














Medicare Reform, continued from page 1

reform measures must include two additional criteria. The growth
in general revenue contributions to Medicare, measured as a per-
centage of total federal revenues, must be reduced, the statement
says, and the growth in Medicare spending, measured as a percent-
age of gross domestic product (GDP), must also be reduced.

According to the trustees’ report, HI revenues will fall below
spending levels for the first time this year, and the trust fund is now
projected to be depleted by 2017—two years earlier than last year’s
projection. In addition, by 2050, Medicare’s share of GDP is pro-
jected to increase from last year’s 3.2 percent to almost 10 percent,
and Medicare contributions could jump from one-sixth of federal
revenue to one-half of it.

“Medicare proposals should focus on options that control overall
spending, rather than simply shifting costs from the government to
another payer,” the statement says.

Any viable solution, the statement acknowledges, will involve a
combination of concessions from taxpayers, Medicare beneficiaries
and the health care industry. However, it stresses that each year of
inaction ensures those changes “are more extreme and likely more
burdensome to future generations.”

“Medicare’s future is threatened by large and imminent
financial challenges,” said Academy Senior Health Fellow Cori
Uccello. “The actuarial profession urges President Obama and
Congress to act now to restore Medicare’s long-term solvency
and sustainability.”

K ASED ON THE NEW DATA from the 2009 Medicare
BTrustees’ Report, the Academy’s Medicare Steering

Committee updated and released its annual issue
brief Medicare’s Financial Condition: Beyond Actuarial
Balance. The key findings of this year’s trustees report
include:

Wy Hospital Insurance (HI) expenditures will exceed HI income,
including interest, again this year.

wp The trust fund depletion date is projected to arrive in 2017,
two years earlier than was projected last year. This is due
to significantly lower projected payroll tax income during
the current economic recession.

W At the time of projected trust fund depletion, tax revenues
would be enough to cover only 81 percent of program
costs.

w» The value in today's dollars of the HI deficit over the next
75 years is $14 trillion. Eliminating this deficit would require
an immediate 134 percent increase in payroll taxes or
an immediate 53 percent reduction in benefits, or some
combination of the two.

W H| income shortfall and Supplemental Medical Insurance
(Part B) general revenue contributions are projected to
grow dramatically from 1.4 percent of gross domestic
product (GDP) in 2008 to 8.1 percent of GDP in 2080.

W |n 2008, Medicare spending was 3.2 percent of GDP
Spending is expected to rise to 6.4 percent of GDP in 2030

and 11.2 percent of GDP in 2080.
-HEATHER Jey
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Actuaries, Accountants Seek Out Common Ground

TEE HELD ITS ANNUAL MEETING with the American
Institute of Certified Public Accountants’ (AICPA) Insurance
Experts Panel April 27 at the AICPA headquarters in New York.

Academy and AICPA participants discussed developments
between the Financial Accounting Standards Board (FASB) and the
International Accounting Standards Board (IASB), as well as actu-
arial standards of practice (ASOPs) and Academy practice notes.

Taking part in the meeting on behalf of the Academy were mem-
bers of the Financial Reporting Committee (FRC), the Risk Man-
agement and Financial Reporting Council RMFRC), the Actuarial
Standards Board (ASB), the Casualty Practice Council’s Commit-
tee on Property and Liability Financial Reporting (COPLFR), the
Health Practice Financial Reporting Committee (HPFRC) and the
Life Financial Reporting Committee (LFRC). Each group presented
on varied risk management and financial reporting topics.

The meeting began with a discussion on the IASB and FASB joint
insurance contracts project. Henry Siegel, vice chairperson of the
RMFRC, discussed the FASB revenue recognition project, indicat-
ing that the FRC would be submitting comments on the paper this
summer. Both Siegel and Donald Doran, chairperson of the AICPA
panel, agreed that the biggest question is how to identify and define
the performance obligation.

Steve Strommen, vice chairperson of the FRC, presented the
committee’s comments on the FASB financial statement presenta-
tion paper. He discussed the paper’s objectives of disaggregation and
cohesiveness. Chris Nyce, vice chairperson of the FRC, discussed

THE ACADEMY’S FINANCIAL REPORTING COMMIT-

the International Association of Insurance Supervisors paper on
the relationship between the auditor and actuary, citing the paper’s
confusion in defining the role of the actuary.

Marc Oberholtzer, chairperson of COPLFR, updated the meet-
ing attendees with the news that a practice note pertaining to the
NAIC model audit rule would be issued later this year. Oberholtzer
and Al Beer, vice chairperson of the ASB, also presented a report
on developing an ASOP on risk transfer. Beer said an ASB drafting
group will be discussing the potential contents of the ASOP and
whether it will include topics not covered in an existing Academy
practice note that was created in 2005 and revised in 2007. The
annual meeting also included discussion on Securities Exchange
Commission disclosures for property and casualty companies and
changes to ASOP No. 36, Statements of Actuarial Opinion Regarding
Property/Casualty Loss and Loss Adjustment Expense Reserves.

Darrell Knapp, chairperson of HPFRC, mentioned the com-
mittee’s practice note on accident and health active life reserves
(under both statutory accounting principles and generally accepted
accounting principles). The document is expected to be completed
by the end of the year. Knapp suggested distributing the practice
note to the AICPA panel for input when it is complete. Rowen Bell,
chairperson of the FRC, gave a review of the Academy’s completed
practice notes, and Lenny Reback, vice chairperson of LFRC, dis-
cussed the committee’s updated draft practice note on guaranteed
minimum benefits, for which members of the panel agreed to pro-
vide comments.

-TINA GETACHEW

" Jarvis Farley Service Award )

The Academy is looking for nominations for
the 2009 Farley Award, which is given annually to
an actuary who has provided sustained exemplary
volunteer service to the profession.

With the exception of current Academy officers,
all Academy members are eligible for the award. Past
Academy presidents are eligible for consideration only
for the volunteer work they have done after completing
their terms of office.

For more information, visit the Academy website.
Nomination Deadline: July 1
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http://www.fasb.org/project/revenue_recognition.shtml
http://www.fasb.org/project/financial_statement_presentation.shtml
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Insurance Scoring, continued from page 1

“There is a strong correlation between credit-
based insurance scores and the expected costs asso-
ciated with the risk,” Kucera told the NAIC panel in
Arlington. “In other words, in a group of insureds
who are identical in every other way, insureds with
favorable insurance scores are significantly more
likely to have better loss experience than insureds
with unfavorable insurance scores.”

Kucera also cited Actuarial Standard of Practice
(ASOP) No. 12, Risk Classification, to defend the use
of credit information in risk pricing.

“The actuary should select risk characteristics
that are related to expected outcomes,” reads Sec-
tion 3.2.1 of the ASOP. “A relationship between a risk
characteristic and expected outcome, such as cost,
is demonstrated if it can be shown that the variation
in actual or reasonably anticipated experience cor-
relates to the risk characteristic.”

Kucera mentioned several studies, which he
cited by name in his written testimony, that have
shown credit scores to reflect significant differences
in expected loss cost.

In response to concerns expressed by the NAIC
over the current economic condition’s effect on
credit scores, Kucera stressed that one of the roles
of the actuary is to regularly review all relevant data
to ensure rate levels are appropriate and actuarially
sound. If credit scoring were to be removed from
insurance scores, he explained, it would not lower
the overall premium collected but only redistribute
it among different segmented risk groups so that
those with lower risks will pay more and those with
greater risks will pay less.

In addition, even if poor economic conditions
were to lead to across-the-board declines in credit
scores, Kucera said it wouldn’t dictate across-the-
board premium hikes because insurers use insur-
ance scores to determine appropriate rate rela-
tionships between risk classes—not to determine
overall premium need. Instead, the actuary would
observe the distributional shift in scores and adjust
rate levels so that the total premium is the same.
Through the past six months of the current eco-
nomic conditions, Kucera said, he wasn’t aware
of “any quantifiable evidence that has surfaced to
demonstrate that a significant distributional shift
has been occurring.”

Other speakers who testified during the second
panel were representatives from the Insurance Infor-
mation Institute, the Center for Economic Justice
and the Consumer Federation of America, as well as
Academy member Michael Miller, who represented
the American Insurance Association, Property Casu-
alty Insurers Association of America and the National
Association of Mutual Insurance Cos. in the hearing.
Opponents of credit-based insurance scores argued

that credit scores affect minority applicants dispro-
portionally and said that evidence that shows a corre-
lation between credit scores and insurance risk does
not necessarily prove causation.

“If causation were a standard for the use of the
specific risk factor, there would be no risk factors
that could be used to predict and measure risk,”
responded Miller.

During a question-and-answer portion of the
panel, Kucera referred to a point in his written com-
ments citing anecdotal evidence that most insur-
ance companies report that the use of the insurance
scores, along with other new rating factors, has
allowed them to write more risks from the general
population (particularly in low-income areas) than
were possible before the features were introduced.

Kucera also reiterated the relevance of the 2002
report, “The Use of Credit History for Personal
Lines of Insurance,” that the Academy Products,
Pricing, and Market Committee’s Risk Classifica-
tion Subcommittee previously produced at the
NAIC’s request.

[ \

w» Mark Verheyen, vice president of CNA
Insurance Co. in Chicago, has joined the
Academy’s Property and Casualty Risk-
Based Capital Committee.

HEALTH BRIEFS

w» David Vnenchak, lead actuary for the

healthcare division of RGA Reinsurance
Co. in Chesterfield, Mo., has joined the
Academy’s Stop-Loss Work Group.

Quualification Standards

Is an opinion that was
considered a prescribed
statement of actuarial opinion
(PSAQ) under the old standards now
considered a statement of actuarial
opinion (SAQ)?

A PSAO is a type of SAO. Actuaries who issue
certain PSAOs—such as those issued for the
NAIC Life and A&H Annual Statement, NAIC
Property and Casualty Annual Statement and
NAIC Health Annual Statement—must meet the
Specific Qualification Standards (Section 3 of
the revised standards) in addition to the General
Qualification Standard (Section 2).
J
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http://www.actuarialstandardsboard.org/pdf/asops/asop012_101.pdf
http://www.actuary.org/pdf/casualty/credit_dec02.pdf

