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B.C. Making Use of Another’s Work 
 
If the Appointed Actuary makes use of the work of another not within the Appointed Actuary’s control for a material 
portion of the reserves, the Annual Statement Instructions—Property/Casualty (Instructions) note that the Appointed 
Actuary must provide the following information in the SAO: 
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a minimum that Appointed Actuaries include some discussion in Relevant Comments on these amounts, including an 
explicit statement as to whether these amounts are material or immaterial. 
If the P&C Long Duration Unearned Premium Reserves on lines 7 or 8 of Exhibit A are non-zero but the Appointed 
Actuary deems the amounts immaterial and is not issuing an opinion on these amounts, the Appointed Actuary should 
consider making this clear by including comments in the SCOPE, OPINION, and/or RELEVANT COMMENTS sections 
of the opinion. For example, if the Appointed Actuary is only opining on loss and loss adjustment expense reserves, the 
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that retain a 0% share, each statutory entity is required to have a separate SAO with its own materiality standard. 
Where there are no unusual circumstances to consider, it may be acceptable to determine a standard for the entire 
pool and assign each member its proportionate share of the tota
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 Annual testing performed by independent certified public accountants (CPAs) to verify the completeness and 
accuracy of the data in Schedule P or the analysis data provided by the company to the Appointed Actuary. 

 
One key difference is that independent CPAs generally apply auditing procedures to loss and loss adjustment expense 
activity that occurred in the current calendar year (e.g., tests of payments on claims for all accident years that were 
paid during the current calendar year). Projection methodologies used by Appointed Actuaries, on the other hand, 
often use cumulative loss and loss adjustment expense data, which may render insufficient a testing of activity during 
the current calendar year alone. 
 
Along similar lines, state insurance regulators encourage Appointed Actuaries to consider whether a reconciliation of 
incremental payments during the most recent calendar year for all accident/report years combined provides sufficient 
assurance of the integrity of the data used in the analysis, given that development factors are generally applied to 
cumulative paid losses by accident/report year. 
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Exhibit B, Item 12 requests information on extended loss and unearned premium reserves for all P/C lines of business, 
not just medical professional liability. The Schedule P Interrogatories referenced in the parenthetical only address 
reserves associated with yet-to-be-issued extended reporting endorsements offered in the case of DD&R of an 
individual insured under a medical professional liability claims-made policy. 
 
3. Exhibit B, Item 13 
 
The Working Group added disclosure item Exhibit B, Item 13 in 2018. This item requests information on reserves 
associated with accident and health (A&H) long-duration contracts, defined in the Instructions as “A&H contracts in 
which the contract term is greater than or equal to 13 months, and contract reserves are required.” 

This disclosure item was added for several reasons: 

 A desire by state insurance regulators to gain a greater understanding of P/C insurers’ exposure to 
A&H long-duration contracts. 
o This guidance does not specify how P/C insurers should report the liabilities associated with A&H long-

duration contracts on the annual statement. Through work performed on financial examinations, state 
insurance regulators have found that P/C insurers may include the liabilities in various line items of the 
Liabilities, Surplus and Other Funds page. SSAP No. 54R—Individual and Group Accident and Health 
Contracts provides accounting guidance for insurers. 

o Regardless of where the amounts are reported on the annual statement, the materiality of the amounts, 
and whether the insurer is subject to Actuarial Guideline LI—The Application of Asset Adequacy Testing 
to Long-Term Care Insurance Reserves (AG 51), the Appointed Actuary should disclose the amounts 
associated with A&H long-duration contracts on Exhibit B, Item 13. The Appointed Actuary should 
provide commentary in a relevant comments paragraph in accordance with paragraph 6.C of the 
Instructions. The Appointed Actuary should also disclose all reserve amounts associated with A&H 
long-duration contracts in the Actuarial Report. 
 

 The adoption of AG 51 in 2017. On Aug. 9, 2017, the NAIC’s Executive (EX) Committee and Plenary 
adopted AG 51 requiring stand-alone asset adequacy analysis of long-term care (LTC) business. The text of 
AG 51 is included in the March 2019 edition of the NAIC’s Accounting Practices and Procedures Manual 
(AP&P Manual). The effective date of AG 51 was Dec. 31, 2017, and it applies to companies with over 
10,000 in-force lives covered by long-term care insurance (LTCI) contracts as of the valuation date. The 
Instructions state that the Actuarial Report and workpapers summarizing the asset adequacy testing (AAT) 
of LTC business must comply with AG 51 requirements. 

 
 Recent adverse reserve development in LTC business. State insurance regulators expect Appointed 

Actuaries to disclose company-specific risk factors in the SAO. Given the recent adverse experience for 
LTC business, Appointed Actuaries should consider whether exposure to A&H long-duration contracts 
poses a risk factor for the company. 

The Appointed Actuary is not asked to opine on the reasonableness of the reserves associated with A&H long-duration 
contracts except to the extent that the reserves are included within the amounts reported on Exhibit A of the SAO. For 
this reason, the Working Group intentionally excluded Items 13.3 and 13.4 from this sentence in paragraph 4 of the 
Instructions: “The Appointed Actuary should state that the items in the SCOPE, on which he or she is expressing an 
opinion, reflect Disclosure items 8 through 13.2 in Exhibit B.” Exhibit B, Item 13.1 asks the Appointed Actuary to 
disclose the reserves for A&H long-duration contracts that the company carries on the Losses line of the Liabilities, 
Surplus and Other Funds page. The Appointed Actuary is not asked to opine on the reasonableness of the reserves 
disclosed on Exhibit B, Item 13.1 in isolation, but these reserves are a subset of the amount included on Exhibit A, 
Item 1, and Exhibit A lists amounts with respect to which the Appointed Actuary is expressing an opinion. The same 
is true for Exhibit B, Item 13.2, whose reserves are a subset of the amount included on Exhibit A, Item 2. 

A&H long-duration contracts are distinct from P/C long-duration contracts. There were no changes to the opinion 
requirements in 2018 regarding P/C long-duration contracts, but the Working Group added a reference to SSAP No. 
65 in the definition of P/C long-duration contracts to clarify the difference between A&H long-duration contracts and 
P/C long-duration contracts. The newly-added mention of SSAP No. 65 in the Instructions is not intended to change 
the Appointed Actuary’s treatment of P/C long-duration contracts in the SAO or the underlying analysis, but insurers 
and Appointed Actuaries may refer to SSAP No. 65, paragraphs 21 through 33 for a description of the three tests, a 








