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Note: My response below represents solely my own opinion. No part of my response should be deemed to represent the opinions of Illinois Mutual nor the opinions of the other actuaries at Illinois Mutual. 

I thank you for your time and efforts and the ability to make comments on this exposure draft. 
 

Request:
The request for commentary was broken into a few parts:

1. For Section 2, Scope, please provide related comments by Sep. 19 to allow for discussion at a Sep. 26 meeting of LATF.
2. For Sections 5.C and 7, Aggregation, please provide related comments by Oct. 3 to allow for discussion at a Oct. 10 meeting of LATF.
3. Comments on the remaining sections are requested by Oct. 11.


Part 1 – Section 2 scope
The scope is broken down into two separate sections:
1. Option 1: Narrow scope, some analysis expected for all treaties in the scope
2. Option 2: Broad scope

For option 1 –
Part A: The description states that is applies for reinsurance “ceded to entities that are not required to submit a VM-30”. Maybe better would be simply to state whether the reinsurer is an “admitted” reinsurer. 

I would like to see some guidance here regarding what is NOT in scope. To me: highly rated reinsurers who are “admitted reinsurers” should be excluded from the scope. 

I urge caution regarding the thresholds defined in 1-4. There may be certain instances where a 5% reserve credit is too large and risky whereas a 30% reserve credit might be stable and reasonable.  


Part B: I applaud the wording here. “Significant reinsurance collectability risk” … “according to the judgement of the ceding company’s Appointed actuary.” 
This is excellent phrasing each insurer (and correspondingly reinsurer) are unique. It’s important to leverage the expertise and judgement of the Appointed actuary to determine whether there is “significant collectability risk.” 


For option 2 
Option 2 is too broad and brings in TOO many “plain vanilla” reinsurance agreements (co-insurance on term policies) where there has been very small amounts of risk to the industry for the last 50+ years. I urge the regulators to proceed with caution when painting with a broad brush. The general tendency over the last number of years is to create onerous regulation which does little to add to the strength of the industry. 

In particular, small insurance companies often have large reinsurance credits on a percentage basis. This is not necessarily a bad thing! Small companies get the benefit of experience and stability from highly rated reinsurers. Moreover, the ability for small companies to be in the market and compete with large companies benefits the consumer with lower and more competitive prices. 

Suggested “Option 3” for scope
In general, the appointed actuary is responsible for the credit worthiness and reliability of the reinsurers that the company is transacting with.  The wording of Option1.B is excellent, why not start there to define scope? If, in the opinion of the appointed actuary all reinsurance agreements are out of scope, a small writeup / explanation from the appointed actuary describing the thought process in the AOMR would be a reasonable request for this regulation. 



Part 2 – 5C and 7, Aggregation
The regulators need to be extremely careful here. There are a number of things going on in the details which may not be aptly considered. 

While 5E suggests that the actuary may use “simplifications”, I humbly ask the regulators to recognize that asset adequacy testing (AAT) is not (typically) performed on a seriatim basis (i.e. policy by policy and reinsurance agreement by reinsurance agreement). As it is, AAT is performed using a model and approximations.

On this front, many insurance companies have model point compression (lumping more than one policy together) and the process for modeling reinsurance is rarely done on a treaty by treaty basis. This is done for a number of reasons: 
1. When the model points are compressed, if 5% of the business in the model point is reinsured, then the model will reimburse 5% of the benefits. It’s possible that some of these policies in the singular model point were reinsured at 100% and some may not have been reinsured at all. Overall – the impact to the company is immaterial.
2. Even if we side-step model point compression and look instead at a singular policy – it is common for a company to share the reinsurance with more than one reinsurance company. When the financial benefits of this is modeled [“Modeled” is an important key word as this should be understood as “estimated” or “approximated”]  more often than not, a simple calculation is made for a singular reinsurance benefit in the model (even though it may come from more than 1 reinsurance company). 

Why is this done? It’s a model! Models are simplifications of reality. Run time, computation time, analysis time are all very expensive. Actuaries use judgement to make simplifications and efficiencies. 

Is it a concern that a single policy might be reinsured by more than 1 reinsurance company but is not modeled that way? No. In fact, this is conservative! It is rare that a highly-rated reinsurer goes bankrupt, but it is even more rare that MULTIPLE highly rated reinsurers go bankrupt. So, by modeling “split company reinsurance” through a simple mechanism in a model is conservative. 

Additionally, as a follow-up here, 5E suggests that the actuaries can use “modeling efficiency techniques if the appointed actuary can demonstrate that the use of such techniques does not make the analysis results more favorable.” This language is borrowed from the existing valuation manual, VM20. This is easier said than done. Reworded, this sentence suggests that in order to prove that you can use modeling efficiencies – you must model without the efficiencies first and then you can use the efficiencies. These things are not always possible. I urge the regulators to rely upon the opinion of the Appointed Actuary and his/her judgement on these matters.  

Now, with this said, my comments heretofore have been primarily focused on plain-vanilla reinsurance contracts. If, however, the reinsurance agreements were highly complex and asset intensive – then perhaps a more rigorous approach to reinsurance modeling would be warranted. I recognize the importance of this and the risk of such an agreement, but I share my thoughts with the regulators because I want to make sure that the regulation does not paint with too broad of a brush putting unnecessary burden – especially on small company actuaries and simple reinsurance arrangements. 



Part 3 - Comments on other sections
Section 6 describes an attribution analysis for “relevant treaties.” I’ve mentioned before, up above, but it bears repeating that plain-vanilla reinsurance is often not modeled on a treaty by treaty basis in actuarial AAT models. The analysis described, may be worthwhile for the risky and asset intensive reinsurance agreements, but regarding simple YRT or coinsurance arrangements on simple level term policies – this would be onerous and would not provide the regulators with useful information. 

Section 8.A states: “If cash flow testing is performed, present New York 7 results.” Some companies are not subject to New York and therefore may not run the NY7 scenarios. Moreover, VM30 does not require nor define what the “New York 7” scenarios are. It does not seem appropriate to inherently require the NY7 scenarios through this backdoor amendment regarding reinsurance. If the regulators desire to have a fixed set of scenarios – this should be requested in VM30 directly not independently required here. 

A question at the beginning of the document is of keen interest to me: 
“Should these requirements not apply to reinsurance treaties established prior to a certain date? … [this] may leave out a few substantial treaties of interest.” 
Given that the regulators are already apparently aware of certain concerns with some treaties, why go the route of creating a new actuarial guideline instead of just going directly to those companies of concern? The regulators already have the authority to do this. 

This is a similar problem that regulators faced when dealing with ULSG in the early 2000’s. Instead of using the regulatory powers to discipline actuaries who were creating products simply to sidestep reserve requirements, AG38 was amended and reamended ad nauseum. We must be careful not to over-regulate the industry because of a few bad actors. 
