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In past Credit Data Calls, carriers were asked fo provide statewide experience
data on experience forms ClI-EX-L (Rev. 1992) and CI-EX-DIS (Rev. 1992).
These two forms include a line for Earned Premiums at Presumptive Rate
(EPPR). Forms CI-EP-L (Rev. 1992) and CI-EP-DIS (Rev. 1992) are used to
convert actual earned premiums to the amount of premiums which would have
been earned had all business been written at the presumptive rate in effect at the
end of the reporting year. To do this conversion, a conversion ratio is calculated
by dividing the presumptive premium rate by the actual premium rate.

Beginning in the year 2000, the final presumptive rate is calculated by multiplying
a rate for a specific Plan of Benefits (e.g., Single Premium Reducing Term) from
the table of presumptive rates times a discount factor. The discount factor is
calculated using a formula that varies by term of insurance.

The introduction of the discount factor presents a dilemma of whether to request
carriers to report EPPR. before application of the discount factor or after
application of the discount factor. Either scenario will require carriers fo make
adjustments to the past method of calculating and reporting EPPR. For example.
reporting EPPR after application of the discount factor requires carriers to adjust
all policies issued prior to the effective date of the change in presumptive rates,
to reflect the appropriate discount factor. Requiring EPPR to be reported before
application of the discount factor requires carriers to “back out" the discount
factor from policies written after the effective date of the change in presumptive
rates. Since it is important for all carriers to report EPPR on a consistent basis.
and after obtaining input from several carriers in the credit market, TDI has
determined that the best approach is to request carriers to report EPPR before
application of the discount factor.

Appendix A contains detailed examples showing how carriers should convert
actual earned premiums to earned premium at presumptive rates before
application of the discount factor. Examples 1, 2 and 3 of Appendix A
demonstrate how carriers can make the conversion using a seriatim valuation
approach. If this approach is not possible, carriers may elect to make the
conversion using an average term approach. This approach is demonstrated in
Examples 4 and 5 of Appendix A. If a carrier utilizes the average term approach,
it is preferable that the average term represents a weighted average based on
ariginal premium or face amount, as opposed to a straight average based on the
number of certificates.

(g
When returning the experience da!,e/to TDI, please indicate in your caover letter
which approach (seriatim or average term) was utilized.
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l may need haradﬂ some hnmeahr Examptt- 4wﬁxplainm&
additional adjustments {ﬂmllar to exampie 3) need to be made if a rate
deviation was filed.
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Appendix A

Examples 1, 2 and 3 assume that the carrier is able (o use a seriatim approach to convert
actual earned premium to earned premium at presumptive rate. If this type of approach is
not possible, carriers will need to estimate the average term of the policies within eeu.,h
specific plan of benefits before making the conversions Example 4 addresses t

sHuaton. Ty - A Lo

The following assumptions are applicable to examples 1, 2 and 3
e Type of policy: Single Premium Reducing Term

o Term: '@mibpths  prs M

e Actual Earned Premium:*100

Example 1
The policy is issued in July 2000. There is no rate deviation.
Discount Factor= 1/{1+(.045xn)24) = 1/(1H.045x24)/24) = 95694
2000 Earned Premium at Presumptive Rate before discount = =
~ Actual Farned Premium for 2000/Discount Factor =
© 100195694 =04 55

Example 2
Policy 15 issued in 1999,
Actual rate charged =36 S
Presumptive rate in effect December 31, 2000, before discount = .30
2000 Earned Premium at Presumptive Rate before discount =
Actual Earmned Premium for 2000 x (Presumptive Rate in effect December 31, 2000,
before discoynt/ *\lel Rate Charged) =
B 100x.3/.36 ="83.3

Example 3
Policy issued October. 2001, with 30% automatic upward rate deviation (as allowed by
HBE 2159)
Discount Factor = 1/(1+H045x%n)/24) = 1/(1+H(. ﬂ—'h\c'?‘-’-i}.-’H‘J = 95694
Actual rate charged =30 x 130 =39 x Asui =433 4
Presumptive rate in effect December 31, 2001, betore discount = 30
2001 Earned Premium at Presumptive Rate before discount =
Actual Farned Premium x Presumptive rate in effect December 31. 2001, before
discount/(Preesunttactorx Actual Rate charged) =
100, ‘IJ{W} = 80.38
Viuson(@l~ st
IL* Examplest=
&Wﬁ\ Il Single Premium Reducing Term policies issued after the effective date of the change
N in presumptive rates. There is no rate dcviatiun
» Aggre 114. Actual Earned F‘remlum for all hmgi‘c‘l‘rcmunrﬁ'cduem&—’l:emlf LGB} = o
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Discount Factor based on average term of 48 months = 1/(1+(. ﬂ%mjf.’éﬂr] -

L/(1+(.045x48)/24) = 91743

200@ Earned Premium at Presumptive Rate before ﬂxscgamt =

Aggregate Actual Earned Premium / Discount Fact

@Bl?ﬂ 5 ljﬂﬁﬂ




In past Credit Data Calls, carriers were asked to provide statewide experience
data on experience forms CI-EX-L (Rev. 1992) and CI-EX-DIS (Rev. 1992).
These two forms include a line for Eamed Premiums at Presumptive Rate
(EPPR). Forms CI-EP-L (Rev. 1992) and CI-EP-DIS (Rev. 1992) are used to
convert actual earned premiums to the amount of premiums which would have
been earned had all business been written at the presumptive rate in effect at the
end of the reporting year. To do this conversion, a conversion ratio is caléulated
by dividing the presumptive premium rate by the actual premium rate.

Aot s Vies Y asa b:‘“fl
Beginning in—%ﬁe—yea—r EDD(},&the final presumptive rate is'calculated by multiplying
a rate for a specific Plan of Benefits (e.g., Single Premium Reducing Term) from
the table of presumptive rates times & discount factor. The discount factor is
calculated using a formula that varies by i‘a}r’m_gf_jg;_urance.
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The introduction of the discount factor pramﬁmma of whether to require
carriers to report EPPR before application of the discount factor or after
application of the discount factor. Either scenario will require carriers to make
adjustments to the past method of calculating and reporting EPPR. For example,
reporting EPPR after application of the discount factor requires carriers to adjust
all policies issued prior to the effective date¥of the change in presumptive rates,
to reflect the appropriate discount factor. Requiring EPPR to be reported before
application of the discount factor requires carriers to “back out’ the discount
factor from policies written after the effective date of the change in presumpiive
rates JAfter obtaining input from several carriers in the credit market, TDI| has
determined that the best approach is to u)uﬂ require carriers to repart EPPR
before application of the discount factor.

Appendix A contains detailed examples showing how carriers should convert
actual earned premiums to earned premium at presumptive rates before
application of the discount factor.



'TEXAS DEPARTMENT OF INSURANCE
[DATA CALL EDIT CHECKS
(EDIT #20 - For life exhibits, _m "Earned wms._Eﬂm at Emﬂcaﬂ_{m rate’ Is greater than 0 and the

_.u_m: Rdm:mw k8" is. equal to 01, 02, 03, 04, then "Earned tﬁﬂfam at presumptive.
rate” divided by “Mean Insurance in force! should be between 0.0061 and 0.0106,

Dt i VAR =
A0/1/80 oier  7iaoiee AT . Current Edit Chsck

.Hu_&mmn Edit .u:&%
Eﬁn on Ratio

r LAN : Iﬂ.m.% IH% -33100 % Ratio* Low High

01 SLD pmﬁa 0400 0360 D300 083333 00061 00106

02 St 0960 0768 0691 0576 0 83357 00061
03804 »wws 0800 0640 0576 0480 083333 0.0061

EDIT #21 - For life exhibits, if "Earnad 1@;53@ at presumptive rate" is greater than 0 and the
"Plan of mﬂ&*ﬁ_. is equal to 05, then >remiums at presumptive
rate" %_nmm by "Mean Insurance in force" should um&mgmm;.mhmwn and 0.0158,

_Presumptive Rates ; |
fo/80  10M1 7sbe2 wimo Current Edil Check
PLAN -030/01 7020052 331000  -present Ratio* Low High

05 AL 0750 a 600 0540 0450
05 ML 1440 1152 1. 037 mmmm
07808 OB OT 1200 0960 0884 0720

00084 00158
00084 00158
00094 0.0158

" 4/1/00 - present Presumptive Rate divided by 7/30/92 - 3/31/00 Presumptive Rate

High.

bmnﬂuﬁ
0.0078
0.0078

00132
00132

0. Eﬁm"
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Data Call Questions

The following questions pertain to the data call instructions and edits:

1.

2.

Do we need to add any additional edits to incorporate the discount factor? V=

Do we need to add any additional edits to incorporate the automatic
deviations that were used at the end of 20012" For example, the instructions
for forms CI-EP-L and CI-EP-DIS describe how to calculate a conversion
factor. Do we need an edit that indicates whether an automatic deviation was

filed and if so, that the conversion factor is within the 30% range? Gn
rﬁ& =

. What would prumpt/arg negative numbers for aggregate Earned Premium

and incurred claims?~For example, on the summary experience report, the
total earned premium and incurred claims for all classes of business were
negative for a few plans of benefits.

4?§;(perience Edit number 20. Explain the potential use of this edit. We cannot

BN

figure out where the current range of .0061 to .0106 came from. What is the
new appropriate range?

Experience Edit number 21. Explain the potential use of this edit. We cannot
figure out where the current range of .8664 to .04+86 came from. What is the
new appropriate range? BV Orss

Experience Edit number 27. Explain the use of this edit. Why is this edit only
used for life exhibits?

Expense Edit number 31. (check reference lines to the annual statement.)
One company indicated that the numbers on the data call didn't match the
corresponding numbers on the annual statement QIEE because the annual
statement includes general expenses for ordinary life, credit life and roup life

insurance. Is this correct? Please explain. RV C AR

Tewtic @A S,

The following questions pertain to responses received from companies regarding
the errors generated through the data call process:

j 1

This question pertains to the following response received by a company
regarding differences in amounts reported on the CIEE and the Texas specific
data call: “There was a difference of approximately 15% in the incurred
compensation entered on the data call and that on the CIEE. The CIEE
defines this figure to include experience refunds as well as front-end
reimbursement. The CDC form does not include experience refunds in this
figure.” Is this correct? Please explain. ol
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2. This question pertains to the credit life mean insurance in force. The CIEE
calls for joint coverage to be included at two times the face, or outstanding
balance, amount to reflect the joint coverage. The CDC does not call for this
view of the coverage. Is this correct? Please explain.

= ﬂi} AR ] —'f{,n»{ s
3. This question pertains to the credit data call summary error report and the L’l’:" Vg
differences between values contained on the CIEE and CDC summary.: The 2 4

response received states-that the differences are due to the fact that credit
call data includes non-contributory-life, which was not included in the NAIC =
experience exhibit. Is this correct? Please explain.

4. This question pertains to the following response received by a company:
“The reason why no commission is shown as eamed when there is net written  ( Ve
premium is due to the fact that the business is a single premium business as &
opposed to a monthly premium business. The reason why the beginning \))rjk -
premium reserve for 1999 shows $3,710, while the 19398 ending premium M}Jiﬂ"

reserve shows $0 is due to the fact that reserves are reported net of

reinsurance.” Is this correct? Please explain. B W
‘:]‘\M-((Ji\vﬁ hﬁ"lﬂ.]‘ﬂ"l\:’-

9. This question pertains to the following response received by a mmpanyt\\ K'ifﬁ R
“The CIEE breaks out compensation into two categories: commissions and g
service fees and other incurred compensation. Part 1B of the CIEE asks for
“total incurred compensation” which includes other incusred compensation.

The Texas Credit Data Call asks only for commissions and services fees.” Is
this correct? Please explain.

L(L\C-emm;,,_ B G ,J\-,-_-?w.gu_ .e{"l\ _-H-‘,.{- _ T
6. What are the implications for using different methodologies for determining
reserves? For example, a comment regarding the difference between the two
numbers stated that the reason for the difference was that the Earned
Premium Reserve on the CIEE form uses thé-state stat method whereas the
Earned Premium on the credit call USE$m€RuIE_GW% Do we need to clarify
- - i B i

which methodology should be used? Isfeasé%x&aﬁ :

: & B S &
# A f_'_l,\] 3 ! ?
_{\_,f{.o(_‘“_‘ﬂ “c‘-‘g‘lv [
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=

The following questions pertain to the instructions for preparing the data
forms found in Division 7 of subchapter FF., T
1. General expenses — Are current expense breakouts still valid?

: 39 e
2. Are expense examples still valid? S—ho ;
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Tfm, :
s promised, here is the cradit call data. Thi. aq::&s" file c~:m1tains

the raw dats. The excel file con ins the summary rep :
labeled "Sectl - Life Rpt [BLENS 1-B)" and "SectlT-Dis ﬁpt [Eﬁﬁ&ﬁ
$-26}". I've also included a word document containing an mcplﬂﬂation af
some of the anaﬁaliés I noted from yvear to years

Pleese lock over the summary and let me know if swnaﬂung uﬁ}g out at
you which doesn't seem guite fiqht -~hqpe£ully*that won't hapgam‘

E

Thenkﬁ_ggfﬂggur_helg.
Fan 5y 2. 398 T

69-02 Experience. ﬁnuuﬁiﬁmn rt_lan rgpﬁﬂ%ﬁit:exphnaﬁ on of anoma lies dc 2000 -2002 ﬁwﬁ@ tablesm
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‘Milliman work-papers regarding the discount factor
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“Larry Baber"
ghm1@ﬁa¢hﬁlk+nai}

08/06/2004 08:55 AM_ o Do
P.I el tﬂ b : =2 J E:f‘ s .'::-". el ghi) pia! A ]
Idh-‘lmf o mmnkhet | ‘Subject Discount factor analysis

Tim, uuaﬂ;tda.s myanalmufﬂmdumml Factors whene | hive developed discount. futtors assuming the annual ]‘lfmymﬁ
of the term and mmnmm_:l hack 1o tim 1 then di ivided the discounted, vpmqum#glhc;ﬁmg}a” . ﬁurrmm
factor. These discaunt factors were compared to the oI discount facters where I found them 1 be approxim:
year

This lesids me to helieve it Iswrmt-:r omit the: m«mnmmfm;qm mmpmmmﬁrerpﬂ-gmmh formuiaand mﬁhﬂ'ﬂhd:ﬁbﬂuﬂl mfmm
termis. §
Call iF vou would Tike 10 discuss further
Baber
Idhd et ganhlink.net
=%

Discount Factor Anslsic s




;J .I:l

DISCOUNT FACTOR ANALYSIS

0,045 Discaunt ~ Sumof Resulting

Premium  Annual  Factor Discounted Discounted  Discount

Year Premium toT Premium Premwms  Factor

$ 030 030000 § S 0.30000 1.000000

s 'Da'n- S : 0.978469
¥
.-5:.

t}353 ;&%Eﬁﬁﬁ? s
0.30 0847458 $

E.
Bwrn ool on

1
2

K
7.3

divided by nﬁh&ﬂ%ﬁﬁnﬁuﬂ Premium

Example: For a three year term
‘Sum of Discounted Premiums = $0.86231
n=3 i
Annual Premium = $0.30




Gu;rrﬁntTDI

_ Discounted
Premium  Premium
030 $_ﬁ_3bﬂﬁ0

mu' 31 3&@5? 0.920577

The discount method | used produces factors.
that are very close fo the DI factors only one
‘year off In other words, TRy, ?*}Feaf‘fﬁﬂtﬁﬁst
approximately the same as the TDI ‘15_-5:‘9131‘
factor, my 3-year compares to the TDI 2-year,
etc.
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Bfad Smﬂh
[Da#&ﬁ’}

08/04/2004 08:58 AM

‘See below.
Tim Lee

Timlee
i To Brad SmitVDALIMER@VRUS

Thanks. | assume when you say 12% “unleveraged”, you mean without debt (paying cash) or surplu:
strain? Yes. Is that 12% after tax? Yes. e, (paying cash)or surplus

Trm Lee, FSA

: Hhman USA
Huusmn v
{713) 6?33-@151
fax (713) 658-9656
Brad Smith

Brad Smith
[Daﬂas}

03/2004 05:28 PM.

| think many companies target a 15 % ﬂeveraged} MEandtypma]l;r'ampta 12% unleveraged ROE in
T%iﬁ?g and acquisition of biocks of business. Call if ynuwmutd like to discuss further. +
ce

Tm Ry U - .
e To Brad SmitvDALUMSR@MRUS
08/03/2004 09:24 AM =

Stibjert, Manet RAES

Brad, we are working on a presumptive rate project for Credit insurance fgrﬂﬁq‘ﬁei?ﬂs epl. of Ins, In.
develﬁplng an assumption for a reasonable ﬁel'ﬁgnmmaf pafae.mmm St A e S
approach in the past that builds off of an ﬁ&ﬂﬁé&ﬂ%{-ﬁkﬁ%ﬁﬁr r try. Do you |
a sense for what current target after-tax ( or pre-tax) ROEs are in zﬁélﬁéu rar{a:’:e‘i’ndnsﬁ;&? I dﬁn‘tléﬂuw
that Credit would be any different from Ordinary Life, Health, or P&C..




