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I Identification:
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L. ASB Questions (If Any). Responses to any transmittal memorandum questions should be entered below.

Question No. | Commentator Response

la.i. According to the current scope for the P&C practice area, the ASOP No. 7 draft is not adequate and provides
incomplete guidance on cash flow analysis for the P&C practice. Given the breadth of use of cash flow analysis by
P&C actuaries, a comprehensive standard addressing assets other than investments, as well as liabilities, or
expansion of this topic in other applicable ASOPs should be considered. Omitting these non-investment aspects
of cash flow analysis may send a message to P&C actuaries that non-investment aspects are unimportant when
cash flow analysis is a material component of P&C ratemaking/pricing, reserving, and enterprise risk analysis.

Additionally, given that the scope of the standard for the P&C practice area is limited to investments, many of the
sub-sections of Section 3 lack relevance for the P&C practice. For example, the following parts of the draft ASOP,
Section 3, do not appear to be applicable to P&C and would provide an incomplete cash flow analysis for the P&C
practice given the limited scope.

e 3.lacdeg

e 32

e 3.2.1.,cde
e 322

e 3.3.b,cde
e 341cg

e 35

Finally, given that much of the guidance covers the interaction and the relative timing of assets with liabilities, it
seems to conflict with the scope for the P&C practice area since that is limited to investment cash flow risk only.

1.a.ii According to current scope, the answer is no for section 1.2 due to its inclusion of investments only. For section
3.1, the answer is yes, except in governing ASOPs. Given the limited scope of this ASOP No. 7 draft, more
complete guidance on cash flow analysis appears in other ASOPs.

1.a.iii Examples of current actuarial practice with respect to underwriting or reserving risk that would benefit from
expanding the scope of this ASOP for P&C actuaries to include liability cash flow risk include:
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e tabular and non-tabular discounting in reserving,

e insurance portfolio/line of business/account level rate of return analysis, and
e developing pricing targets/profit loads in underwriting.

Extensive expansion of ASOP No. 7 draft would be required to provide comprehensive guidance for P&C cash
flow analysis. In addition, there are several specific P&C standards (e.g., ASOP No. 43 — Property/Casualty Unpaid
Claim Estimates) that can be leveraged to address P&C cash flow risk items.

2,3 Please reference responses to question 1.

1. Specific Recommendations:

. Commentator Recommendation .

Section # . . Commentator Rationale
(Please provide recommended wording for any .

(e.g. 3.2.3) (Support for the recommendation)
suggested changes)

2.0 Include P&C or pension examples. Examples in this section include only life and health

practice areas.

2.4 If “cash flow risk” is defined to include risk in the The standard as worded doesn’t appear to provide
amount of the claim payment, then the standard guidance in that area for P&C claim estimates since
should provide guidance in that area for all practice the scope is limited to cash flow risks specific to
areas including P&C. investments.

3.1 Include examples as to when cash flow testing is not | This was included in the old section 3.2.2. If added, it
necessary. would provide a frame of reference of when no

analysis or other approaches are best.

3.2 Provide examples of when asset only or liability only | Unclear when testing of only one side of the balance
cash flow analysis is in order. makes sense.

3.3.a Consider changing “could differ materially” to “have | The word “could” may be problematic here, as it
a material risk of significant differences.” focuses on the non-zero possibility of material

differences. There will always be scenarios where
the cash flows “could” differ materially. For example,
another world war, major asteroid hit, etc., but
many of those scenarios are remote. The existing
wording could expose actuaries to untenable
situations in a litigation environment.

33.e Change “insensitive” to “sensitive.” The concern is to be aware of sensitivities not
insensitivities. The use of sensitivity would be
consistent with language in 3.4.1.a.

Iv. General Recommendations (If Any):

Commentator Rationale

Commentator Recommendation
(Identify relevant sections when possible)

(Support for the recommendation)

Expand Section 2. Definitions sections to define terminology
that are not applicable to every practice area.

Multiple practice areas are subject to this standard and may
not be familiar with the terminology and its applicability to
their practice area. Examples are “gross premium evaluation
methods,” “risk adjustment payments receivable,” and “risk
theory techniques.”

Provide examples specifically related to self-insurance.

Including examples would highlight aspects of cash flow
analysis that may be different from (re)insurance. Examples
would also reinforce the inclusion of self-insurance in the
standard.
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