Life Actuarial (A) Task Force/ Health Actuarial (B) Task Force
Amendment Proposal Form*
1.
Identify yourself, your affiliation and a very brief description (title) of the issue.




John Robinson, Director PBR – Valuation Actuary, MN
2.
Identify the document, including the date if the document is “released for comment,” and the location in the document where the amendment is proposed:




Valuation Manual, January 2019 Edition
3.
Show what changes are needed by providing a red-line version of the original verbiage with deletions and identify the verbiage to be deleted, inserted or changed by providing a red-line (turn on “track changes” in Word®) version of the verbiage. (You may do this through an attachment.)



See below.

4.
State the reason for the proposed amendment? (You may do this through an attachment.)
In presenting the original APF 2018-58, NYL and NWM argued “we believe it is inappropriate to reflect reserve differences due to differing expectations of increases to future non-guaranteed premiums.” 

Since that first presentation, there have been at least three different proposals concerning the proper way to model YRT premium increases in the DR and SR.  Regulators have been asked to choose the one that we feel is the “best”.
The approach taken to date has the following weaknesses:

1.  The guidance offered in all the proposals would only apply to the ceding company.  This cannot resolve an issue of differing expectations, as described by NYL and NWM.
2.  Contrary to the view tacitly underlying these discussions, the relationship between cedants and reinsurers is not one-to-one;  rather, it is many-to-many:  cedant may have more than one reinsurer on a block of business and reinsurer can base its pricing decisions on the experience of multiple cedants.
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3.  By looking only at the DR and SR, we are not necessarily producing an outcome that is satisfactory when the overall reserve credit is considered.

4.  It is limited to YRT premiums.  The problem of differing perspectives exists in other areas of reinsurance, such as COIs for UL (consider the perspective of an assuming company under coinsurance).

5.  Under a principle-based approach, a company should have the freedom to select its approach, provided such approach is acceptable to its regulator.  This must apply equally to cedants and reinsurers.
The primary purpose of this APF is to re-state the problem at a more global level, and to propose a solution that is easy to implement and will preserve the freedom of companies to maintain legitimate, differing views in their model-based reserves.
The secondary purpose of this APF is to amend the text of an APF that has been accepted but not yet published.  The revised language will be referenced in the proposed language for the primary purpose.  
The following is added to VM-20 per APF 2018-48:

“Section 3.B.8:
8. For life insurance coverage that the company has assumed on a Yearly Renewable Term basis, the reinsurer’s net premium reserve shall be one half year’s cost of insurance for the reinsured net amount at risk.”

The main problem with the proposed language is that it does not specify the mortality basis to be used in the calculation.
Problem 1:  The bigger concern for regulators should be the relationship between the reserve credit taken by the ceding company and the reserve established by the assuming company.  In particular, the cedant’s reserve credit should not exceed the reserve established by the assuming company.  What follows is in the context of YRT reinsurance only.
The Proposed Solution:  Because the assuming company is required to establish a reserve that is at least as great as the NPR for the reinsurance, I propose to have the NPR for the reinsurance be a ceiling for the reserve credit.  This would be accomplished as follows:
1.  The ceding company would calculate a pre-reinsurance-ceded reserve, C, and a post-reinsurance-ceded reserve, D.  

2.  The ceding company would then calculate the NPR for the reinsurance, assuming it to be a group of stand-alone contracts, E.
3.  The ceding company would then determine an amount A, floored at 0, such that C-(D+A) does not exceed E.

4.  The post-reinsurance reserve is reported as D+A, and the pre-reinsurance reserve is reported as C.

In addition to the foregoing, it is proposed to delete the current VM-20 Section 8.B, on the grounds that a reserve credit is always to be calculated by a full calculation of a pre-reinsurance-ceded reserve and a full calculation of a post-reinsurance-ceded reserve.  The concept of a “Credit to the NPR” is not operable.
Consequently, the language proposed below will assume that current Section 8.D is re-located to Section 8.B, as now follows:

B. Determination of The Reserve Credit
1. The company shall calculate a pre-reinsurance-ceded minimum reserve and a post-reinsurance-ceded minimum reserve, for each VM-20 Reserving Category.  The reserve credit for each VM-20 Reserving Category is the difference between its pre-reinsurance-ceded minimum reserve and its post-reinsurance-ceded minimum reserve.  


Guidance Note:  The reserve credit for a VM-20 Reserving Category can be negative.

2. The pre-reinsurance-ceded minimum reserve shall be calculated pursuant to the requirements of VM-20, but excluding the effects of ceded reinsurance.  The post-reinsurance-ceded minimum reserve shall follow the same requirements, but shall reflect the costs and benefits of reinsurance.


3.  The exclusion tests of Section 6 shall be applied separately for purposes of the pre-reinsurance-ceded minimum reserve and the post-reinsurance-ceded minimum reserve.
4.  The company shall report the pre-reinsurance-ceded minimum reserve and the post-reinsurance-ceded minimum reserve, except that for any group of policies within a VM-20 Reserving Category that is reinsured on a yearly renewable term basis, the post-reinsurance-ceded minimum reserve will be adjusted as follows:

a.  Calculate the pre-reinsurance-ceded minimum reserve, here referred to as C.

b. Calculate the post-reinsurance-ceded minimum reserve, here referred to as D.


c. Calculate the net premium reserve for the yearly renewable term reinsurance (Section 3.B.8), as 
if it were a block of stand-alone policies, here referred to as E.

d.  Determine an amount A, floored at 0, such that C – (D+A) ≤ E. 

e. Report the pre-reinsurance-ceded minimum reserve as C and the post-reinsurance-ceded 
minimum reserve as D+A.
5. The requirement in Section 7.D.3 regarding the 98% to 102% collar is applicable when determining the amount of starting assets for pre-reinsurance-ceded minimum reserves.
Problem 2:  The language proposed for the already accepted APF 2018-48 is modified to
(a)  Remove the reference to “assumed”, to avoid the interpretation that it applies only to an assuming company;  and

(b)  specify the mortality basis to be used in the calculation.
8. For life insurance coverage on a yearly renewable term basis, the net premium reserve shall be the cost of insurance for the period after the valuation date covered by the premium already paid, based on the prescribed valuation mortality table in effect at the date of issue of the policy.
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