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Details on the key aspects of the MSA approach to the actuarial review of rate changes include:

1. Review of current assumptions for appropriateness, reasonableness, justification, and support.
a. A combination of credible insurer experience, relevant industry experience, and professional judgement is applied.

2. If-knew premium and makeup premium aspects – aggregate application.
a. Makeup percentage:
i. {[PV (claims) / original LLR] - PV (past premium)} / PV (future premium) – 1.
ii. To ensure past increases are not doubled counted, past premiums in the formula in 2.a.i should reflect actual rate level, including past increases; while PV (future premium) in 2.a.i. should be based upon the original rate level.
iii. 
b. If-knew percentage:
i. [PV (claims) / PV (premiums)] / original LLR – 1. 
ii. Premiums in the formula are at the original rate level.
iii. The concept is to estimate a premium that would have been charged at issuance of the policy if information we know now on factors such as mortality, lapse, interest rates, and morbidity was available then.
c. Definitions and explanations:
i. PV means present value.
ii. LLR means lifetime loss ratio.
iii. Interest rates underlying PVs and LLRs are based on:
1. For original PVs and LLRs, the interest rate is the investment return assumed in original pricing. Note that this rate is typically different than the statutory LLR discount rate.
2. For current PVs, the interest rates are the average corporate bond yields over time for each year minus 0.25% (to account for expected defaults). For projections beyond the current year, phasing over five years of the current rate to a target rate (currently 4%) is assumed.
iv. PV calculations are based on actual, current experience and expectations for persistency, morbidity, and interest rate.
v. Insurer-provide premium and claim cash flows may be adjusted based on assumption review.
vi. Makeup percentage is similar to that attained by the loss ratio approach.

3. If-knew premium and makeup premium aspects – sample policy-level verification.
a. Over a range of issue years, issue ages, benefit periods, and inflation protection:
i. Calculate an estimate of the original premium.
1. Based on original pricing assumptions for persistency, morbidity, investment returns, and expenses.
2. Apply first principles.
a. For each policy year, calculate PV of claims and expenses, applying mortality, lapse, morbidity, and expenses, discounting at original investment rates.
b. Add the PV of claims expenses for each policy year to attain PV of claims & expenses at issue.
c. Divide by the sum of the PV of an annuity of 1 per year.
d. Multiply {b / c] times (1 + originally assumed profit percentage) to attain the original premium.
e. This premium provides the basis for comparison against the makeup and if-knew premium.
3. Replace the original premium with a benchmark premium.
a. If the benchmark premium is higher than the original premium and original pricing (reflected in mortality, lapse, and investment return assumptions) was out of line with industry-average assumptions at the time of original pricing.
b. The benchmark premium is phased back into the original premium proportionally over 20 years from issue.
c. The benchmark aspect is intended to prevent for example, an insurer underpricing a product, gaining market share, and then immediately requesting a rate increase.
ii. Calculate an estimate of the makeup premium.
1. Calculate the original dollar PV of profits for the sample policy using original pricing assumptions.
2. Calculate an updated dollar PV of profits for the sample policy using:
a. Actual history of premiums and claims.
b. Expectations of future claims.
c. “Backed into” makeup premium.
3. Note that attaining the same dollar PV of profits for a sample policy leads to a lower makeup premium than attaining the same percentage PV of profits (as a percentage of premium).
a. The reason for targeting the dollar instead of percentage is to avoid the dollar amount of profit being higher as premium rates increase.
iii. Calculate an estimate of the if-knew premium.
1. The calculation is the same as for the original premium, except it is based on current assumptions instead of original pricing assumptions.
b. Verifying the impact on expectation changes on rates
i. While lapse, mortality, and interest rate experience and assumptions are fairly routine to track (for determination of the rate impact), morbidity experience and assumptions tend to be difficult to track. 
ii. A combination of information is relied up to estimate the impact of morbidity expectation deviations (from original pricing) on rates. This information includes:
1. Original and current claim incidence and claim length by age and other factors. Incidence and length are tracked separately for some companies and combined for others.
2. Experience
3. Impact on LLR of changes in expectations of morbidity.
4. Industry information and trends (for reasonableness checks).
c. Assumptions underlying the calculations of estimates of premiums may be adjusted as part of the review. For instance:
i. If sample policy verification shows less impact on rates due to changes in lapse, mortality, interest rate, and morbidity expectations than demonstrated in the insurer’s aggregate projections, past or projected premiums or claims may be adjusted in the original, makeup, or if-knew premium calculations.
ii. If there is wide variance in practice among companies in morbidity assumptions at ages where data is of low credibility, adjustments may be made to help ensure similar situations resulting in similar rate increase approval amounts.
1. A balanced approach is pursued, recognizing that providing full or zero credit for partially credible experience may result in harmful consequences (excessive rates or later rate shocks).
2. Any reductions to rate increases caused by lack of credible experience can potentially be reversed in subsequent rate increase requests as credibility increases.
iii. Similar adjustments may apply when incomplete or inconsistent information is provided by the insurer (after initial attempts to resolve significant differences or gaps).

4. Reconciliation of aggregate and sample policy applications.
a. In many cases, the aggregate and sample policy applications will result in similar current LLRs.
b. In other cases, some steps are taken to understand the difference, including additional requests for information.
c. Because the sample policy application considers information only related to premium-paying policyholders, it is possible that differences between the aggregate and sample policy application are caused by inclusion of past premiums and all claims related to non-premium payers in the aggregate information.
d. When reconciliation occurs after rounds of communication, decisions will be made based on the information provided.

5. Blending – same for aggregate and sample policy applications.
a. The weighting towards the makeup premium is the percentage of original policyholders remaining.
b. The weighting towards the if-knew premium is the percentage of original policyholders no longer having active policies, or 1 minus the percentage in ii.
c. The blending of the if-knew premium and makeup premium helps ensure remaining policyholders are not held responsible for paying for adverse experience associated with past policyholders.
d. The blending also helps limit cumulative rate increases at later durations; as the percentage of remaining policyholders approaches zero, the blended approval amount approaches the if-knew premium.

6. Cost-sharing formula that increases the insurer burden as cumulative rate increases rise.
a. The cumulative-since-issue, weighted if-knew / makeup premium-based increase is reduced by: 
i. 5% haircut for the first 100%.
ii. 35% for the portion of cumulative rate increase between 100% and 400%.
iii. 70% for the portion of cumulative rate increase between 400% and 800%.
iv. 85% for the portion of cumulative rate increase in excess of 800%.

Reviewers note: The cost-sharing formula (Step 6) was revised in 2025 to address specific public policy challenges, particularly around large increases for older-age policyholders, with longer durations. 

7. Reduction for past rate increase:
a. Take 1 plus the cost-sharing-adjusted blend amount and divide by 1 plus the previous, cumulative rate increases, then subtract 1. This is the approvable rate increase.

8. Summary.
a. Review current assumptions.
b. Calculate aggregate if-knew premium and makeup premium amounts. Calculate the blended amount.
c. Calculate the sample policy estimated original premium, if-knew premium, and makeup premium. Calculate the blended amount.
d. Reconcile aggregate and sample policy blended amounts. Set this blended amount aside.
e. Apply the cost-sharing formula to the blended amount.
f. Deduct past rate increases.
g. Example – if:
i. The original premium is $1,000
ii. Makeup premium is$30,000.
iii. If-knew premium is $1,500.
iv. 46% of policyholders remain.
v. Past rate increases are 405%:
vi. Blended amount is:
1. $30,000/ $1,000 * 0.46 + 
2. $1,500 / $1,000 * 0.54 
3. – 1 =
4. 1380% + 81% – 1 = 1461% – 1 = 1361%
vii. Reduced cumulative approval after cost sharing is:
1. 95%*1.00 +
2. 65% * 3.00 +
3. 30% * 4.00 +
4. 15% * 5.61 =
5. 494%, reflecting cost sharing of (1-4.94/13.61) = 64%
viii. Deduction for past rate increases results in:
1. (1 +4.94) / (1 + 4.05) – 1 =
2. Approvable rate increase of 18%
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