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Actuarial Guideline LTC
THE APPLICATION OF ASSET ADEQUACY TESTING TO LONG-TERM CARE INSURANCE RESERVES
Background
The Health Insurance Reserves Model Regulation (#010) and the NAIC Valuation Manual (VM-25) contain requirements for the calculation of long-term care insurance (LTC) reserves. Regulators have observed a lack of uniform practice in the implementation of tests of reserve adequacy and reasonableness of LTC reserves.  The reserve adequacy testing required by Model #10 and VM-25 does not provide regulators comfort as to the reserve adequacy of companies with material blocks of LTC business.  As such, regulators must rely upon asset adequacy analysis required by the NAIC Valuation Manual (VM-30) to evaluate the solvency position of companies with sizable blocks of LTC business.  This Guideline is intended to provide uniform guidance and clarification of requirements for the appropriate support of certain assumptions for the asset adequacy testing applied to an insurer’s LTC block of contracts. In particular, this Guideline:
(1) Specifies that the appropriate form of asset adequacy analysis may be in the form of a gross premium valuation or in a more robust form, such as cash-flow testing, with Actuarial Standards of Practice providing guidance in this area;
(2) Clarifies the type of adequacy testing methods that must be used for aggregation with other blocks of business to be allowed for asset adequacy analysis purposes;

(3) Requires a uniform approach to supporting acceptable assumptions regarding future LTC premium rate increases;
(4) Provides requirements for documentation of assumptions associated with all key LTC risks; and
(5) Provides requirements for documentation of standalone LTC asset adequacy testing results.
Note:  It is anticipated that the requirements contained in this Guideline will be incorporated into the NAIC Valuation Manual (VM-30) at a future date, effective for a future valuation year.  This Guideline will cease to apply to annual statutory financial statements at the time the corresponding VM-30 requirements become effective.
Text
1. Effective Date

This Guideline shall be effective for reserves reported with the December 31, 2017 and subsequent annual statutory financial statements. 
2. Authority
Pursuant to Section 1, paragraph 3, of VM-30 of the NAIC Valuation Manual, the commissioner shall have the authority to specify specific methods of actuarial analysis and actuarial assumptions when, in the commissioner’s judgment, these specifications are necessary for an acceptable opinion to be rendered relative to the adequacy of reserves and related items.
3. Scope

This Guideline shall apply to an insurer with long-term care insurance contracts with over 10,000 inforce lives as of the valuation date.  All long-term care insurance contracts, whether directly written or assumed through reinsurance are included.  Accelerated death benefit products or other combination products where the substantial risk of the product is associated with life insurance or an annuity are not subject to this Guideline.
4.	Asset Adequacy Analysis of LTC Business
A.	As stated in Actuarial Standard of Practice (ASOP) No. 22, multiple asset adequacy analysis methods, including cash-flow testing and gross premium valuation, are available to actuaries for this analysis.  
The method of analysis used for LTC shall conform with ASOP No. 22 in recognition of the typical significant asset- and liability-related risks associated with LTC.
B.    Asset adequacy analysis specific to all inforce LTC business, and without consideration of results for other block of business within the company, must be performed for valuations associated with the December 31, 2017 and subsequent annual statutory financial statements.  The analysis shall comply with applicable Actuarial Standards of Practice, including standards regarding identification of key risks.  Material assumptions associated with the LTC business shall be determined testing moderately adverse deviations in actuarial assumptions.
C.	When determining whether additional reserves are necessary:
1. A reserve deficiency in the LTC block may be aggregated with sufficiencies in the company’s other blocks of business for the purposes of developing an actuarial opinion, if cash-flow testing is used for both the LTC business and for all significant blocks of non-LTC business within a company.

2. A reserve deficiency revealed from a gross premium valuation utilized for purposes of asset adequacy analysis of the LTC block under this Guideline shall not be offset with sufficiencies in the company’s other blocks of business.

3. [bookmark: _GoBack]If reserve deficiencies in the LTC block are not offset with sufficiencies in the company’s other blocks of business, then additional LTC reserves must be based upon the adequacy of the reserves in the LTC block.  An appointed actuary shall not issue an unqualified actuarial opinion if the appointed actuary determines that there is a deficiency in the LTC block of business which has not been remediated by establishing additional reserves.

 D.   When determining the effect of investment returns or the time value of money:
1.  	In the case where cash-flow testing is used, the company must allocate investment income to the LTC block of business consistently with the way investment income generated by the General Account is managed.  If, however, a segment of the General Account is used to manage the investment risk for LTC business, the investment income generated by assets from that segment should be appropriately represented within the asset adequacy analysis.
2.	In the case where a gross premium valuation method is used or asset cash flows are not explicitly modeled, the discount rate used by the actuary must reflect consideration of the yield on current assets held to support the liability as well as future yields on assets purchased with future premium income and reinvestments or anticipated divesture of existing assets.

E.	The analysis shall anticipate no premium rate increases unless a rate increase plan is documented, is supported by and has been approved by management, is highly likely to be undertaken, and contains documented, realistic estimated approved amounts and implementation timelines by jurisdiction.
5.	Documentation Required 
The documentation requirements below are to be incorporated as a separate section of the appointed actuary’s Actuarial Memorandum required by the NAIC Valuation Manual (VM-30) or in a special Actuarial Memorandum containing LTC-specific information and shall be submitted to the commissioner of the insurer’s state of domicile.  The separate section of the companywide Actuarial Memorandum or the special Actuarial Memorandum shall be available to other state insurance commissioners in which the company is licensed upon request to the company.  The confidentiality provisions regarding the Actuarial Memorandum contained in VM-30 are applicable to the separate section of the Actuarial Memorandum and to the special Memorandum.
A. Results of the asset adequacy analysis of the LTC business shall be reported and documented in the separate section of the Actuarial Memorandum or the special Memorandum, as appropriate.
B. Assumptions on mortality shall be documented to state the reference standard valuation table, if applicable, and explicitly site adjustments, select factors, and mortality improvement factors, where applicable.  If a reference standard valuation table is not used in setting the mortality assumption, then a table of rates and comparison of the applied rates to rates from an unmodified standard mortality table for sample issue ages shall be provided.  A summary of experience or other actuarial support of assumptions used shall be documented.
C. Assumptions on voluntary lapse shall be documented in table format by duration band and by other factors such as gender, marital status, with versus without inflation rider, and length of benefit period impacting the lapse assumption, where applicable.  A summary of experience or other support of assumptions shall be documented.
D. Assumptions on morbidity shall be documented and actuarial support of the assumption shall be provided.  If an outside source is used as the basis for morbidity assumptions, then the rationale for the applicability of that source and any adjustments to the factors from that source shall be documented.
E. Assumptions on investment returns and interest rates shall be documented.  If a simplified approach is applied, such as implicit reflection of projected investment returns through the use of discount rates in a gross premium valuation as contemplated in Section 4.D.2., then justification shall be provided.
F. Assumptions on future rate increases shall be documented, by rate increase percentage assumed, by jurisdiction, and by subset of policy forms if rate increase expectations vary.  The Memorandum shall contain a signed and dated written representation from management that the analysis appropriately reflects management’s intent to carry out the actions specified in Section 4.E.
G. Documentation of any other material assumptions shall be provided.
H. Documentation shall be provided for assumptions that have significantly changed from the prior year’s analysis. 
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