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2620 Method 

.01 The best estimate present value of cash flows relating to the revenue at the indicated rate 
should equal the best estimate present value of cash flows relating to the corresponding claim 
costs and expense costs, plus the present value of a provision for profit, over a specified period 
of time. [Effective April 15, 2017] 

.02 The actuary should select appropriate methods, techniques, and assumptions recognizing that 
such elements depend on the circumstances affecting the work and that a variety of actuarial 
methods may be appropriate to derive an indicated rate. [Effective February 1, 2018] 

Data 

.03 The actuary would consider the availability and relevance of subject experience and related 
experience. 

Credibility 

.04 The actuary would consider the blending of information from subject experience with 
information from one or more sets of related experience to improve the predictive value of 
estimates. 

Changes in circumstances 

.05 The actuary would consider that the subject experience, related experience, and future cash 
flows may be affected by changes in circumstances that may affect expected claim costs, 
expense costs, and provision for profit. 
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.06 Relevant circumstances subject to change may include items that are largely under the control of 
the entity providing insurance, such as 

• Underwriting practice; 

• Distribution system; 

• Claims handling and case estimate setting practice; 

• Reinsurance arrangements; 

• Data processing and accounting systems; 

• Distribution or type of business written; 

• Provisions of the insurance contract(s), when not legislated; 

• Premium rates; and 

• Rating variables; 

as well as items that are largely not under the control of the entity providing insurance, such as 

• Legislated coverage or benefits; and 

• The economic, social, and legal environments. 

Development 

.07 The actuary would consider that subject experience and related experience may be subject to 
development over time. 

Trend 

.08 The actuary would consider that subject experience and related experience may be subject to 
trend over time. 

Unusual events 

.09 The actuary would consider that subject experience and related experience may or may not have 
been subject to catastrophes, large losses, or other unusual events. 

Provision for expense costs 

.10 The actuary would determine the provision for expense costs that is appropriate for the period 
during which the rates are expected to be in effect. 
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.11 In selecting a provision for expense costs, the actuary would consider 

• The various categories of expense costs that are incurred including, as may be 
applicable, residual market assessments, statutory assessments, policyholder 
dividends, and reinsurance costs; 

• That expense costs may not be directly proportional to premium; and 

• That one-time expense costs may need to be amortized. 

.12 The provision for expense costs, or other assumptions that are pertinent to its derivation, may 
be specified to the actuary under the terms of an appropriate engagement. 

Provision for profit 

.13 An indicated rate would include a provision for profit. 

.14 The provision for profit, or other assumptions that are pertinent to its derivation, may be 
specified to the actuary under the terms of an appropriate engagement. 

Time value of money 

.15 The investment return rate for calculating the present value of cash flows would reflect the 
expected investment income to be earned on assets that might be acquired with the net cash 
flows resulting from the revenue at the indicated rate.  

.16 Among various possible sets of such assets the actuary would consider  

• Risk-free assets of appropriate duration; 

• Fixed-income assets of appropriate duration; and 

• Assets which are expected to be acquired.  

.17 The actuary would consider the fact that the provision for profit is not independent of the 
selected investment return rate and its associated uncertainty. 


