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January 1998

TO: Members of Actuarial Organizations Governed by the Standards of Practice of the
Actuarial Standards Board and Other Persons Interested in Socia Insurance
Programs

FROM: Actuarid Standards Board (ASB)

SUBJ: Actuarial Standard of Practice No. 32

This booklet contains the find verson of Actuarial Standard of Practice No. 32, Social
I nsurance.

Background

This slandard was developed by the Committee on Socid Insurance of the American Academy
of Actuaries, acting as atask force of the ASB. The ASB initiated the project severd years ago,
after taking note that no forme guidance existed on generally accepted actuaria practice for
socid insurance programs. Socid insurance programs are important for the financid security of
mogt citizens, and important public interests are involved in the actuarid aspects of these
programs.

First and Second Exposure Drafts

Thefirgt draft of the sandard was exposed for review in adocument dated July 1994, with a
comment deadline of December 15, 1994. Seventeen comment |etters were received. Based on
the sgnificant issues and questions contained in these | etters, the committee made various

changes, which included darifying the scope; revising anumber of the definitions, in particular

the definitions of financial adequacy, assets, and summarized income rates; expanding the sum-
mary of methods for setting the level of financing; amplifying the description of open versus

closed group vauation; and providing amore detailed discussion of the tests of financid

adequacy.

The second draft of the standard was exposed for review in August 1995, with acomment dead-
line of December 15, 1995. Aswith the first exposure draft, the second exposure draft did not
recommend a particular method, but emphasized that accepted actuaria practice includes the
testing of financid adequacy for most socia insurance programs. In generd, the changes to the
second exposure draft made the standard | ess specific about the actuary’ s choice of methods and
required that specific testing for financial adequacy be done in fewer cases, but the changes also
made clear that the standard was intended to apply to a broad range of programs thet fit the defi-
nition of social insurance.



Third Exposure Draft

The third exposure draft was released in May 1997, with a comment deadline of September 2,
1997 (which was subsequently extended to October 1, 1997). There were three mgjor areas of
changein thisdraft: (1) the definition of social insurance was further refined; (2) much of the
language and terminology that was specific to the Socia Security and Medicare programs was
removed, dlowing for tests of financid adequacy to more accurately reflect the nature of the
underlying program; and (3) the committee clarified that the sandard does not mandate atest of
financia adequacy, but rather provides guidance to those actuaries who do perform them.
(Copies of thefirgt, second, and third exposure drafts are available from the ASB office.)

Subgtantive Issues in the Find Drafting

Four letters of comment were received on the third exposure draft and carefully reviewed by the
committee. The committee had requested comments in this third draft especidly regarding sec-
tion 1.2, Scope, and the definition of financial adequacy. In developing the find standard, the
committee examined again the features of what it consdersto be asocid insurance program
(which arelisted in section 1.2), and, based on alack of comments, the text of this section
remains the same. The committee aso decided (again, based on alack of comments) to include
within thefind standard the definition of financial adequacy (see section 2.4) found in the third
exposure draft. A broader discussion of the sgnificant issues contained in the comment letters, as
well as the committee’ s responses to such, is noted in gppendix 2 of this standard.

The Committee on Socia Insurance thanks al those who provided input on each of the three
exposure drafts. These comments were helpful in developing the find standard. The ASB voted
in January 1998 to adopt the final standard.

Committee on Socid Insurance of the

American Academy of Actuaries
Jerald L. Bogart, Chairperson

Joseph A. Applebaum Julie Pope
Edward E. Burrows Bruce D. Schobel
Richard S. Foster Ronad L. Solomon
Stephen C. Goss Eric Salard
C. David Gudtafson Kenneth A. Steiner
Krzysztof M. Ostaszewsi John A. Wandishin

Actuarial Standards Board

David G. Hartman, Chairperson

Phillip N. Ben-2vi William C. Koenig
Hedi R. Dexter Danid J. McCarthy
Frank S. Irish Alan J. Stonewdll

Roland E. King James R. Swenson
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1.2

ACTUARIAL STANDARD OF PRACTICE NO. 32

SOCIAL INSURANCE

STANDARD OF PRACTICE

Section 1. Purpose, Scope, and Effective Date

Purpose—This sandard provides the actuary practicing in the fidd of socid insurance
with guidance concerning the naure of socid insurance and a description  of
recommended practices.

Scope—This dsandard agpplies to the actuarid andyss of socid insurance programs,
which, for purposes of this sandard, are consdered to be government-sponsored
programs with dl of the following characteridtics

a The program, including benefits and financing method, is prescribed by Statute.

b. The program provides for explicit accountability of benefit payments and income,
usudly in the form of atrust fund.

C. The program is financed by contributions (eg., taxes or premiums) from or on
behdf of paricipants, which in some programs are supplemented by government
income from other sources. Investment income on program assets may aso be
used to finance the program.

d. The program is universaly (or dmost universdly) compulsory for a defined
population, or the contribution is set a such a subsdized leve that the vast
mgority of the population eigible to participate actudly participate.

For programs that provide protection directly to the population, such as Socia Security or
Medicare, participant or individual refers to a person. For programs that provide
protection through a guaranty or insurance-type arrangement, such as the Penson Benefit
Guaranty Corporation (PBGC) program, participant or individual may aso refer to a plan
or other entity.

The gandard applies, but is not limited to, the Federa Old-Age and Survivors Insurance
(OASl) program, the Federd Disability Insurance (DI) program, the Federd Hospita
Insurance (HI) program, the Federal Supplementary Medicd Insurance (SMI) program,
the PBGC programn, the Ralroad Retirement program, and dsate-sponsored
unemployment insurance programs. The standard does not apply to programs established
soldy or primarily for government employees, to workers compensation programs, or to



1.3

programs that primarily provide property/casudty insurance except for the programs
specificaly identified above.

The actuary’s responghility is to gpply this standard while teking into account other
goplicable actuarid dandards of practice, legd requirements, and sound actuarid
principles. This dadard is not intended to inhibit the devdopment of new and
gppropriate actuaria practices. In addition, it does not address every circumstance that
can aise because of vaidaions in benefits financing method, the number of program
participants, invessment media and policies, measures of actuarid Status, or other relevant
factors.

This dandard recognizes that appropriste actuarid practice differs  sgnificantly
depending upon the nature of the benefit and the degree of predictability of the risk
insured by the program. For programs such as OAS and DI, benefit amounts and the
incidence of cdams ae reasonably predictable and variances from expected vaues
usudly emerge gradudly. Under the PBGC's program, on the other hand, benefit
amounts vary widely, the incidence of dams is highly unpredictable, and the experience
of a rdaivdy smdl number of paticipants can dramdicdly affect any forecast of the
future.

Effective Date—This dandard will become effective for the firg vauation period
beginning on or after July 1, 1998.

Section 2. Definitions

The definitions below are defined for use in this actuariad standard of practice.

21

22

2.3

24

25

Actuarid Assumption—The value of a parameter, or other choice, having an impact on
an edimae of a future codt, income, or other actuarid item of a progran under
evauation.

Actuarial Report—A document, or other written presentation, prepared as a forma means
of conveying an actuary’s professond conclusons and recommendations, recording and
communicating the methods, procedures, and assumptions, and providing the parties
addressed with the actuary’ s opinion or findings

Actuarid Status—A measure of the reative vaue of program income and program assets
to program costs over a specified period of time.

Financid Adegquacy—A ocondition in which program costs are projected not to exceed
program income and assets over a specified period of time.

Long-Range Period—A period long enough to discern the generd pattern and leve of
future costs.




2.6

2.7

2.8

29

2.10

211

212

213

214

3.1

3.2

3.3

Program—A sysem for collecting income, mantaining trust funds, and paying benefits
as prescribed by law or regulation.

Program Assets—The invesments held by the trust fund, including any cash bdance,
available to meet program codts.

Program _Cod—The program’'s expenditures for benefits and adminidrative or generd
expenses. The expenditures for benefits are sometimes referred to as claim costs The
amount required to atain and maintain atarget trust fund level may aso be included.

Program Income—The progran’'s tax income, invetment income, premiums, and any
other receipts and income, other than loan proceeds.

Required Actuarid Document—An actuarid communication of which the forma content
is prescribed by law or regulation.

Scenario—A set of economic, demographic, and operating assumptions on the basis of
which projections are made.

Short-Range Period—A period long enough to encompass a complete economic cycle or
planning cycle, whichever is gppropriate.

Saement of Actuarid  Opinion—A forma datement of the actuary’s professond
opinion on a defined subject.

Trus Fund—An account to which income is credited and from which benefits and often
adminidrative expenses are deducted for a specified program.

Section 3. Analysis of |ssues and Recommended Practices

Gengrd Condderations—This standard applies to the actuary who is (1) projecting the
cost or measuring the actuarid datus of a socid insurance program; (2) presenting a
datement of actuaria opinion, an actuaria report, or a required actuarid document
regarding the cost or adequacy of a socid insurance program’'s financing, or (3)
estimating the cogt, or the impact on the actuarid status, of a proposed change to a socid
insurance program.

Coverage and Program Festures—The actuary should take into consderation dl rdevant
program features, some of which may be unique to the socid insurance program or
require speciad treatment as they rdae to socid insurance risks. In paticular,
consderation should be given to the ongoing nature of the program, based on current
legidation and regulations.

Financing Method—The financing method is defined by (1) the sources of income and
(2) the mechaniam for setting the level of income,
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3.3.1 Sources of Income—The sources of income typicdly include one or more of the
following: (1) earmarked taxes, (2) premiums, (3) genera fund revenues, and (4)
investment income.

3.3.2 Mechanign for Setting the Level of Income—The actuay should consider the
mechanism for setting the leve of income. Four primary mechanisms follow:

a Statutory—The income (tax rates or premium levels) and the bendfit levels
ae specified by law for dl future years and changed only through
legidative action. Under this mechanism, the actuary should corsider
whether tedting financid adequecy is agppropriate, and, if S0, edtablish a
test.

b. Adminigrative—The income (tax rates or premium levels) or the benefit
levels may be changed periodicdly through adminigrative action. The
actuary should project the program cost and relate that cost to the source
of income.

C. Automatic—The income (tax rates or premium levels) or the benefit levels
are adjusted automaicdly as specified by lav to mantan financd
adequacy. The actuary should project the program cost, the program
income, and the automatic adjustments that are likely to occur.

d. Government  Guarantee—The government guarantees that an excess of
program cost over program income other than government subsidies will
be pad out of generd income. The actuary should project the program
codt, the program income, and the amount of government subsdies that
are likely to occur.

Actuarid  Assumptions—The actuarid  assumptions, both  individudly and in
combination, should reflect the actuary’s best judgment, taking into account anticipated
future events affecting the related sociad insurance program. The actuary should consider
the actua past experience of the socia insurance program, over both short- and
long-range periods, dso taking into account relevant factors that may creste materid
differences in future experience. In sdecting actuarial assumptions, the actuary should be
guided, to the extent appropriate, by Actuarid Standard of Practice (ASOP) No. 4,
Measuring Pension Obligations, and ASOP No. 27, Selection of Economic Assumptions
for Measuring Pension Obligations.

In performing actuaria caculations regarding the cogt or financing method of socid
insurance programs, the actuary should consider the applicability of the demographic and
economic assumptions described below.

3.4.1 Demographic Assumptions—Demographic assumptions are those that relate to
the projections of the numbers and characterigics of individuas that are covered
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3.6

or potentidly covered by the program, contribute to the program, or receive
benefits from the program. The actuary shoud pay particular attention to the rates
of entry into and withdravad from the covered population, as wel as the
beneficiary population, assuring that assumed future rates are reasonable. Where
the numbers of covered individuds and beneficiaries are projected using current
participant data only, the actuary should consder usng data from the broader
population in order to check reasonableness.

3.4.2 Economic Assumptions—Economic assumptions are those that relate to the
projections of the levd of income to the program and the levd of bendfit
payments by the program. In many cases, the relative differences between rates of
increase for items that affect income versus those that affect benefits have a more
direct impact on the actuarid status of the program than do the level of such rates.
In such cases, the actuary should give specid attention to the relaionship among
the rates. Neverthdess, the assumptions should be reasonable individudly as
provided for in ASOP No. 27.

343 Othe Factors—In choodng assumptions, the actuary should take into
congderation the actual operation of the program. For example, the rates of actua
retirement may differ from the rates of recaipt of the retirement benefit. The
actuary should teke care that assumptions include the effects of behaviord
changes induced by the avalability and levd of benefits The adminidtrative costs
of the program should aso be consdered in cases where program income finances
the program’ s adminigtration.

Senstivity Teding—In addition to usng actuarid judgment in sdlecting assumptions, the
actuary should date in an actuaria report that the results depend on the assumptions used
and that actud experience is likely to differ from expected. The actuary should perform
an andyss of the sendtivity of the program’s cost or financing method under reasonable,
dternative scenarios that are different from expected experience.

When the data used in seting actuarid assumptions have limited credibility or gppli-
cability, or when the projected cods or the program’s actuarid Status is particularly sent
dgtive to the assumptions, greater sengtivity testing is indicated. The intended use of the
report, or the sengtivity of the program cost or financing method to the choice of the
assumptions, may be conddered in determining the amount of sengdtivity testing to be
performed.

Actuaridl Methods—Many differences exist between socid insurance and private
insurance that may require the actuary to adapt, modify, or replace actuaria methods that
are generdly accepted for the vauation of private insurance and pensions. The actuary
should take the fdllowing into corsderation when working with socid  insurance
programs.

3.6.1 Conggency with Financing Method—The actuarid methods for computing and
ummarizing esimates of the program’s financing methods should be consstent




3.6.2

3.6.3

364

3.6.5

3.6.6

with the financing method that has been adopted. If dternaive financing methods
ae vaued, the actuaid methods should be flexible enough to permit these
vauations and provide condsent comparison of the dternaive finandng
methods.

Paticipants—Generally, data regarding current participants and individuds ex-
pected to become participants in the future should be reflected in the actuary’s
cdculations. Because progran termindion is usudly not an  important
consgderation for socid insurance programs, the projections should generdly be
made on an operngroup basis.

Induson of All Maerid Financid Opeaions—The actuay should include dl
material aspects of expected future program income and costs under current law
and regulation, within the time frame of the vauation.

Period-by-Period Edimates—The actuary should produce period-by-period
projections of program operations, particularly when danger exists of the program
being unable to make benefit payments when due a any time during the vauation
period. Period-by-period estimates dso provide the bads for caculating
summarized vaues. Normally, the valuation period would be one yeer.

Summarized Vdues—Summarized vaues of the period-by-period estimates may
be usgful in communicating the actuarid daus of the program. The actuary
should choose a summarization method that is consgent with the program’s
desgn and dructure and its financing and investment dructure. The choice of
summarization method should include the consderation of investment income.

Teds of Financid Adeguacy—An actuarid report on the financid adequacy of a
program with a satutory mechanism for setting the level of financing should date
whether the program financing is sufficient as determined by a test of financid
adequacy that the actuary deems appropriate. Tests of financid adequacy may be
based on criteria such as the following: (1) required trust fund levels under best
estimate assumptions, (2) postive trust fund levels under pessmigtic assumptions,
or (3) a sufficiently low probability of ruin or an acceptable range of possble
outcomes under a stochastic mode!.

For testing financid adequacy over a short-range period, the actuary should, in
vauing program assets, include only those assets that are reedily avaladle for the
immediate payment of benefits.

If atest of financid adequacy is appropriate, the actuary normdly should apply
such atest to both short- and long-range periods.

3.7 Vduaion Period—The actuary should note any dgnificant differences between program

income and cost toward the end of the vauation period. Further, the actuary should



4.1

disclose the expected impact of such differences on the actuarid datus in future
vauations.

Section 4. Communications and Disclosures

Actuaria Report—An actuarid report should summarize and place in context the

actuary’s conclusons from the cdculaions peformed. The report should identify the
actuary as the source of the actuarid calculations, and should indicate the extent to which
the actuary or other source(s) are avalable to provide supplementary information and
explandion. The actuary should, where rdevant, consder including the following items
in the report:

41.1

4.1.2

4.1.3

4.1.4

415

4.1.6

Scope of Assgnment—The report should discuss the nature of the assgnment
and any limitations, induding any conditions or redrictions imposed by the
requestor, time condraints, or data availability. The scope of the assgnment
should be consstent with the intended purpose of the report, as discussed in the

following paragraph.

Intended Purpose—There should be a clear description of the report’s intended
purpose, and, if necessary, a statement of how or why it might be inappropriate
for purposes other than the one for which it was intended. The description should
be consgent with the scope of the work done, and it should contain any
limitations on digtribution of, or reference to, the report.

Reliances—The report should identify the information, documents, and data used,
induding ther source(s), and whether the actuary undertook any independent
verification.

Limitations—The report should identify limitations rdevant to the vaues
developed and ther applicaion to specific dtuations that result from the
methodology or assumptions used. The report should dso identify items excluded
from or not reflected in the caculations, a lack of reliable data, recent or pending
changes, time congraints, or other considerations.

Program _Description—The report should describe the program benefits, the
financing method, and the population covered.

Cdculation Results—The report should date the results of the cacudions
performed. Possble results include a point esimate, a range, and a table of
vaues. The report should aso include a description of the extent and depth of
tesing that underlie the cdculations, incuding a description of any senstivity
tests that have been made, the time period to which the caculations refer, and the
date as of which the cdculations were performed.




4.2

4.3

4.4

4.1.7 Actuaid Methodology—The report should describe the methodology or meth
odologies used. If someone other than the actuary sdected the methodology, the
actuary should disclose that fact and the source of the methodology. In addition,
the actuary should characterize the methodology in terms of its reasonableness
and its congstency with the financng methods digibility requirements and
benefit provisons of the program.

4.1.8

Assumptions—The actuary should characterize the reasonableness of the assump-
tions, both individudly and in combination. The report should describe the
assumptions in detall and the basis for their determination. Where appropriate,
these requirements may be met by reference to other actuaria reports. The
description should include the following, where relevant:

a

If any assumption was prescribed by someone other than the actuary, the
actuary should disclose that fact and the source of the assumption.

If assumptions are based on judgment or historical experience, the report
should describe any relevant factors that led to the choice of assumptions.

If assumptions differ from recent experience because of trends, changes in
the environment, or anticipated changes in the program or its operation,
the report should discuss the trends or anticipated changes that led to the
choice of the assumptions used.

If assumptions are st using input or expertise from outsde sources, the
report should disclose the sources of such information and the reasons for
reliance on them.

When the actuary knows of any dgnificant event that has occurred since
the date as of which caculaiions were peformed tha would materidly
affect the vaue of any assumption, the actuary should describe that event
and itslikely effect.

Changes—If any changes have occurred since the previous cdculations with respect to
the program, the report should quantify any materid changes in the results attributable to
changes in program experience, program provisons, methods or assumptions used, and
the date as of which the previous caculations were performed.

Usars of the Report—Reasonably foreseeable direct and indirect users should be taken

into account when communiceting actuarid information and opinions, as, for example, in

the case of socid insurance programs that are subject to scrutiny by legidators and others
who may not have experience with technica terminology and concepts.

Devidion from Standard—An actuary must be prepared to judify the use of any

procedures that depart materidly from those set forth in this sandard and must include,



in any actuarid communication disclosng the results of the procedures, an appropriate
gtatement with respect to the nature, rationale, and effect of such departures.



Appendix 1

Background and Current Practices

Note: Thisgppendix is provided for informationa purposes, but is not part of the standard of
practice.

Background

Characterigtics of Socid Insurance—Three characteristics of socid insurance programs are of
fundamenta importance to the analyss of their actuarid status. First, because participation is
essentidly mandatory, socia insurance programs can be assured of new entrants. Second,
because such programs are operated by governments, program termination is usudly not an
important consideration when determining the program’s actuarid status. Third, socid insurance
is based on laws and regulations that can be changed (e.g., taxes or premiums may be increased
or benefits decreased) without the consent of the participants.

Socid insurance may include some or dl of the following features:
1 aminimum leve of participation is required to establish coverage;

2. aminimum or maximum leve of protection is provided based on a concern to provide
adequate benefits to most participants, i.e., based on the concept of socia adequecy;

3. individua benefits need not bear a direct relationship to individua cortributions,
athough benefits may increase somewhat with increased contributions or with increased
participation to introduce some individua equity into the benefit formula; or

4, receipt of benefitsis not restricted based on overal financid need.

Note, aswell, another important characteristic of socia insurance: the laws and regulations
governing private insurance and pensions do not apply. Therefore, in most cases, the actuary
practicing in the socid insurance fidd must develop tests of financia adequacy for the program
being evauated.

The above points regarding socid insurance make some of the actuarid methods devel oped for
private insurance not appropriate for socia insurance. For example, the cost of a socia insurance
program is usualy projected on an open-group bas's, unlike private programs. Further, another
important aspect of socid insurance programsis the manner in which inflation is taken into
account. Key program parameters are often indexed or adjusted frequently for inflation.

Importance of Actuarid Opinion on Financid Adequacy—An actuaria report may present a
statement of actuaria opinion as to whether the program’ s financing method is adequate to

10



provide for the program’s costs. The projection of financid adequacy depends on the financing
method.

Importance of Projecting the Cogts of Socid Insurance Programs—Another purpose of an
actuarid report isto inform policymakers and the genera public of the program’s cost.
Regardless of the financing method, the socid insurance program’ s costs are typically projected
far enough into the future to indicate their generd pattern and ultimate level. The cost is often
presented in relation to an appropriate revenue base. For example, when program financing is
based on taxes on earnings, expressing the cost as a percentage of the aggregate earnings subject
to taxation produces arate that can be compared directly with the tax rate. Then the difference
can be used for developing atest of financia adequacy.

Current Practices

Tedts of Financia Adegquacy—There are severd well-established methods currently being used
to test the financia adequacy of socid insurance programs, aswell as methods to measure the
actuarid gtatus of such programs. Many socid insurance programs, however, operate without
any formd test. In such cases, a projection of program operations during the next oneto five
yearsis often made. Theimplication isthat the financing should be sufficient to keep the
program solvent, but aforma statement of financiad adequacy is not dways made, espedidly if
the program has borrowing authority.

For some programs, tests of financial adequacy use a method comparable to that used for
one-year renewable term insurance whereby the current tax rate or premium level is compared to
the expected incurred obligations of the program during the current rate- setting cycle. In

addition, other tests can be developed by the actuary that are suitable to the program.

11



Appendix 2

Commentson the 1997 Third Exposure Draft
and Committee Responses

The third exposure draft of the proposed standard was exposed for review in May 1997, with a
comment deadline of September 2, 1997, which was subsequently extended to October 1. (The
second and third exposure drafts summarize comments received on the first and second exposure
drafts, respectively, and the responses of the Committee on Socid Insurance to such comments.
Copies of these exposure drafts are available from the ASB office.) Four letters of comment were
received on the third exposure draft. Summarized below are the significant issues and questions
contained in the comment letters, printed in standard type. The committee’ s responses appear in
boldface.

Genera Comments

One commentator raised the issue of “macro” financid adequacy with respect to socia

insurance. The commentator suggested that, in addition to looking at the program cost reldive to
program income, the actuary should consider and test the ability of the economy to support the
benefit payments. The committee acknowl edges that the commentator hasa point in that the
economy may not be able to provide the program income and assets as needed by the social
insurance program. However, thisisan issue that is outside the scope of thisactuarial stan-
dard of practice.

The same commentator suggested that if asocid insurance program is skewed such that a subset
of the covered population receives a disproportionately small amount of net benefit, the actuary
should take this into account in determining the viability of the current program. The committee
again acknowledges that the commentator hasa point, but feelsthat any attempt to deter-
mine future program changes based on presumed participant attitudesistoo speculative
and isoutside the scope of thisactuarial standard of practice.

Section 1. Purpose, Scope, and Effective Date

Section 1.2, Scope—The third exposure draft specificaly requested input with respect to the
scope of the standard. Specificaly, the committee requested comments on whether the listed
exclusions regarding which programs are covered by the standard are appropriate. Three com+
mentators commented on this area. One suggested that the scope be applied broadly to every
socid insurance program, or to none. The second asked if a program with prescribed benefits,
but not prescribed income, wouldn't benefit from actuarid analyss. The third commented thet

the existence of atrust fund does not provide accountability. Asfor the first comment, the
committee agrees that the scope should be applied broadly to every social insurance
program that meetsthe definition of such in the standard. The committee believes the
definition of social insurance program from thethird exposur e draft, along with the listed



examples, is satisfactory. Asfor the second comment, the committee notes that programs
that do not meet all aspects of the definition of social insurance may benefit from actuarial
analysis, but that it isnot appropriate to subject such programsto the entire standard of
practice. Asfor thethird comment, the committee agr ees, but believesthat the wordingin
section 1.2(b), i.e., that the program provides for explicit accountability, is clear. No changes
wer e madeto the section.

Section 2. Definitions

Section 2.4, Financial Adequacy—The exposure draft specificaly requested input on whether a
definition for financial adequacy was needed and whether the proposed definition was appro-
priate. The one comment letter received on this section did not address the question as posed in

the transmittal memorandum, but asked why a period of time is not specified within the defini-

tion. While the phrase specified period of time isused within the definition, section 3.6.6,
Tests of Financial Adequacy, providesfurther guidance: If atest of financial adequacy is
appropriate, the actuary normally should apply such a test to both short- and long-range
periods. The committee feelsthat the definition used in the third exposure draft is adequate.
No change was made.

Section 2.8, Program Cost—One commentator was concerned about the inclusion of an arbitrary
target trust fund leve while recognizing the need for aworking cash balance. The committee
notesthat theinclusion of such targetsisdiscretionary based on the actuary’s judgment.

Sections 2.12, Short-Range Period, and 2.14, Trust Fund—One commentator provided minor

editorial comments on these two definitions. The committee dightly revised sections 2.12 and
2.14 toreflect these comments.

Section 3. Analysis of |ssues and Recommended Practices

Section 3.3.2(d), Government Guarantee—One commentator was concerned with the amount of
government subsidies that are likely to occur, preferring that a range of results be provided. The
committee believesthat the presentation of ranges of resultsis adequately covered by
section 3.5, Sensitivity Testing.

Section 3.4, Actuaria Assumptions—One commentator provided minor editorid comments on
this section. The committee dightly revised thefirst paragraph of this section to reflect
these comments.

Section 3.6.2, Participants—One commentator wondered why open-group projections are

preferred, while another wondered whether they are preferred or mandatory. The section was
revised to better reflect the committeg’ sintent.
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Section 3.6.5, Summarized Va ues—One commentator was confused as to why summarized
values can't dso be appropriate for short-term vauations aswell. The committee agreesand
deleted the phrase, For long-range valuations, at the beginning of the sentence.

Appendix 1—Background and Current Practices

Characterigtics of Socia Insurance—One commentator noted that new entrants are not included

in actuarid vauations under other actuarid standards of practice. This commentator also ex-

pressed a belief that the principle of pensons do apply to socid insurance programs. The com-

mittee believes that the statement, the laws and regulations governing private insurance and
pensions do not apply, is correct. The committee also believesthat thetext in appendix 1
regarding new entrantsand open groupsis helpful in under standing the need for thisactu-
arial standard of practice. No changes were made to appendix 1.

The Committee on Socid Insurance of the American Academy of Actuaries thanks everyone

who took the time and made the effort to submit comments on dl three exposure drafts. The
input was much appreciated.
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