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I Identification:

Name of Commentator / Company

James R. Braue, ASA, MAAA / on my own behalf

Il ASB Questions (If Any). Responses to any transmittal memorandum questions should be entered below.

Question No.

Commentator Response

. Specific Recommendations:

. Commentator Recommendation .

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

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

3.3.d The second sentence should not use the term “best The NAIC’s Accounting Practices and Procedures
estimate.” Instead, it should read something like: Manual, Statement of Statutory Accounting

For example, if they are determined without Principles No. 55, “Unpaid Claims, Losses and Loss

conservatism or if there is an implicit level of Adjustment Expenses,” requires that “management

conservatism included in the estimate; and ... shall record its best estimate of its liabilities for
unpaid claims, losses and loss/claim adjustment
expenses.” [Emphasis added.] However, that “best
estimate” has to comply with the statutory principle
of conservatism, and in fact has to meet the “good
and sufficient” standard of the Statement of
Actuarial Opinion. Therefore, it is confusing,
particularly in this context, to use the term “best
estimate” to mean “estimate containing no
conservatism.”

3.3.e This item should begin, “whether there is a provision | The disclosure is actually of whether there is such a
2 provision. Cf. Section 3.3.c.

3.5 This section should also address materiality in terms | In order to meet the “good and sufficient” standard
of the conservatism in the assets and liabilities, of the NAIC's prescribed Statement of Actuarial
whether implicit or explicit (the “provision for Opinion (and similar standards in other contexts),
adverse deviation”). Language similar to what is the assets and liabilities must incorporate a certain
stated in the rationale at right could be used. degree of conservatism or “margin,” whether
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implicit, explicit, or both. Therefore, the importance
of a particular balance sheet item, and especially the
potential misstatement of such an item, must be
considered in terms of whether it is large enough to
impair the required conservatism. For example,
accountants may have decided not to include a late
change in estimate in the published financials,
because it was not material according to accounting
standards; but the failure to record that change
might significantly reduce the margin, and therefore
result in an adverse opinion.

through g. requires that the statement of actuarial
opinion, if separate from the actuarial
memorandum, must include disclosures a., b., e.,
and o. It seems that the last of those references
should be to disclosure p., not disclosure o.

3.6 The last sentence of the sixth paragraph of this See the rationale provided for my comment on
section refers to a “best estimate basis.” Instead, Section 3.3.d.
the sentence should end, “... are developed without
conservatism.”

4.1 The paragraph immediately following items a. Disclosure o. regards the results of follow-up studies,

which represent supporting data more appropriate
to the actuarial memorandum than to the statement
of actuarial opinion. Disclosure p. regards the
rationale for the opinion, including any limitations,
reservations, qualifications, or the justification for an
adverse opinion. This disclosure is clearly important
to the statement of opinion itself, and should not be
relegated solely to a separate memorandum
(although the topic should be addressed there as
well).

Iv. General Recommendations (If Any):

Commentator Recommendation
(Identify relevant sections when possible)

Commentator Rationale
(Support for the recommendation)
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