Our employers ,  the companies  themselves ,  also have a passing in te res t .  

Accordingly,  if we are to a c c e p t  a formal  role as a profess ion,  we are  going to he 

held responsible in various ways by all these  par t ies  for carrying out  our role 

capably,  thoroughly,  and profess ional ly .  We are also going to have to r ecogn ize  

and reso lve  the po ten t i a l  conf l ic t s  of i n t e re s t  tha t  may arise in sa t i s fy ing  these  

diverse  in te res t s .  
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A n o t h e r  "who" q u e s t i o n  is, Who is q u a l i f i e d  to  p e r f o r m  this r o l e ?  We have  

a r g u e d  to  t he  p o l i t i c i a n s  t h a t  only  we as a c t u a r i e s  a re  p r o p e r l y  q u a l i f i e d  to  t a k e  

on this  task,  and we h a v e  even  h i n t e d  t h a t  we can  hand le  o t h e r  f i nanc i a l  

i n s t i t u t i o n s  bes ides  i n s u r a n c e  c o m p a n i e s .  P l e a s e  no t e ,  h o w e v e r ,  t h a t  our 

p r o f e s s i o n a l  s t a n d a r d s  a l r e a d y  r e q u i r e  us to  p e r f o r m  p r o f e s s i o n a l  s e r v i c e s  on ly  

when  q u a l i f i e d  to  do so (Rule of  P r o f e s s i o n a l  C o n d u c t  #4),  and e v e n  this  m igh t  

wel l  be  c o n s i d e r e d  too  vague  for  the  c r i t i c a l  ro l e  of  s o l v e n c y  r e p o r t i n g .  

I t  is l ike ly  m o r e  a p p r o p r i a t e  fo r  the  p r o f e s s i o n  s p e c i f i c a l l y  to  r e q u i r e  r e l e v a n t  

t r a i n i n g  and e x p e r i e n c e ,  p e r h a p s  for  a m i n i m u m  of  ~ yea r s ,  b e f o r e  p e r m i t t i n g  a 

m e m b e r  to  a c c e p t  such  an a p p o i n t m e n t .  F u r t h e r m o r e ,  a p e e r  r e v i e w  p r o c e s s  

m a y  wel l  be e s s e n t i a l  to  p r o v i d e  the  d e g r e e  of  suppor t  r e q u i r e d  and to  ensu re  a 

c o n s i s t e n c y  of  r e s u l t s  and of  q u a l i t y  of  work  s u f f i c i e n t  to  r e t a i n  our  c r e d i b i l i t y  

wi th  the  va r ious  publ ics  we s e r v e .  

A f ina l  "who" q u e s t i o n  is, Who do we th ink  we a r e?  L e s t  we ge t  c a r r i e d  away  

wi th  our  own i m p o r t a n c e ,  it  is wise to s t r e s s  to ou r se lves ,  to our  e m p l o y e r s ,  and 

to  all  t hos e  i n n o c e n t  and t r u s t i n g  m e m b e r s  of  the  publ ic  r e a d y  and wil l ing to sue 

t he  p a n t s  o f f  us t h a t  any  s t a t e m e n t ,  opinion,  or r e p o r t  we m a k e  on s o l v e n c y  is no 

g u a r a n t e e ,  bu t  m e r e l y  t he  i n f o r m e d  j u d g m e n t  o f  a qua l i f i ed  p r o f e s s i o n a l .  

Why? Why a re  we d e v e l o p i n g  the  e x p e r t i s e  to  m e a s u r e  and r e p o r t  on s o l v e n c y ?  

What  is our  r e a l  o b j e c t i v e ?  I would submi t  t h a t  the  r e a l  o b j e c t i v e  is no t  to  be 

able  to  slap l abe l s  on c o m p a n i e s  fo r  the  wor ld  to see .  So lven t ,  i n s o l v e n t - - a r e n ' t  

t h e y  d a n g e r o u s l y  c l o se?  The  r e a l  o b j e c t i v e  is to  p r e v e n t  surplus  d e p l e t i o n  in the  

f i r s t  p l a c e .  Of  cou r se ,  we c a n n o t  have ,  and do no t  r e q u i r e ,  t he  p o w e r  to  do this  

all  by  ou r s e l ve s ,  bu t  we c e r t a i n l y  can  o b t a i n  the  o p p o r t u n i t y  to advise  c o m p a n y  
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m a n a g e m e n t  on the  i m p a c t  of  a l t e r n a t i v e  courses  of  ac t ion ,  a s  well  as help t hem 

s t e e r  wha t  we be l ieve  to be the  s a f e  course ,  should t h e y  choose  to do so. 

Accord ing ly ,  we mus t  e d u c a t e  ourse lves  on the  var ious  r isks p o t e n t i a l l y  

a f f e c t i n g  f i nanc i a l  soundness  and on new t echn iques  to m e a s u r e  and assess  t hem;  

we mus t  also e d u c a t e  c o m p a n y  m a n a g e m e n t s  on the  s a m e  things so t h a t  our 

adv ice  will  have  c r ed ib i l i t y  and s o m e  r e a s o n a b l e  l ike l ihood of  be ing u n d e r s t o o d  

and a c t e d  upon. 

In t he  m e a n t i m e ,  whi le  we are  deve lop ing  the  knowledge  and tools  r equ i r ed  to do 

a t ho rough  job,  le t ' s  not  ignore  the  poss ib i l i ty  t h a t  ex i s t ing  tools  and t echn iques  

migh t  well  be appl ied to mon i to r  and p r o j e c t  surplus  t rends ,  as well  as pe rhaps  to 

help provide  an ea r ly  warn ing  where  none  now exis ts .  A f t e r  all, our u l t i m a t e  

goal  is p r even t ion ,  no t  p e r f e c t i o n .  

Wha t?  What  is i t  we are  assess ing?  What  is the  t a sk  we mus t  p e r f o r m  in o rder  

to  p r epa re  a r epo r t  on so lvency?  We fee l  t h a t  a p roper  a s s e s s m e n t  will have  two 

c o m p o n e n t s .  F i r s t ,  i t  will v e r i f y  the  so l id i ty  of  the  e n t e r p r i s e  a t  the  spec i f i c  

s t a t e m e n t  d a t e  in ques t ion .  Second,  i t  will  con f i rm  the  m a n a g e m e n C s  

e x p e c t a t i o n  of  v i t a l i t y  ex i s t ing  a t ,  and con t inu ing  beyond ,  the  s t a t e m e n t  d a t e  for  

some  min imum per iod- -probably  up un t i l  the  n e x t  s t a t e m e n t  da t e ,  but  a t  l eas t  for  

as long as the  m o m e n t u m  per iod  of  the  ope ra t ion .  

What  does so l id i ty  a t  a s t a t e m e n t  d a t e  m e a n ?  Sol id i ty  ex is t s  if  a s se t s  e x c e e d  

r e se rves ,  o t h e r  l iab i l i t ies ,  and d e s i g n a t e d  surplus  on a v a l u a t i o n  d a t e .  

D e s i g n a t e d  surplus is t h a t  a m o u n t  of  a s se t s  in excess  of  r e s e r v e s  and o t h e r  

l i ab i l i t i es  r equ i red  to provide  for p laus ible  dev ia t i ons  f rom e x p e c t e d ,  ar is ing 

f rom the  ex is t ing  business on the  va lua t i on  da t e .  A key  a spec t  of  this  de f in i t i on  
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is t h a t  i t  is a " snapsho t  m e a s u r e m e n t " - - i t  r e l a t e s  only to the  c o m p a n y ' s  known 

s t a t u s  a t  a s p e c i f i c  d a t e ,  based  on business  t r a n s a c t e d  up to t h a t  t ime .  

V i t a l i t y ,  in c o n t r a s t ,  r e f e r s  to  ongoing so l id i ty  and c o r p o r a t e  wel lness .  It  is 

m e a s u r e d  by the  s ize  and d y n a m i c s  of  the  e x c e s s  of  a s se t s  ove r  those  r e q u i r e d  to  

a s su re  so l id i t y  ove r  a p e r i o d  of  i t e m .  The  d e g r e e  of  v i t a l i t y  will d e t e r m i n e  a 

c o m p a n y ' s  ab i l i t y  to  grow and c a r r y  out  i ts  bus iness  plans,  as opposed  to m e r e l y  

surv iv ing .  This c o n c e p t  thus  r e q u i r e s  the  e v a l u a t i o n  of  e v e n t s  o c c u r r i n g  s ince  

the  s t a t e m e n t  d a t e  and p r o j e c t e d  to  o c c u r  in the  f u t u r e .  

Should this  a m b i t i o u s  i n t e r p r e t a t i o n  of  the  s cope  of  our  i n t e r e s t  as c o v e r i n g  

f u t u r e  e v e n t s  and f u t u r e  new bus iness  su rp r i se  s o m e  of  you,  I will po in t  out  t h a t  

i t  is e x p l i c i t l y  c o n t e m p l a t e d  by R e c o m m e n d a t i o n  No. 1 of  the  C r a w f o r d  

C o m m i t t e e  r e p o r t  on the  Ro le  of  the  Va lua t ion  A c t u a r y ,  as m e n t i o n e d  by e a r l i e r  

s p e a k e r s .  C l e a r l y ,  the  a c t u a r y  will have  a d i f f i c u l t  r e s p o n s i b i l i t y  in p roduc ing  a 

r e p o r t  on the  i m p a c t  of  the  m o r e  d i s t a n t  f u t u r e  e v e n t s  a c c o r d i n g  to  his 

u n d e r s t a n d i n g  and i n t e r p r e t a t i o n  o f  the  c o m p a n y ' s  f o r m a l  s t r a t e g i c  plans.  Many  

of  us m a y  f e e l  this  is e i t h e r  an absurd ly  u n r e a l i s t i c  goal  or an a t t e m p t  to  i n t r u d e  

on t he  s a c r e d  p r e r o g a t i v e s  of  c o m p a n y  m a n a g e m e n t .  What  is p e r h a p s  less 

a r g u a b l e  and m o r e  c r i t i c a l  is the  n e e d  to  p r o j e c t  the  i m p a c t  of  e v e n t s  t h a t  o c c u r  

i m m e d i a t e l y  a f t e r  t he  s t a t e m e n t  d a t e  and b e f o r e  a newly  a l e r t e d  m a n a g e m e n t  

can  t a k e  c o r r e c t i v e  a c t i o n  or the  r e g u l a t o r y  a u t h o r i t i e s  can  wre s t  c o n t r o l .  

What  is t h a t  m i n i m u m  p e r i o d  I m e n t i o n e d  for  m e a s u r i n g  v i t a l i t y ,  the  " m o m e n t u m  

p e r i o d " ?  This r e f e r s  to  t he  s h o r t e s t  p e r i o d  fo l lowing  a s t a t e m e n t  d a t e  dur ing  

which  a t h r e a t  to  s o l v e n c y  can  be i d e n t i f i e d  and a c t i o n  i m p l e m e n t e d  to  a m e n d  

t he  t e r m s  under  which  new ob l iga t ions  a re  u n d e r t a k e n ,  or to ensu re  t h a t  ex i s t ing  
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c o m m i t m e n t s  can  be honored .  I th ink  of  i t  as the  t i m e  n e e d e d  to ga in  full  

con t ro l ,  in t i m e  of  e m e r g e n c y ,  to  e i t h e r  change  course  or else s top  all  engines .  

Accord ing ly ,  a min imum s t a n d a r d  of  a s s e s s m e n t  for  purposes  of  a public  r epo r t  

m u s t  cons ider  v i t a l i t y  over  a pe r iod  a t  l eas t  as long as the  m o m e n t u m  per iod ,  

and probab ly  up to the  nex t  r e p o r t i n g  da t e .  I f  the  a c t u a r y  is p r epa r ing  an 

i n t e r n a l  r epo r t  for  m a n a g e m e n t  purposes ,  his t i m e  f r a m e  for  v i t a l i t y  a s s e s s m e n t  

would  l ike ly  e x t e n d  m u c h  longer- -probably  as fa r ,  or f a r t h e r  than ,  t he  s t r a t e g i c  

p lanning  hor izon .  

The p r eced ing  are  a t t e m p t s  a t  de f in i t i ons  for  t e r m s  t h a t  m a y  or m a y  not  be new 

to you.  They  m a y  no t  be well  ph ra sed  y e t  or c l ea r  in mean ing ,  and I will a t t e m p t  

in a m inu t e  to expla in  some  f u r t h e r  imp l i ca t i ons  we see  in t h e m .  F i r s t ,  though,  I 

should  s t a t e  t h a t  our consc ious  i n t e n t  is to  be c o n s i s t e n t  in t e r m i n o l o g y ,  where  

possible ,  wi th  the  Soc i e ty  of Ac tua r i e s '  work  in this  a rea .  Severa l  of  the  t e r m s  

ju s t  used  and d e f i n e d  have  been  a d o p t e d  (and, I hope,  co r r ec t l y )  f rom publ ished 

m a t e r i a l s  we have  read .  

In p a r t i c u l a r ,  the  r e l a t e d  t e r m s  "so l id i ty"  and "des igna t ed  surplus" bo th  appea r  in 

the  r e c e n t  work on va lua t ion  pr inc ip les ,  and as such  t h e y  are  cons ide red  to apply 

only  to ex i s t ing  business  as of a s t a t e m e n t  d a t e .  Le t  me  r e p e a t  our c o n t e n t i o n  

t h a t  "sol id i ty"  by i t s e l f  is an i n a d e q u a t e  c r i t e r i o n  for  a m i n i m u m  a s s e s s m e n t  of  

so lvency  wi thou t  c o n s i d e r a t i o n  of  the  "v i t a l i t y "  conce rns  as j u s t  d iscussed .  

I used  a n o t h e r  c o m m o n  t e r m  in the  de f in i t i on  of  d e s i g n a t e d  surplus,  which  is 

o f t e n  t h rown  around  in discuss ions  of  so lvency  m a t t e r s :  "plausible  dev ia t i ons  

f rom e x p e c t e d . "  Our c o m m i t t e e  has not  d e v o t e d  much  discuss ion  to an e x a c t  
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definition of this term, perhaps because we seem 

without defining it precisely. A first stab at 

following: "plausible deviations" refer to those 

to be c o m f o r t a b l e  using it 

exp la in ing  i t  migh t  be the  

va r i a t i ons  f rom a n t i c i p a t e d  

e x p e r i e n c e  t h a t  can  be env i saged ,  a re  g e n e r a l l y  a c c e p t e d  as c r ed ib l e ,  and have  

m a t e r i a l  p r o b a b i l i t y  of  o c c u r r e n c e .  You will  n o t e  t h a t  we have  s t i l l  s tud ious ly  

a vo ide d  a t t a c h i n g  s p e c i f i c  p r o b a b i l i t i e s  to  the  t e r m .  N o n e t h e l e s s ,  if  this  ph ra se  

is to  be a p a r t  of  our  f o r m a l  s t a n d a r d s  by which  we wish to  a c h i e v e  some  

c o n s i s t e n c y  of  r e su l t s ,  we will  n e e d  to  be sure  a m b i g u i t i e s  in d e f i n i t i o n s  a re  kep t  

to  a m i n i m u m .  

L e t ' s  go b a c k  ove r  m y  d e s c r i p t i o n  of  the  o v e r a l l  task  and expand  a l i t t l e  m o r e .  

The  a c t u a r y  wishes  to  v e r i f y  so l id i t y  by c o n f i r m i n g  t ha t  s u f f i c i e n t  a s se t s  ex i s t  to  

c o v e r  l i ab i l i t i e s  and his c a l c u l a t e d  r e q u i r e m e n t  of  d e s i g n a t e d  surplus .  To do this ,  

he  c a n n o t  f ocus  e n t i r e l y  on surplus  i t s e l f ,  or on a c t u a r i a l  l i ab i l i t i e s ,  or on any 

o t h e r  one  c o m p o n e n t  o f  the  b a l a n c e  s h e e t ;  i n s t ead ,  he mus t  r e v i e w  and r ea s se s s ,  

if  n e c e s s a r y ,  all a s s e t s  and l i ab i l i t i e s ,  looking at  all i t e m s  ind iv idua l ly ,  

c o l l e c t i v e l y ,  and in c o m b i n a t i o n  wi th  one a n o t h e r .  Cons ide r i ng  the  basis  on 

which  the  va lues  of  t he se  i t e m s  a re  d e t e r m i n e d  in the  b a l a n c e  s h e e t ,  he  must  

s a t i s f y  h i m s e l f  as to  t he  t o t a l  add i t i ona l  surplus  r e q u i r e d  to  p rov ide  the  

a dd i t i ona l  m a r g i n  of  s a f e t y  b e y o n d  a n t i c i p a t e d  e x p e r i e n c e  t ha t  is s u f f i c i e n t  to 

al low fo r  all p l aus ib le  d e v i a t i o n s  f r o m  e x p e c t e d .  In c o n d u c t i n g  his r ev i ew ,  he 

mus t  cons ide r ,  e x p l i c i t l y  or i m p l i c i t l y ,  all r isks  i n h e r e n t  in the  c o m p a n y ' s  

bus iness  t h a t  have  t he  p o t e n t i a l  fo r  m a t e r i a l  i m p a c t  on the  f i nanc i a l  c o n d i t i o n  of  

the  c o m p a n y .  

This  is p r o b a b l y  a good po in t  a t  which  to  r e p e a t  my  e a r l y  r e m a r k  r e g a r d i n g  the  

e n o r m i t y  of  the  task  f ac ing  us. C o n s i d e r a t i o n  of  all r isks and the  e x e c u t i o n  of  
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wha t  a p p e a r s  to be  a ma jo r ,  if no t  t o t a l ,  r e v a l u a t i o n  of  b a l a n c e  s h e e t  i t e m s  is 

c e r t a i n l y  no t  an u n d e r t a k i n g  to  be  s n e e r e d  at ,  and tha t ' s  no t  all  t h a t  has to  be  

done .  

Assuming  he can  v e r i f y  so l id i ty  a t  the  s t a t e m e n t  da t e ,  the  a c t u a r y  mus t  then  

c o n c e r n  h imse l f  wi th  the  d i r e c t i o n  in wh ich  t he  c o m p a n y  is a c t u a l l y  mov ing  a t  

the  s t a t e m e n t  d a t e  and i ts  p lans  for  the  pe r iod  i m m e d i a t e l y  fo l lowing ,  as wel l  as 

a n a l y z e  the  i m p a c t  of  t h e s e  f inanc ia l  changes  on a s s e t s  and l i ab i l i t i e s  and thus  

on the  surplus  l eve l s  a v a i l a b l e  for  v i t a l i t y  pu rposes .  

a c t u a r y ' s  ana lys i s  should  e x t e n d  a t  l e a s t  as far  as 

d e s c r i b e d ,  and depend ing  on the  fo rm of  opinion he 

ana lys i s  would  l ike ly  e x t e n d  to the  n e x t  s t a t e m e n t  da t e .  

As s t a t e d  ea r l i e r ,  t he  

the  m o m e n t u m  p e r i o d  

m a y  be  p r o v i d i n g ,  the  

Al though  the  i m m e d i a t e  goal  m a y  be  the  c o m p l e t i o n  of  an opinion or the  f i l ing of  

a f inanc ia l  s t a t e m e n t  or  a r e p o r t  to  m a n a g e m e n t ,  the  a c t u a r y ' s  r e spons ib i l i t i e s  

do no t  end  w i th  the  c o m p l e t i o n  of  t ha t  task .  Acco rd i ng l y ,  whi le  he m a y  re ly ,  ou t  

o f  n e c e s s i t y ,  on d e t e r m i n i s t i c  e s t i m a t e s  in va lu ing  a s s e t s  and l i ab i l i t i e s  or  in 

c a l c u l a t i n g  the  r e q u i r e d  a m o u n t  of  d e s i g n a t e d  surplus ,  he  mus t  be  a w a r e  of  the  

i m p a c t  ind iv idua l ly  and c o l l e c t i v e l y  of  e a c h  of  his a s s u m p t i o n s  and of  the  

s e n s i t i v i t y  of  the  r e s u l t s  to  change s  in the  a s sumpt ions .  He m u s t  a lso be  

p r e p a r e d  to  m o n i t o r  a c t u a l  e v e n t s  b e t w e e n  r e p o r t i n g  d a t e s  on a s u f f i c i e n t l y  

t i m e l y  bas i s  so as to  a l t e r  or r e f i n e  his a s s e s s m e n t s ,  and, he  m u s t  r e p o r t  such  

changes  in conc lus ions  as m a y  be  r e q u i r e d  by  the  unfo ld ing  c i r c u m s t a n c e s  and his 

changing  p e r s p e c t i v e s  on the  f u t u r e .  This a s p e c t  of  a con t inu ing  and ongoing  

r e spons ib i l i t y  was  s p e c i f i c a l l y  e n v i s a g e d  by  the  th i rd  R e c o m m e n d a t i o n  of  the  

r e c e n t  C r a w f o r d  C o m m i t t e e  r e p o r t .  
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Having  s u m m a r i z e d  t he  e s s e n t i a l  "wha t"  of the  task ,  t he  n e x t  q u e s t i o n  is "how":  

how to  a c c o m p l i s h  t he  t ask  and how to o r g a n i z e  the  p rob l em into  m a n a g e a b l e  

a c t i o n  s t eps .  

B e f o r e  s t a r t i n g  to  t a c k l e  this  quest ion~ I have  to  e m p h a s i z e  t ha t  t he  s p e c i f i c  

ideas  I'm abou t  to  d e s c r i b e  a re  no t  so much  a c c e p t e d  and i m m u t a b l e  p r inc ip l e s  as 

p r o p o s e d  c o n c e p t s  for  c o n s i d e r a t i o n .  I p e r s o n a l l y  have  e n c o u n t e r e d  d i f f i c u l t y  

wi th  the  v a r i e t y  and c o m p l e x i t y  of  a s s e t / l i a b i l i t y  env i ronments~  r i sk  f a c t o r s  to  

be considered~ and p o t e n t i a l  t e c h n i q u e s  fo r  i n v e s t i g a t i n g  or e v a l u a t i n g  each .  I 've 

o f t e n  w a n t e d  s o m e  o v e r a l l  f r a m e w o r k  in to  which  all t h e se  c o m p l e x  issues could  

be  s l o t t e d  and e v a l u a t e d  as a p a r t  of  a b igger  p roce s s .  

In addition~ I 've f e l t  our c o m m i t t e e  (and p e r h a p s  o the r s ,  such as the  CLHIA 

s u b c o m m i t t e e  on s o l v e n c y  t e s t ing)  has been  o v e r l y  c o n c e r n e d  a t  t i m e s  wi th  

c e r t a i n  issues~ such  as t he  r e l a t i v e  m e r i t s  o f  an add-on  a d j u s t m e n t  to b a l a n c e  

s h e e t  l i ab i l i t i e s  ve r sus  a t o t a l  r e v a l u a t i o n  on a new basis .  In our  evo lv ing  and 

u n s t a b l e  env i ronment~  we n e e d  a c o n c e p t u a l  a p p r o a c h  t ha t  can  adap t  to  a v a r i e t y  

o f  t e c h n i q u e s  and methods~ to  the  va r ious  c o r p o r a t e  s i t u a t i o n s  t h a t  mus t  be 

a c c o m m o d a t e d ~  and to  chang ing  r e g u l a t o r y  r e q u i r e m e n t s  and f i nanc i a l  r e p o r t i n g  

p r a c t i c e s .  F u r t h e r m o r e ~  I f e e l  i t  is i m p o r t a n t  to  avoid  confus ing  the  issue of  how 

to r e p o r t  t he  r e su l t s  of  a s o l v e n c y  a s s e s s m e n t  wi th  the  c h o i c e  of  ava i l ab le  

m e t h o d s  of  m ak i ng  t h a t  a s s e s s m e n t .  A c c o r d i n g l y ,  a l t hough  a s p e c i f i c  p o r t i o n  of  

c a p i t a l  and surplus~ r e f e r r e d  to  e a r l i e r  as d e s i g n a t e d  surplus~ m a y  a p p e a r  in the  

b a l a n c e  s h e e t  and thus  be  c o n s i d e r e d  as an "add-on"  figure~ this  should no t  ru le  

ou t  the  pos s ib i l i t y  o f  a s e c o n d  v a l u a t i o n  of l i ab i l i t i e s  or a s se t s  as one p o t e n t i a l  

t e c h n i q u e  in the  o v e r a l l  p r o c e s s  of  d e v e l o p i n g  t h a t  n u m b e r .  
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As an a t t e m p t  to provide  a gene ra l  c o n c e p t u a l  app roach  t h a t  a c c o m m o d a t e s  

t h e s e  concerns ,  I imag ine  the  t a sk  of  so lvency  a s s e s s m e n t  to  he c o m p o s e d  of  a 

number  of  s t ages  or s teps .  I see an in i t i a l  s t a g e  to be a p r e p a r a t o r y  one,  of  

course ,  of  lay ing  down groundwork ,  such as de f in ing  the  e n t i t y  to be assessed  and 

the  spec i f i c  ba l ance  s h e e t  ( tha t  is, d a t e  and purpose) for  which  the  c a l c u l a t i o n s  

a re  requ i red .  P a r t  of  the  p r e l i m i n a r y  work  will also inc lude  p lanning  the  

r e m a i n i n g  s teps  of  the  task .  The de ta i l s  of  these  s teps  will  depend  on the  types  

and sources  of  r isk f a c t o r s  t h a t  the  a c t u a r y  judges  to have  m a t e r i a l  i m p a c t ;  the  

a r e a  of the  b a l a n c e  s h e e t  and the  l eve l  a t  which  t h e s e  r isks  have  the i r  i m p a c t ;  

and the  t echn iques ,  tools ,  and r e s o u r c e s  a t  the  a c t u a r y ' s  disposal .  

L e t  me  e l a b o r a t e  a l i t t l e .  Risk f a c t o r s  can,  in gene ra l ,  be cons ide red  to a f f e c t  

t he se  four  a reas :  (1) a s se t s  only; (Z) l i ab i l i t i es  only; (3) a s se t s  and l iab i l i t ies ,  as 

wel l  as the i r  i n t e r r e l a t i onsh ip ;  and (4) the  c o m p a n y  in gene ra l ,  w i thou t  a d i r e c t  

l ink to a ba l ance  s h e e t  i t e m .  You m a y  no te  t h a t  t he se  four  c a t e g o r i e s  

co r re spond  f a i r l y  c lose ly  to the  a l l o c a t i o n  of r isks as C - l ,  C-Z, C-3,  and C-4,  

r e s p e c t i v e l y .  

A r i sk  a f f e c t i n g  a g iven as se t  or l i ab i l i ty  m a y  be cons ide red  to  have  an i m p a c t  a t  

var ious  levels .  The lowes t  level  is on indiv idual  a s se t  or l i ab i l i ty  i t ems .  A r isk  

f a c t o r  a t  this  level  can  be a n t i c i p a t e d  by an expl ic i t  or impl i c i t  ma rg in  in an 

a s s u m p t i o n  or a spec i f i c  f a c t o r  in a va lua t i on  mode l ,  which  is then  appl ied 

d i r e c t l y  to an i n v e n t o r y  of  a s se t s  or l i ab i l i t i es ,  as the  case  m a y  be. For  examp le ,  

t he  r isk  of m i s e s t i m a t i o n  of the  e x p e c t e d  leve l  of m o r t a l i t y  in an i n su rance  
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c o n t r a c t  m a y  be  t a c k l e d  by  adding on m a r g i n  to  the  m o r t a l i t y  a s s u m p t i o n  used  in 

a t r a d i t i o n a l  a c t u a r i a l  r e s e r v e  c a l c u l a t i o n .  Or the  r i sk  of a m o r t g a g e  d e f a u l t  

m igh t  be r e f l e c t e d  by a m a r g i n  in the  a s s u m e d  y ie ld  r a t e  used to  d i s coun t  f u t u r e  

p a y m e n t s .  

The  s e c o n d  l eve l  of  i m p a c t  is by  a g roup  or  p o r t f o l i o  of  a s se t s  or c o n t r a c t  

l i ab i l i t i e s ,  such  as p r o d u c t  l ine or l i n e - o f - b u s i n e s s  groupings .  Risks hav ing  an 

i m p a c t  a t  this  l eve l  m a y  be  q u a n t i f i e d  as in the  f i r s t  l eve l ,  by  exp l i c i t  marg in ,  or 

p e r h a p s  m o r e  a p p r o p r i a t e l y  by  an a d v a n c e d  s t a t i s t i c a l  m e t h o d  such  as a 

s t o c h a s t i c  a p p r o a c h  to  a r isk o f  f l u c t u a t i o n  or by a w o r s t - c a s e  s c e n a r i o  

p r o j e c t i o n  m e t h o d .  R e s u l t s  of  t h e s e  l a t t e r  m e t h o d s  a re  g e n e r a l l y  in the  fo rm of  

an a g g r e g a t e  p rov i s ion  for  the  g roup ing  or p o r t f o l i o  e x a m i n e d .  E x a m p l e s  

inc lude :  (1) t he  r i sk  of  e x c e s s  d e a t h  c l a ims  due to  r andom f l u c t u a t i o n ,  fo r  which  

an a d v a n c e d  s t a t i s t i c a l  mode l  migh t  be  used  to  p r e d i c t  the  p r o b a b i l i t y  of  such  

losses  as a f u n c t i o n  of  the  t o t a l  a m o u n t  e x p o s e d  to  r isk,  and the  d i s t r i b u t i o n  by 

age  and s ize ;  and (Z) the  r i sk  of  a s s e t / l i a b i l i t y  m i s m a t c h ,  which  migh t  be 

a n a l y z e d  by a cash  f low p r o j e c t i o n  m o d e l  app l ied  to  va r ious  c o r r e s p o n d i n g  

s e g m e n t s  of  a s s e t s  and l i ab i l i t i e s .  

The  th i rd  l eve l  of  i m p a c t  could  be d e s c r i b e d  as e i t h e r  on the  t o t a l  c o m p a n y  or 

p e r h a p s  of  i n d e t e r m i n a t e  l eve l .  Risks a t  this  l eve l  will g e n e r a l l y  r e q u i r e  f o r m u l a  

a p p r o x i m a t i o n s  or p e r h a p s  a r b i t r a r y  p rov i s ions  no t  s p e c i f i c a l l y  r e l a t e d  to  the  

a c t u a l  vo lume  o f  any  a s se t  or l i ab i l i t y  i t e m .  C a t a s t r o p h i c  or g e n e r a l  business  

r isks  for  which  q u a n t i f i c a t i o n  is i m p r a c t i c a l  or imposs ib le  cou ld  be c o n s i d e r e d  in 

this  way.  For  e x a m p l e ,  c a t a s t r o p h i c  c la im o c c u r r e n c e s  or a s se t  d e s t r u c t i o n ,  as 

wel l  as the  r isks  of  bus iness  f r aud  or m a n a g e m e n t  i n c o m p e t e n c e ,  could  be 

i n c l u d e d  in this c a t e g o r y .  Also, it m a y  be a p p r o p r i a t e  to make  a f ina l  
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ad jus tment  in to ta l  r equ i remen t s  based  on the combinat ions  of asse t  por t fo l ios  

and l iabi l i ty lines of business.  

On the basis of this kind of analysis,  then, the middle s t age  in the overal l  task  

will bas ica l ly  develop the to ta l  des igna ted  surplus in a l ayered  approach.  The 

first  and foundat ion layer  would be ca l cu la t ed  by the r ea s ses smen t  and possibly 

to ta l  reva lua t ion  of each individual ba lance  shee t  i tem,  probably  using 

t radi t ional  methods.  Individual assumptions  used may or may not be the same as 

those used for ca lcula t ing ba lance  shee t  values,  al though it is l ikely the 

subs t i tu t ion  of margins for "plausible" deviat ions ,  r a the r  than "reasonable"  

deviat ions,  will be considered appropr ia te .  

The a c t u a r y  would then add a second layer  of po r t fo l io -based  ad jus tmen t s  to the 

first  layer  by the appl icat ion of various more advanced methods  or "add-on" 

formula  components  tha t  r e f l e c t  the resul ts  of such advanced  methods ,  measure  

the in te rdependence  of i tems,  and r e f l e c t  risks having impac t  at  the second 

level.  

Last ly ,  he would consider the final ad jus tmen t s  to des ignated  surplus re la t ing  to 

companywide  or general  risks c lass i f ied as having impac t  at  the highest  level.  

While a quick verbal  descr ip t ion  of my concep t s  of a reas  of impac t  and levels  of 

impac t  of risks may be d i f f icul t  to grasp, my essent ia l  point  is tha t  s ince the 

ac tua ry  is concerned  about  a wide va r i e ty  of risk fac tors ,  and since he will have 
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various techniques or combinations of techniques at his disposal, he should make 

an effort to organize the risks in a form that allows him to choose the methods 

best suited to the circumstances, as well as to satisfy himself that the impact of 

all such risks will be adequately addressed. 

Having  a r r ived  a t  t o t a l  d e s i g n a t e d  surplus using w h a t e v e r  c o m b i n a t i o n  of 

t e chn iques  and m e t h o d s  is app rop r i a t e  to the  c i r c u m s t a n c e s  of t h a t  c o m p a n y  in 

this  middle  s t a g e  of his a s s e s s m e n t ,  the  a c t u a r y  would, in the  f inal  s t age ,  

e v a l u a t e  the  i m p a c t  on his c a l c u l a t i o n s  of  p r o j e c t e d  expe r i ence  in the  subsequen t  

r e p o r t i n g  per iod.  He would s tudy  bo th  ex is t ing  business and new business 

e x p e c t e d  to be w r i t t e n ,  as well  as the  p r o j e c t e d  change  in asse t  compos i t ion ,  all 

based  on known business plans and m a n a g e m e n t  pol ic ies .  This s tep ,  of course ,  

p e r m i t s  the  a s s e s s m e n t  of  the  p r o j e c t e d  v i t a l i t y  of the  c o m p a n y  over  the  

r equ i r ed  per iod  of t ime .  

Having  thus  n e a t l y  d isposed of  the  "how- to"  ques t ion  (in Z,500 words or less), I'll 

now press  on to the  f ina l  two words in my or ig inal  list: "when" and "where" .  By 

these  I mean ,  What  are  the  p r e r equ i s i t e s  and condi t ions  r equ i red  for  an a d e q u a t e  

a s s e s s m e n t ?  

It  is c l ea r  t h a t  to assess  p rope r ly  the  f inanc ia l  cond i t ion  of  a l i fe  c o m p a n y  and 

make  p r o j e c t i o n s  of the  l ikely d i r e c t i o n  and deg ree  of  change  in t ha t  condi t ion ,  a 

c o m p l e t e  and tho rough  analys is  is r equ i red ,  which mus t  be based  on close c o n t a c t  

wi th  the  c o m p a n y  in ques t ion .  This is n e c e s s a r y  both  to ensure  t h a t  all m a t e r i a l  

r isks have  been  cons ide red  and p rope r ly  assessed,  and to p e r m i t  an i n f o r m e d  

p r o j e c t i o n  of resu l t s ,  t ak ing  into  a c c o u n t  c u r r e n t  plans and new d i r ec t ions  in 

which  the  c o m p a n y  m a y  move.  Con t inuous  c o n t a c t  and access  to senior  
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m a n a g e m e n t  may also be required  to pe rmi t  t imely  advice to m a n a g e m e n t  as 

changes to the in ternal  or ex te rna l  env i ronment  occur.  

For adequate  thoroughness,  the ac tua ry  should address at least  the 

areas: 

I. 

Z. 

following 

Fami l ia r i ty  with the subjec t  company,  including the following: 

a. Its insurance products  and con t rac t s  in force  and cu r ren t ly  
being sold. 

b. Its marke t ing  and underwri t ing policies, sys tems,  and prac t ices .  

c. Its inves tments ,  inves tment  policies, and appraisal  p rac t ices .  

d. Its re insurers ,  re insurance  agreements~ and r e t en t i on  policies.  

e. The m a n a g e m e n t  s t ruc tu re ,  quali ty,  and philosophy. 

f. The corpora te  philosophy and s t r a t eg i c  plan~ including the 

distr ibut ion of surplus among policyholders  and/or  shareholders .  

A review of underlying f inancial  da ta  for the company and the 

sys tems for  genera t ing ,  editing, and maintaining them~ with a t t en t ion  

to accuracy ,  comple teness ,  t imeliness,  and ease of access .  

. A considerat ion of the appropr ia te  minimum momen tum period for 

the operat ion and for various segments  of the opera t ion (such as 

inves tments  versus market ing)  or for various product  lines (individual 

annuities~ group con t rac t s ,  etc.) ,  so as to establish proper rout ines  for 

monitor ing ongoing resul ts  and to pe rmi t  adequa te  ex t rapola t ion  

periods for s ignif icant  t rends tha t  may adverse ly  a f f e c t  surplus. 
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In t a lk ing  about  my ass igned topic~ I u n d o u b t e d l y  missed some points  t h a t  some 

of  you  m a y  fee l  belong in any compi l a t i on  of  basic  pr inciples .  If  so~ as s t a t e d  

ea r l i e r ,  we on tile c o m m i t t e e  would be de l igh t ed  to r ece ive  any and all 

c o m m e n t a r y  or o the r  con t r i bu t i ons  t oward  our goals.  

MR. WILLIAM A. BLACK:  Both  i n f l a t i o n a r y  g rowth  in sales  and the  shr inking of 

p ro f i t  marg ins  have  led in r e c e n t  y e a r s  to dec rea s ing  levels  of  surplus for  l i fe  

i n su rance  compan ie s  o p e r a t i n g  in Canada .  At the  s ame  time~ the re  has been  a 

g rowing  conce rn  about  the  so lvency  of  f inanc ia l  s y s t e m s  of  all  types .  Two banks~ 

seve ra l  t rus t  companies~ and a number  of  c a s u a l t y  compan ie s  have  b e c o m e  

inso lvent ;  o the r s  have  been  fo r ced  to merge .  So far  t h e r e  have  been no such 

inso lvenc ies  of  l i fe  i n su rance  compan ies .  

What  is the  role  to be p l ayed  by a c t u a r i e s  and~ in par t icular~ va lua t ion  a c t u a r i e s  

in the  m a n a g e m e n t  of  this  c ruc ia l  issue? What  are the  ques t ions  t h e y  should be 

address ing?  What  kind of  i ndependence  do they  need  in order  to pe r fo rm  the i r  

ro le?  How and to whom should t h e y  r e p o r t ?  

His tor ical ly~ the  a c t u a r y  has t e n d e d  to focus  on the  l i ab i l i ty  po r t ion  of  the  

ba l ance  shee t .  I t  has b e c o m e  inc reas ing ly  clear~ however~ t h a t  it  is imposs ible  to 

discuss  l i ab i l i t i e s  w i thou t  also r ev iewing  the  asse t s  t h a t  are  i n t ended  to back 

them up. The m e t h o d s  for e v a l u a t i n g  them bo th  mus t  be sound and m u t u a l l y  

c o n s i s t e n t .  
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In f a c t ,  the  r e c e n t  r e p o r t  of  t he  Spec ia l  C o m m i t t e e  on the  Ro le  of  the  Va lua t ion  

A c t u a r y  s t a t e s  c l e a r l y  in i t s  f i r s t  r e c o m m e n d a t i o n  t ha t  the  v a l u a t i o n  a c t u a r y  has  

to t a k e  r e spons ib i l i t y  for  all a s p e c t s  o f  the  b a l a n c e  shee t :  

R e c o m m e n d a t i o n  1: Tha t  in add i t ion  to  the  p r e s e n t  r e q u i r e m e n t s  for  the  

c o m p l e t i o n  of  v a l u a t i o n  r e p o r t s  for  l i fe  and h e a l t h  i n su rance  c o m p a n i e s ,  

the  Va lua t ion  A c t u a r y  be  r e q u i r e d  to r e p o r t  on the  ab i l i t y  of  the  c o m p a n y  

to m e e t  i ts  f u t u r e  ob l iga t ions  wi th  r e s p e c t  to ex i s t ing  bus iness  and 

a n t i c i p a t e d  f u t u r e  new bus iness .  

In this  p a p e r  i t  is a s s u m e d  (as s e e m s  likely) t ha t  this r e c o m m e n d a t i o n  will  ga in  

wide  a c c e p t a n c e  b o t h  wi th in  and ou t s ide  the  a c t u a r i a l  p ro f e s s i on .  We a re  

t h e r e f o r e  cons ide r ing  the  s i t u a t i o n  w h e r e  the  a c t u a r y  works  wi th  all  t h r e e  

po r t i ons  of  the  b a l a n c e  s h e e t - n a m e l y ,  a s se t s ,  l i ab i l i t i es ,  and surp lus  ( including 

cap i t a l ) .  We a re  focuss ing  he re  on the  las t  o f  t h e s e  t h r e e  e l e m e n t s .  

This is no t  to p r e t e n d  for  a m o m e n t  tha t  surplus  can  be  c o n s i d e r e d  on i ts  own,  

any m o r e  than  l i ab i l i t i e s  can  b e  e v a l u a t e d  i n d e p e n d e n t l y  of  a s s e t s .  But  t h e r e  

s e e m s  to be  a p a r t i c u l a r  need ,  in the  Canad i an  c o n t e x t ,  for  s t a t e m e n t s  to  

a c t u a r i e s  a b o u t  how to  d i scuss  surplus .  As the  p r e f e r e n c e  g rows  for  r e s e r v e  

p a t t e r n s  t ha t  p r o d u c e  s m o o t h  e m e r g e n c e  of  p ro f i t s ,  i t  b e c o m e s  i nc r ea s i ng l y  

i m p o r t a n t  to have  surplus  s t a n d a r d s  as p r o t e c t i o n  aga ins t  u n e x p e c t e d  a d v e r s i t y .  

WHAT IS S U R P L U S ?  

A g r e a t  dea l  has  b e e n  w r i t t e n  a b o u t  the  n a t u r e  and uses  of  surplus .  G e n e r a l l y ,  i t  

s e e m s  to boil  down to two  things:  (1) p rov i s ions  for  f l u c t u a t i o n s  or d e v i a t i o n s  and 

(Z) p rov i s ions  for  i n v e s t m e n t  in new bus iness .  What  is a v a i l a b a l e  for  (Z) usua l ly  

tu rns  out  to  be  w h a t e v e r  is l e f t  a f t e r  a p p r o p r i a t e  p rov i s ions  h a v e  b e e n  m a d e  for  
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(1). Of course ,  i t  can  be r e d e t e r m i n e d  e a c h  y e a r  and will be i n c r e a s e d  as p ro f i t s  

e m e r g e  f rom ex is t ing  business .  

In C a n a d a  the  a m o u n t  of  surplus consumed  by s t r a in  f rom new business has been 

r e d u c e d  s ince  the  1978 va lua t i on  changes  and m a y  be f u r t h e r  r educed  if the  

ce i l ing  on expense  a m o r t i z a t i o n  is e l i m i n a t e d  or if the  pol icy  p remium m e t h o d  of  

v a l u a t i o n  is adop ted .  Inc reas ing ly ,  then ,  surplus is where  we provide  for those  

improbab le  but  no t  implaus ib le  dev ia t i ons  and f l u c t u a t i o n s .  

L e t  us a s sume  t h a t  the  a c t u a r y  has p e r f o r m e d ,  a f t e r  appropr i a t e  s tudy  of  the  

company ' s  asse t s  and o t h e r  r e l e v a n t  f a c to r s ,  the  va lua t ion  of l iab i l i t ies  in 

a c c o r d a n c e  wi th  the  r e c o m m e n d a t i o n s  of  the  p ro fess ion  in Canada .  How, then,  

is he to speak  to the  ques t ion  of  surplus  a d e q u a c y ?  

One can  eas i ly  imag ine  a whole a r r a y  of  e rud i t e  and s o p h i s t i c a t e d  ca lcu la t ions :  

dev ia t i ons  f rom the  mean ,  dev ia t i ons  of  the  means ,  s t o c h a s t i c  models ,  wors t -  

case  scenar ios ,  e tc . - -banks  of  c o m p u t e r s  purr ing  c o n t e n t e d l y  in to  the  n ight .  

Unhappi ly ,  t h e r e  is some  doubt  as to  w h e t h e r  the  o u t c o m e  of  such work will be 

t a k e n  se r ious ly  by c o m p a n y  m a n a g e m e n t ,  a t  l eas t  if the  resu l t s  are  un favorab le .  

This is t rue ,  in pa r t ,  because  t h e r e  does not  exis t  in the  cu r r en t  Canad i an  

c o n t e x t  a body of  l i t e r a t u r e ,  g e n e r a l l y  unde r s tood  and endorsed ,  a round which 

the  p ro fes s ion  can  un i te  and to which a p a r t i c u l a r  a c t u a r y  can point  for 

i n d e p e n d e n t  suppor t  of  his work.  In f a c t ,  it  is qu i te  l ike ly  t h a t  d i f f e r e n t  

a c t u a r i e s ,  working wi th  the  s ame  compan ie s  and the  same  i n f o r m a t i o n  about  

those  compan ies ,  would c o m e  to wide ly  d i f f e r i ng  conclus ions  about  the  a d e q u a c y  

of  surplus  levels .  (Indeed, t h e r e  a re  some grounds  for pess imism t h a t  va lua t ions  

7-Z4 



of  the  s a m e  l i ab i l i t i e s  p e r f o r m e d  by  d i f f e r e n t  va lua t i on  a c t u a r i e s  would  fal l  

wi th in  an a c c e p t a b l y  na r row range . )  

While  the  p r o f e s s i o n  has  b e e n  c o n t e m p l a t i n g  t h e s e  issues~ c e r t a i n  r e a l i t i e s  have  

begun  to  i n t rude  in to  the  t h e o r e t i c a l  e n v i r o n m e n t :  

. In 1983 the  f e d e r a l  D e p a r t m e n t  of  Insu rance  c o m m i s s i o n e d  Dr.  Allan 

Brende r  to  p r o d u c e  a p a p e r  on a d e q u a c y  of  surplus  leve ls .  One  r e su l t  

was  a d r a f t  f o r m u l a  t h a t  has  s ince  b e e n  c o n s i d e r a b l y  r e f i n e d  by  a 

CLHIA c o m m i t t e e .  

Many m e m b e r s  of  the  p r o f e s s i o n  m a y  f ind a f o r m u l a  surplus  

r e q u i r e m e n t  d is tas tefu l~  no t  only b e c a u s e  of  i ts  t h e o r e t i c a l  

weaknesses~ bu t  a lso  b e c a u s e  of  the  i m p l i c a t i o n  t ha t  the  p r o f e s s i o n  is 

losing i ts  c h a n c e  to i n f l u e n c e  this issue.  F r o m  the  po in t  of  v iew of  

the  r e g u l a t o r y  author i t ies~ however~ the  c o n c e p t  o f  a f o r m u l a  m a k e s  

e m i n e n t  sense .  Thei r  job~ a f t e r  all~ is to p r o t e c t  the  publ ic  (at a 

min imum cos t  t o  the  t a x p a y e r )  f rom bad  luck  and /o r  bad  m a n a g e m e n t  

of  the  company~ mos t  l ike ly  the  l a t t e r .  C o m p a n i e s  wi th  surplus  

p r o b l e m s  m a y  be  e i t h e r  unwil l ing or  unable  to  suppor t  a s o p h i s t i c a t e d  

and o b j e c t i v e  a c t u a r i a l  e v a l u a t i o n  of  surplus  a d e q u a c y .  

What  the  r e g u l a t o r y  a u t h o r i t i e s  n e e d  is a t e s t  t ha t  can  be  done  

qu ick ly  and easily~ and t h e y  n e e d  the  author i ty~ if  the  t e s t  is no t  met~ 

to  usurp  s o m e  or all  o f  t he  m a n a g e m e n t  c o n t r o l  of  t he  c o m p a n y .  

O n c e  such  a t e s t  has  b e e n  s t ipula ted~ m a n a g e m e n t  has to l ea rn  to l ive 

wi th  i t ,  w h e t h e r  or no t  the  f o r m u l a  is v i e w e d  as having t h e o r e t i c a l  
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m e r i t .  The  pu rpose  of  the  surplus  f o r m u l a  is to p rov ide  a b u f f e r  

zone - - enough  surplus  to las t  b e t w e e n  the  t i m e  when a p r o b l e m  is 

i d e n t i f i e d  and the  t i m e  when  r e g u l a t o r s  can  t ake  c o n t r o l  away  f rom 

m a n a g e  m ent .  

Z. On June  Z6, 1986, t he  m i n i s t e r  of  s t a t e  fo r  f i n a n c e  t a b l e d  l eg i s l a t i on  

t h a t  would al low the  m i n i s t e r  to p r e s c r i b e  r e q u i r e d  l eve l s  of  surplus ,  

as wel l  as to  t ake  c o n t r o l  of  the  a s s e t s  of  a c o m p a n y  t ha t  did no t  

m e e t  the  t e s t .  I t  s e e m s  l ike ly  t h a t  t he  m e t h o d  of  p r e s c r i p t i o n  will be 

by f o r m u l a .  (It is a s s u m e d  t h a t  the  bill will be r e i n t r o d u c e d  in the  

new sess ion  of  P a r l i a m e n t . )  

. I n d u s t r y  d i scuss ions  of  a g u a r a n t e e  fund a re  con t inu ing .  It  now s e e m s  

l ike ly  t h a t  such  a fund  will be e s t ab l i shed ,  and r e g u l a t o r s  a re  be ing  

u r g e d  to  m a k e  m e m b e r s h i p  in the  fund a p r e r e q u i s i t e  fo r  the  wr i t ing  

of  new l i fe  i n s u r a n c e  bus iness .  

Where ,  then ,  does  this  l e a v e  c o m p a n y  m a n a g e m e n t ?  As is p o i n t e d  out  in the  

S o c i e t y  of  A c t u a r i e s  e x p o s u r e  d r a f t  on l i fe  c o m p a n y  v a l u a t i o n  p r inc ip les ,  

m a n a g e m e n t  of  surplus  is p r e e m i n e n t l y  a m a n a g e m e n t  p r e r o g a t i v e .  The a c t u a r y  

is t he  p r o f e s s i o n a l  adv i so r  in the  e x e r c i s e  of  this m a n a g e m e n t .  

What  kind of  adv i ce  is m a n a g e m e n t  going to wan t ?  Is it  going to  want  to hea r  

a bou t  d e v i a t i o n s  f rom  t he  m e a n ,  d e v i a t i o n s  of  the  mean ,  s t o c h a s t i c  models ,  

w o r s t - c a s e  s c e n a r i o s ,  e t c . ?  No t  e x a c t l y .  What  m a n a g e m e n t  is going to  wan t  to  

know a t  t he  end of  y e a r  X is this:  
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. How does  our surplus  c o m p a r e  wi th  the  r equ i r ed  f o r m u l a  a t  the  end 

of  the  c u r r e n t  y e a r ?  

Z. How can  we e x p e c t  our surplus levels  to c o m p a r e  wi th  the  f o r m u l a  

r e q u i r e m e n t s  in the  n e x t  few years~ based  on our business  plan for  

sa les  and e x p e c t e d  e x p e r i e n c e  on m o r t a l i t y ,  i n t e r e s t ,  expenses ,  

t e r m i n a t i o n s ,  e t c . ?  

. How m i g h t  our a c t u a l  surplus  versus  f o r m u l a  r e q u i r e m e n t s  behave  in 

the  fu tu r e ,  a ssuming  c e r t a i n  p e s s i m i s t i c - b u t - n o t - i m p o s s i b l e  

dev ia t ions  f rom ' the  a s sumpt ions  in number  Z? 

C a l c u l a t i o n  of  the  c u r r e n t  f o r m u l a  is, of  course ,  a pu re ly  m e c h a n i c a l  exe rc i se .  

But i t  can  be seen  t h a t  the  e s t i m a t i o n s  in n u m b e r  Z, and even  m o r e  so in n u m b e r  

3, r equ i re  the  s a m e  s c i e n t i f i c  p r inc ip les  as the  pu re ly  t h e o r e t i c a l  exe rc i s e  

de sc r ibed  above.  I t ' s  r e a l l y  jus t  a d i f f e r e n t  way of  phras ing  the  s a m e  type  of  

ques t ion .  

For" how m a n y  f u t u r e  y e a r s  should such a p r o j e c t i o n  be done?  Pe rhaps  a v e r y  

long t e r m  f o r e c a s t  is r equ i red .  Surely  t h e r e  are  some l imi ta t ions9 howeve r ,  

e spec i a l l y  s ince the  i m a g i n a r y  v a l u a t i o n  a t  the  end of  the  p r o j e c t i o n  per iod  

should  r e f l e c t  the  d e t e r i o r a t i o n  in e x p e r i e n c e  during the  p r o j e c t e d  yea r s .  Once  

the  number s  e x t e n d  m u c h  beyond  the  c u r r e n t  p lanning  hor izon ,  t h e y  t a k e  on an 

au ra  of  u n r e a l i t y .  As a p r a c t i c a l  m a t t e r ,  doing this  for even  a few y e a r s  is going 

to be a complex  task .  
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Some a c t u a r i e s  migh t  a rgue  tha t  s imply  t e s t i ng  the  s e n s i t i v i t y  of  the  c u r r e n t -  

y e a r  reserves~ t o g e t h e r  wi th  1- or Z- y e a r  f o r e c a s t  of  p ro f i t s  ( a f t e r  a l lowing for 

the  cos t  of  e x p e c t e d  new business) ,  will do the  job.  The problem wi th  this  is t ha t  

it m a y  cause  the  a c t u a r y  to a s sume  an u n r e a l i s t i c a l l y  rapid  d e t e r i o r a t i o n  in 

e x p e r i e n c e  or to ignore  a p o t e n t i a l  a d v e r s i t y  because  " things  can ' t  ge t  bad tha t  

f as t . "  If t h e r e  is a l o n g - t e r m  d e t e r i o r a t i o n  in an expe r i ence  f ac to r ,  it  is l ike ly  to 

occur  g r adua l l y  r a t h e r  than  i n s t a n t a n e o u s l y .  The t ime  f r a m e  over  which a 

d e t e r i o r a t i o n  occurs  is impor tant~  because  i t  d e t e r m i n e s  how much  l a t i t u d e  

m a n a g e m e n t  has to respond.  Thus~ the  a c t u a r y ' s  a s sumpt ion  about  the  r a t e  of  

d e t e r i o r a t i o n  m a y  be as i m p o r t a n t  as his a s sumpt ion  about  how bad things migh t  

ge t .  

In wha t  fol lows,  i t  has  been  a s sumed  t h a t  the  p r o j e c t i o n  will be done for  years .  

This is c e r t a i n l y  enough t i m e  to al low for g radua l  sh i f t s  in expe r i ence ,  and it  will 

be a t  or beyond  the  p lanning  hor izon  for mos t  compan ies .  

The i m p l e m e n t a t i o n  of  a r equ i r ed  surplus f o r m u l a  does not  r e p r e s e n t  an obs tac le  

to a s c i e n t i f i c  c o n s i d e r a t i o n  of  surplus r e q u i r e m e n t s ;  it  s imply  sugges ts  a 

p a r t i c u l a r  channe l  by which  to make  t h a t  s c i e n t i f i c  eva lua t ion .  

The p ro fes s ion  c o l l e c t i v e l y  has an e spec ia l ly  i m p o r t a n t  role  to p lay  in guiding 

and suppor t ing  indiv idual  a c t u a r i e s  on this topic.  Cruc ia l  decis ions  by 

m a n a g e m e n t ,  and p o t e n t i a l l y  by regulators~ will depend  on the  a c t u a r y ' s  view of  

the  company ' s  surplus p rospec t s .  When the  going ge ts  tough~ it will be i m p o r t a n t  

for  the  a c t u a r y  to show c o n s i s t e n c y  of  his work wi th  we l l - e s t ab l i shed  

p ro fe s s iona l  s t anda rds .  What  fol lows will sugges t  how these  s t anda rds  migh t  look 

and will i nd i ca t e  the  kind of r epo r t  the a c t u a r y  migh t  make,  and to whom.  
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STANDARDS F O R  SCENARIO TESTING 

It  can be imag ined  t h a t  the  m a n i f e s t a t i o n  of the  "mos t  l ike ly  case"  scena r io  

( type  B) would involve  a s sumpt ions  c o n s i s t e n t  wi th  a v a l u a t i o n  t h a t  was done a t  

the  end of  y e a r  X. C o n s i s t e n t  does  no t  m e a n  equal .  Where  the  a c t u a r y  f ee l s  he 

has  ma rg in  in a va lua t i on  a s sumpt ion ,  i t  will  be a p p r o p r i a t e  to r e f l e c t  e m e r g e n c e  

of  p ro f i t  f rom t h a t  ma rg in  dur ing  the  f o r e c a s t  per iod .  

What  is des i red  is a p rev iew of  the  ba l ance  s h e e t  a t  the  end of  y e a r  X + 5, so the  

a c t u a r y  mus t  f o r e c a s t  his a sse t s  and l i ab i l i t i es  at  t h a t  t ime .  To do so, the  

a c t u a r y  mus t  know about  a s se t s  m a t u r i n g  dur ing the  nex t  5 y e a r s  and mus t  

f o r e c a s t  how m a n a g e m e n t  migh t  r e i n v e s t  t h e m .  He mus t  m a k e  a f o r e c a s t  of  

p ro f i t s  e m e r g i n g  f rom the  var ious  sources ,  as well  as of  f u t u r e  new business .  

He will then  have  to p e r f o r m  an i m a g i n a r y  v a l u a t i o n  a t  the  end of  y e a r  X + 5. 

This va lua t i on  will, in mos t  cases ,  no t  use the  s a m e  as sumpt ions  as the  c u r r e n t -  

y e a r  va lua t ion ,  p a r t i c u l a r l y  in r e s p e c t  to i n t e r e s t  r a t e s .  For  example ,  the  

t h e o r e t i c a l  a s se t  b lock  f ive y e a r s  hence  m a y  well  have  a d i f f e r e n t  a v e r a g e  

du ra t ion .  The c h a r a c t e r i s t i c s  of  the  f u t u r e  a s se t  block,  a long wi th  the  

i n v e s t m e n t  p ro spec t s  a t  the  t ime ,  will d e t e r m i n e  the  p u t a t i v e  va lua t ion  basis.  

Espec ia l ly  in the  f i r s t  few y e a r s  of  i ts  use,  the  t ype  B c a l c u l a t i o n  will be 

i t e r a t i v e .  Based on the  a c t u a r y ' s  f i r s t  calculat ions~ c o m p a n y  m a n a g e m e n t  m a y  

well  change  i t s  p lans  as to f u t u r e  new sales ,  i n v e s t m e n t  mix,  or o the r  s t r a t e g i e s .  

Implementation of the above kind of estimation, and especially the future 

valuation~ could be quite difficult. Even more difficult will be testing of the 

type C scenarios. These will each involve testing of one or more unfavorable 
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dev ia t i ons  in e x p e r i e n c e  f a c t o r s .  C o m p a r e d  wi th  the  type  B e s t i m a t i o n ,  t h e r e  

are  two added  compl i ca t i ons :  

. The a c t u a r y  mus t  imag ine  how, in the  fu tu r e  va lua t ion ,  he will 

r e f l e c t  the  a s sumed  u n f a v o r a b l e  expe r i ence  t h a t  has occu r r ed  during 

the  f i v e - y e a r  i n t e rva l .  For  example ,  one s cena r io  migh t  involve new 

i n v e s t m e n t  r a t e s  dropping by 300 basis  poin ts  in a s t r a i g h t  line over  

the  i n t e rva l .  C lea r ly ,  the  i n v e s t m e n t  i ncome  as sumpt ion  in the  

fu tu r e  va lua t i on  mus t  a s sume  new i n v e s t m e n t  i n t e r e s t  r a t e s  no higher  

than  those  impl ied  by the  scenar io  a s sumpt ion  for  the  end of  the  f ive -  

yea r  per iod.  Thus, a l t hough  the  scena r io  t e s t  m a y  be l imi t ed  to f ive 

yea r s ,  m a n i f e s t a t i o n  of  i ts  u n f a v o r a b l e  c l i m a t e  t h roughou t  the  

r e m a i n i n g  l i fe  of the  pol ic ies  will be impl ic i t  in the  t h e n - a s s u m e d  

va lua t ion .  

Z. The a c t u a r y  m u s t  m a k e  c e r t a i n  a s sumpt ions  about  how m a n a g e m e n t  

will behave  in the  f a c e  of  adve r s i t y .  I t  is r easonab le  for the  a c t u a r y  

to ask, dur ing the  t ype  B eva lua t ion ,  how m a n a g e m e n t  in tends  to 

respond  to the  mos t  l ike ly  c i r c u m s t a n c e s .  It is no t  r easonab le ,  

however ,  for  m a n a g e m e n t  to be asked in advance  how it  will dea l  

wi th  a whole  a r r a y  of  possible  adverse  c i r c u m s t a n c e s .  M a n a g e m e n t  

will, qu i te  r ea sonab ly ,  wan t  to wai t  to see  wha t  else is happening  a t  

the  t i m e .  But i t  will no t  be s a t i s f a c t o r y  for the  a c t u a r y  to assume 

t h a t  m a n a g e m e n t  will ignore  a d v e r s i t y  when it occurs .  For  example ,  

the  a c t u a r y  mus t  cons ider  whe the r ,  in a dec l in ing  i n t e r e s t  r a t e  

scenar io ,  m a n a g e m e n t  will change  the  t a r g e t s  for new business mix 

or volume,  or the  a s s e t - l i a b i l i t y  m a t c h i n g  s t r a t e g i e s .  
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To help the ac tua ry  per form in this role,  the profess ion has to provide him with 

technique papers  on es t imat ion ,  a number  of s t ipu la ted  adverse  scenar ios  tha t  

must  be tes ted ,  and guidance in se lec t ion  of addit ional  scenar ios  to be t e s ted .  

To f ac i l i t a t e  the deve lopment  of both  the profession 's  overal l  understanding and 

individual e f f ec t i venes s ,  a workable  peer  review and support  p rocess  will be 

needed.  

SOLVENCY REPORTING 

Having comple t ed  his research ,  the ac tua ry  must  now repor t  his conclusions.  

How and to whom these  are r epo r t ed  are jus t  as crucial  as the methodology  used 

in reaching the conclusions.  

Nei ther  a to ta l ly  public nor a to ta l ly  p r iva te  repor t ing  p ro toco l  seems 

sa t i s f ac to ry .  In a to ta l ly  public environment ,  the ac tua ry  would be under 

t r emendous  pressure  to suppress  any unhappy conclusions he may  have reached ,  

espec ia l ly  those emanat ing  from the pess imis t ic  scenarios .  Also7 the very  

publ ica t ion  of such an opinion might doom a company  tha t  would o therwise  have 

survived--hardly a desi rable  resul t .  

Nei ther  does a to ta l ly  p r iva te  p rocess  r e c o m m e n d  i tse l f .  If internal  m a n a g e m e n t  

isn't all tha t  anxious to r ece ive  the repor ts ,  there  is some danger tha t  work will 

not be  done or will not  be  done thoroughly.  Also, bo th  r egu la to ry  au thor i t i es  and 

a gua ran tee  fund could bene f i t  t r emendous ly  from some kind of d is tant  ear ly  

warning about  po ten t i a l  problems.  Accordingly,  the following two-pronged  

repor t ing  sys tem is advoca ted .  
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PUBLIC R E P O R T  

The  a c t u a r y  would m a k e  his n o r m a l  pub l i shed  s t a t e m e n t  abou t  the  v a l u a t i o n  of  

r e s e r v e s .  The  a c t u a r y  would also r e p o r t  the  r e su l t  of  the  c u r r e n t - y e a r  surplus  

t e s t  aga ins t  a p r e s c r i b e d  f o rm u l a :  

. N o r m a l l y ,  of  cou r se ,  the  a c t u a r y  will s imply  r e p o r t  t ha t  t he  t e s t  has 

b e e n  s a t i s f i e d .  

Z. In som e  ca se s  the  t e s t  m a y  no t  have  b e e n  s a t i s f i ed ,  but  the  c o m p a n y  

m a y  have  b e e n  able  to  s a t i s f y  the  r e g u l a t o r y  a u t h o r i t y  t h a t  

s a t i s f a c t o r y  s t ep s  had been  t a k e n  to  i m p r o v e  t he  s i t ua t i on .  If this  is 

t he  case ,  b o t h  f a c t s  should  be pub l i c ly  r e p o r t e d ,  even  a t  the  r i sk  of  

f u r t h e r  d a m a g e  to  t he  c o m p a n y .  

. Of  cou r se ,  if  n e i t h e r  o f  the  above  cond i t i ons  apply~ the  r e g u l a t o r y  

a u t h o r i t i e s  will p r o b a b l y  t a k e  c o n t r o l  of  the  c o m p a n y ' s  asse t s .  

PRIVATE R E P O R T  

The  p r i v a t e  r e p o r t  would be a v a i l a b l e  to the  c o m p a n y ' s  boa rd  of  d i r e c t o r s ;  the  

r e g u l a t o r y  a u t h o r i t y ;  and the  g u a r a n t e e  fund, if one  ex i s t s .  In this,  the  a c t u a r y  

would r e p o r t  t he  o u t c o m e  of  his t e s t i n g  aga ins t  his e x p e c t e d  f u t u r e  s c e n a r i o ,  

t hos e  o t h e r  f u t u r e  s c e n a r i o s  p r e s c r i b e d  for  t e s t i ng  by the  p ro f e s s ion ,  and such  

o t h e r  s c e n a r i o s  he f e l t  w e r e  a p p r o p r i a t e  to  t e s t  under  the  c i r c u m s t a n c e s .  

I t  would  be a cause  for  som e  c o n c e r n  if a c o m p a n y  were  m a i n t a i n i n g  a bus iness  

p lan  unde r  which  i t  would e x p e c t  to fa i l  the  surplus  t e s t  in a f u t u r e  y e a r ,  even  

under  n o r m a l  e x p e c t a t i o n s .  T h e r e  should be r a t h e r  less c o n c e r n ,  h o w e v e r ,  if a 
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company's  surplus s i tua t ion  were  fo r eca s t  to d e t e r i o r a t e  under some of the 

pess imis t ic  scenar ios .  In f ac t ,  one might  imagine , t ha t  a number  of o therwise  

hea l thy  companies  might be e x p e c t e d  to be in this s i tua t ion  a t  the end of any 

par t icu la r  repor t ing period. 

The g rea t  value of  these  repor t s  is the advance indicat ion that  a company  is 

pa r t i cu la r ly  vulnerable to ce r ta in  adverse  c i rcumstances .  Highlighting these  

vulnerabi l i t ies  will aid both  regula tors  and management .  For  example ,  if it  is 

de t e rmined  that  a company  is vulnerable  to rapidly rising in te res t  rates~ the 

onset  of such an increase  would be su f f i c ien t  to t r igger act ion,  wi thout  the need 

to wai t  for comple t ion  of the current  repor t ing period.  

More impor tan t  than a company 's  indica ted  vulnerabi l i ty  in a pa r t i cu la r  year ' s  

r epor t  will be how that  vulnerabi l i ty  r ecedes  or advances  from one year  to the 

next .  By repor t ing  on the progress  against  such vulnerabi l i t ies ,  the a c t u a r y  will 

bo th  aid regula tors  in their  duty  to p r o t e c t  the public and guide managemen t  in 

the choice  of  s t r a t eg i e s  for maintaining solvency.  

When one or more  of the scenar ios  t e s t e d  produces  an unfavorab le  conclusion~ it 

may well provoke a closer  inspect ion of  the valuat ion of l iabi l i t ies  tha t  has been  

pe r fo rmed .  Although superf ic ia l ly  this may appear  threa tening,  in fact~ the 

va lua t ion  ac tu a ry  may well we lcome  this kind of  ex te rna l  suppor t  for methods  he 

has been using. 
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Even  i f  all  o f  t he  s c e n a r i o s  w e r e  to t e s t  s u c c e s s f u l l y ,  it  would be p r e s u m p t u o u s  

for  the  a c t u a r y  to  g ive  as his opinion a g lobal  c e r t i f i c a t i o n  of  so lvency .  We a re  

s t i l l  a t  a p r i m i t i v e  s t a g e  of  d e v e l o p m e n t ,  and he should r e s t r i c t  h i m s e l f  to a 

d e s c r i p t i o n  of  s c e n a r i o s  t e s t e d  and t he  o u t c o m e  of  those  t e s t s .  

In the  a c t u a r i a l  l i t e r a t u r e  one can  f ind a v a r i e t y  of  d e f i n i t i o n s  of  " so lvency . "  

What  is i m p l i c i t l y  be ing  used  h e r e  is r a t h e r  m o r e  p r a g m a t i c  and pe rhaps  less 

a c t u a r i a l .  "So lvency"  h e r e  m e a n s  t h a t  the  c o m p a n y ' s  f i nanc i a l  a f f a i r s  a re  such 

t h a t  t he  r e g u l a t o r y  a u t h o r i t i e s  a l low m a n a g e m e n t  to  m a i n t a i n  c o n t r o l  ove r  the  

c o m p a n y .  In this  c o n t e x t  t h e r e  a r e  obv ious ly  d e g r e e s ,  s ince  a s u p e r i n t e n d e n t  

m a y  impose  c e r t a i n  cond i t i ons  on a c o m p a n y  w i t h o u t  d i sp lac ing  m a n a g e m e n t  

f r om i ts  f unc t i on .  

F U T U R E  EVOLUTION 

If the  p r o f e s s i o n  in C a n a d a  chooses  to  fo l low this  app roach ,  one  migh t  imag ine  

t he  fo l lowing  kind of  evo lu t i on :  

. We n e e d  t e c h n i q u e  p a p e r s  de sc r ib ing  how a c t u a r i e s  should d e v e l o p  

and t e s t  s c e n a r i o s .  

Z. The p r o f e s s i o n  needs to  c r e a t e  a sho r t  l ist  o f  c a r e f u l l y  c o n s i d e r e d  

" p r e s c r i b e d "  s c e n a r i o s ,  which  mus t  be t e s t e d  for  e v e r y  c o m p a n y .  

. An e f f e c t i v e  p e e r  r e v i e w  p r o c e s s  is r e q u i r e d  bo th  fo r  va lua t i ons  and 

for  s o l v e n c y  t e s t i ng .  
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. No doubt  all  of  the  t h e o r e t i c a l  work will b e n e f i t  t r e m e n d o u s l y  f rom 

the  resu l t s  of the  ea r ly  y e a r s  of  p r a c t i c a l  i m p l e m e n t a t i o n .  Ins ights  

will be ga ined  in to  bo th  m e t h o d s  and assumpt ions ,  and i t  is hoped  t h a t  

a body of l i t e r a t u r e  will a r i se  t h a t  can aid a c t u a r i e s  in the i r  work.  

. I t  will  be d i s cove red  t h a t  t h e r e  are  c e r t a i n  t ypes  of  r isk t h a t  do no t  

benefit from having the solvency question addressed in this fashion. 

These will reveal themselves as practical work is done, and other 

methods for approaching them will be advocated. 

. Ins ight  will be ga ined  in to  wha t  c o n s t i t u t e s  a good or bad r equ i r ed  

surplus f o rmu la .  As wel l  as be ing eas i ly  and qu ick ly  ca lcu lab le ,  the  

f o r m u l a  should p roduce  a surplus leve l  t h a t  does not  d e p l e t e  too 

quick ly  as a r e su l t  of  adve r s i t i e s .  This doesn ' t  change  the  f a c t  t h a t  

once  a f o r m u l a  is in p lace ,  the  t h e o r y  on which  i t  is deve loped  

b e c o m e s  s econda ry .  The a c t u a r y  has to dea l  wi th  it as a g iven in the  

equa t ion ,  l ike the  ru les  for  br inging cap i t a l  gains or losses in to  

income .  

In s u m m a r y ,  i t  is f e l t  t h a t  the  p ro fes s ion  has  to dea l  wi th  a f o r m u l a  surplus 

r e q u i r e m e n t  as a r e g u l a t o r y  r e a l i t y ,  a t  l eas t  for  the  f o r e s e e a b l e  f u tu r e .  We can  

bes t  c o n t r i b u t e  to d iscuss ions  of  so lvency  m a n a g e m e n t  by provid ing  f o r e c a s t s  of  

how a c t u a l  surplus migh t  p e r f o r m  under  var ious  scenar ios .  The r e su l t s  of  these  

f o r e c a s t s  should be m a d e  ava i l ab le  to bo th  boards  of  d i r e c t o r s  and r e g u l a t o r s .  
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There  are other  valid ways of approaching the solvency issue. However ,  to 

p roceed  without  d i rec t ly  recognizing the emerging regula tory  rea l i t ies  is to risk 

becoming  i r re levant  to the whole solvency discussion. 
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