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This POG included the following individuals:

Doug Doll - Tillinghast - Towess Pezriz

“Tim Hacris - Milliman & Robertson (Chai)

Jotm Dalmes - Life of Virginia and Sociery of Actaries” Vies Presideat
Mark Peavy - NAIC

Trwin Vanderhoof - Chairpesson of Saciety of Actuaries” Research Commities
e foilawag individuels and tae orgurizations assisted. b POG i s project

Greg Story and Seott Cass - LOMA
Brad Semith 20d Susan Fuat - Milliman & Roberson, Inc. - Dallas Offcs
Joan Kleiman - Conging and Company

Dlease contac: any of the POG membess 2 their yearbook address with any comments of COBCmS
that you may- have.
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Society of Actuaries’ Life Research Committee Regort
to the NAIC Life Disclosure Working Group

Life Insarance Hlustrations - Generally Recognized Expense Table

The Society of Actuaries’ Commines an Life Insurance Rasearch (Committes) esiablishe 2 Project
Ovessigh Grotn (POG)  develop oridearfy a whic of axpenses that would qualify as 2 “Geaerally
Recogrized Expease Tebie” (GRET) for the lifs insurance indusary.

This GRET is to be relied upon by actiaries and insurance compenies in their compiiancs with the
NAIC Life Insurance Diustration Mode! Reguiation (Model Reg) end the Actuarial Standard of
Pracscs “Compliance with the NAIC Model Reguiation on Life Insurance Sales Dluscrarions”
(ASOPY.

T table will eprasea the ndusy's expeases on 2 fully allocered basis.
however, does not relieve acaries and companies fom the allocasion of
commplying with the Model Reg and ASOP

During the procsss of developing 2 Model Reg which bots et the concemas of the regulators and
<l alowed the insurence induscry to ediciendy fencdon, the issus of
point.

peases became 2 sticidng

& compromise posidon on the expense fssue was progosed a1 the Saowbrd, Utah =
cepreseatatives Fom the NAIC, consumes org

- niards Board (ASB). The proposed compromise was thes he scaries and the insurence fndusi
onsic be allowed 0 use marginal sxpeases i complying it the seif-supponing provision of
Mode ces (ME] were not less than those .
« compeny’s merginal expenses (Note: tis
i5 ao¢ clear from the Model Reg bur is spelled out in . Tae company’s fully zilocated
expenses (FAE) may always be used regardless o
company dires: sales cost are in addition fa the GRET.

o the GRET. Note tat

The foilowing relationships resuit Fom this compromise using the acronyms previousiy defined and
assuming thet ME <FAE.

GRET <ME <FAE Thea use
ME <GRET <FAE Then use

ME <FAE <GRET Then use
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“The mission of the POG was to:

. ldentfy cxising industry expense tbles and smdies. Review these studies for aczuracy,
complecsaess, ines of business covered, caregories of expenses incuded and pesiod(s) of
time covered.

. address the split berween direct and indirest expenses.  Direct would obviously include

ommissions and indirect would inctuds overhead. Deerzuine where all else fls and, in
particular, how companies with differeat. sales compensation approaciies should be deait with.
scuitabiy.

. Determine the sppropriate form that 2 GRET should ke, giving dus considezexion to:

) Variations, if any, by company size or markes, <g., Career Ageacy vs. Geaeral Ageacy.

i) Presentarion of expease factors in the table to facilimre zase of applicatioBme—

iii) Rates of indlarion to be used for pesiods beyond the camal zoint of time of the GRET.

2 ecommend mediods of combining e fcwors for comparison to company Scwrs in order
0 comply with required relaionships.

. Interfice with de NAIC and the Life Commitiee of the Acwuarial Standards Boerd 2nd
{nsurance industry represeatatives dirougEout this grocsss.

. Presexta proposed GRET o the
bad been sec by the NAIC.

(AIC for their zpproval weil before the fuly, 1956 dare tha

Popose 2 medod for updating e proposed GRET on & least an acnual basis with

-onsideration givea o intecim adfusumeats ased on <smated inflarion.

. Cuuablish the serof expense Borars thar are appropriate for use a5 e GRET.

e ceviewing the sxpease studies availabie to e indusy, e POG focused on the One Source
Satabase which was nsed in several of the studies. This is  dambase servics which provides
utory daia obtained.Fom the NAIC, Tie databese is updated on & momly Sasis; Soweres, hese
is a time lag of several months on the information included.
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Geoupprodues o which e eguiaion is applicabe werehough @ e vy similar in o xpess e
o ondinary lfe, Therfore, po am=ape s mad t soi e smisf SEmenc xpenses aawbazble © Fo0P
producs markesed direccly T individzl menbers of 2 grous-

Single premiums wers weighted using 6% ater rduccion &

any divideads applied.

@ Only the estimased ife insurance componeas of FICA"and anempioyment tx was melie. Premi

t2xes and other smre and municigal Gxes must be considared segarately.

The group decided to use LOMA's fincsonal cose expense faars s seed expease fcors used in
one of the published expense saudies based on One Sourcs da

The POG was of the opinion that sxpense facors should oot be shown segerately by ype of

Company ovwneship (stock vs mural) 2nd shovid pot se swatied by company size. The group

o amined varizrions i expeases anrioumble © company disibudon Tehods and decided that Tis

e imement was appropiate. Howeves, they were concarmed about the difficulry of adequately

vfining disioution syswems and the focs hat many cmpasies n today’s eavirorment serally
“rough muitiple diswibution systews.

evierwing LOMA funcronal cost dam and fital e usiag the Ore Source da, e 20C

o ase four categories of diswibution systems: Branch Office, Direct Marketing, Home

Sewvice and All Other. Companies were placed in the appropriate carsgory based ou fesearch
& by Conning and Co. and public information (e.g. Bests' Regores) for our analysis.

The expense faccors were developed based on areview of e apglicaion of the LOMA se=d epecse
a0 the 1995 stamury resis of the 200 lerges: 2 insurance companics as measured by |
meurance expenses. The sampie cepreseated approximaely 9% of ndusary i insurancs expesses.
e final expease faciors were dectved by scaling the LOMA sesd. fciors 10 cover the Ut
sercandl of the companies in cach distuton sysem. Tas produced 2 st of expense faczors
‘which was sligitty higher than the averge
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<ables of expease factors by disziuton syscem are shown elow.
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Note the following in appiying these expense factors:

. All ofthe expease faciors are fo be used and the results summed.

. brecmiums for single premiu produets shouid be multiplied by 6% prior 1© the application
of the pegesmt of premium B0

. These facsors do not cover premitm txes, stae and federl income taxes of comimissiors.

All of these items ‘must be considered in addition t the expenses generated by the GRET.

T fctors by disrbuion sy may be el by & company o division hat mees the descipdlon
o e iution sysiem. A company may we ans set of GRET fsors for a speciic diswioion
evstem and another set of GRET factas for a separate diswiouion sysiesn ‘u cannos mix GRET
o ot the compemy’s own a8, 4 company coeses ® use the GRET fctors for thels Eomme
s Division they cam aovuse fuly allocared faccors for their Digees Markering Division.

General descriptions of the diffeent diswibuon sysems are stom below. [t 18 expected that
acasasies will apply orofessional juégement i Geremmining disibudon sysiest caregories.

Branch Offiee - A company ot ivision which operates an ageacy bullding system feenring &
magemeat hat ars employess aithough ey commpensarion may be largety Sases an rocucicn
The company provides sigaificent employes becedis o &
compensation

mployess in addidon % direst

Direet Markeding - A company or division ther maskes dirstly t the poblic through prizied ot
other media. No direct feid compensation is ivolved.

Home Service - A company or division thax merers smalle insurencs poficies through an
exganizzon that resecnbles e Branch Offce syseen s rgacizaional and compessaton STUCEs
B stes on smaller polcies aad agent colleccions of preiums, Note that we hiave focused ol
o e apcinary life business of companies and have a0t cansidered indusrial busizess.

Other - Companies or divisions other +han thase deseribed above inciuding those at oarker
through Brokers and Geaeral Agents.

‘o infiation adjuscment is oroposed for e bie at s dme. Recear LOM
ceducrion in life insurance expeases factors i recet years.
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