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CIRCULAR LETTER

TC y ALL HEALTH MAINTENANCE ORGANIZATIONS (HMOs)
DOING BUSINESS IN THE PHILIPPINES

SUBJECT VALUATION STANDARDS FOR HEALTH MAINTENANCE
ORGANIZATION (HMO) AGREEMENT LIABILITIES

WHEREAS, Section 1. Executive Order (EC) No. 192, & 2015, mandates that
jurisdiction over Health Maintenance Organizations (HMOs) shall be transferred from
the Department of Health (DOH) to the insurance Commission (IC) in order to regulate
ahd supervise the establishiment, operations and financial aclivities of HMOs:

WHEREAS, the IC shalt have the authority to exercise the following funclions, ameng
others:

a. lssue rules and guidelihes, with respect to the establishment of HMO minimum
capitalization, net worth, reserve funds and security deposit reguirements, as
well as the criteria for qualification and disqualification of direciors, officers and
marketing personnel, and the procedure for the submussion of reportodat and/or
examination requirements, registration of contracts and plans, adjudication of
claims, and other relevant matters, as necessary,

b. Regulate, supsrvise, anc monitor the operations and management of HMOs to
ensure comphance with £EO No 192, 5. 2015, existing laws, ruies, regulations
and such other directives and circulars issued by the Insurance Commisaioner;

c. Frepare, approve or amend, rules, regulations, orders, and circulars, and issue
opinions, provide guidance on and supervise compliance with such rules,
regulations, orders, and circulars;

d. Exercise such other powers as may be provided by aw as well a8 those which
may be implied from, or which are necessary or incidental to carry out the
express powears granted to the iC to achisve the objectives and purposes of EQ
No. 192 and

e. Pursuant to existing laws, rules, and regulations. impose sanclions, and/or
appropriaie penatties.



NOW, THEREFORE, pursuant to the power granted to the Insurance Commiussioner
to "issue rules and guidelines with respect fo x x x reserve funds ¥ x x* urder Section
4 {a) of EO No. 182, 5. 2015 dated 12 November 2015, the undersigned hereby (ssues
the attached vaiuation standards for HMO Agreement liabiiines.

This Circular shall take effect immediately.
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‘ DENHIS B. FUNA
mnsurance Commissioner

Date:
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VALUATION STANDARDS FOR HEALTH MAINTENANCE ORGANIZATION

AGREEMENT LIABILITIFS

introduction

1.1 Every Health Maintenance Organizaton (HMO) supervisad by the Insurance
Commission (IC) shall value their HMO Agreement Liahilities In accordance with
this Valuation Standards.

Scope and Application

2.1. This Valuation Standards shall apply to all HMO Agreements 1ssued by HMOs for
HMO products defined under IC Circular Letter No. 2017-19

Key Definitions

3.1.In this Valuation Standards, unless the context otherwise requires:

3.1.1.

3.1.2.

&M,

314,

27.0.

"Company” refers to an HMO supervised by the iC.

‘Client” refers to the Principal Member/Payor, in the case of
Individual/Family or the Client Company/Association in the case of
Corporate/Group

"Actuary” refers to an in-house actuary of the Company or an external
censulting actuary accredited by IC as an HMO actuary.

‘Health Maintenance Organization (HMQ) Agreement or HMO
Agreement’” refers to the contract between the Company and the Client
for the deiivery of a pre-agreed or designated health care benefits and
services by the Company to the member for a fixed pre-pard fee
regardless of the payment opticn chosen by the Client

‘Administrative  Services  Only  {ASO) "Endorsement or ASO
Endorsement” refers to the document affixed to the HMO Agreement
whenever ail or a portion of the fixed pre-paid fee is in the form of an
enroiment fee, administrative fee and a fund The ASO Endorsement is
the document that states which of the benefits in the HMO Agreement
are fund-based, and that all of the risk relatad to benefit payments drawn
from the fund is borne by the Clent.



2B,

3.1.7.

3:1.8.

3.1.10.
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“Membership Fee refers to the fees ansing for the period being reported
from HMO Agreements where the HMO assumes the risk of funding the
member's health care services and related administrative costs.

“Enrolment Fee” refers to the amount of fee arnsing for the period being
reported for each member to be covered under an ASCO Endorsement ©
be able to access the network., This is sometimes referred to as the
network access fee,

“Administrative Fee" refers to the amount of fee arising for the period
being reported for the administration of the fund and handling of claims
payment under an ASO Endorsement.

“In-force Agreemeant’ refers to a contract for which the Company has
liabilities for promised or contracted benefits, or for the delvery of
services. An in-force contract is a contract wherein {2) the Membership
Fee is up-to-date or within the grace period: or (9] the coverage may stib
he reactivated, as provided for in the contract.

"ASO Eund” refers to the amount of fund owned by the Client which the
Company will use to provide for nenefits covered under an ASC
Endorsament.

"HMQ Agreement Liabilities" refers to the measure of the liabilities of the
HMO for its In-force Agreements as of valuation date which is composed
of the "HMO Agreement Reserves . "AS0 Fund Liabilities” and
“Unearned Administrative Fee Reserves” as appiicable

“HMO Agreement Reserves’ refers to all nenefit liabilities for membership
fee-basad benefits or where the fixed pre-paid fee is in the form of a
membership fee where the risks are borne by the Company, which is the
aggregate of the Claim Reserves and Membership Fee Heserves as
defined below.

"Claim Reserves” refers to claims incurred but net yet palc as of the end
of the valuation date. 1t includes claims due and unpaid. claims in the
course of settiement, resisted claims ard those which are incurred but
not reported at a designated level of confidence, as weil as direct and

indirect expenses related to seitling all outstanding claims, whether
reported and unreported. as of valuation dale.

5 1.13.1. "Due & Unpaid (D&U) Claims” refers 1o the liahities for claims
that have heen reporied. adjudicatec and processed. but fo
which final payment has not been recorcea as of valuation date.

[
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3.1.13.2. “In Course of Settlement ((COS) refers to the liabiiities for clam
already known and identified but not yet adjudicated, seftied
and paid by the Company as of valuation date.

3.1.13 3. "“Resisted Claims” refers toc amount of claims that are in dispute
such as those for which a known litigation situation exists.

3.1.13.4 "incurred but not Reported (IBNR}" refers to the amount to be
provided for claims in respect of claim avents that have
occlrred but have not been reported to the Company as of the
valuation date.

3.1.13.5. "Claims Handling Expense Reserve" refers to the estimated
amount of expenses for settling all claims. whether reported or
unreperied. outstanding as of valuation date.

“Membership Feec Reserves” refers lo alt future claim payments anc
related expensas for policy maintenance ard claims s;citf,me.zt to be
made after the valuation date, arising from future events for which the
Company s liable under its HMO Agreements, and is computed as the
higher of the Unearned Membership Fee Reserves anc Unexpired Rigk
Reserves at a designated level of confidence

3.1.14.1 "Unearned Membership Fee Raserves” or "UMFR" refers to the
amount of reserve for that por*?ow of the membership fee, net of
taxes and commissions paid or due to the Company which is
applicable fo the peroa of coverage extendmg oeyond the
valuation date.

3 1.14.2 "Unexpired Risk Reserves" or "URR". refers to the amount of
reserve required to cover future claims and expenses, at a
designated leve! of confidence, thal are expected to emerge
from an unexplired period of covar

*ASO Fund Liabilities” refers to all liabilities for fund-based benefits where
the risks are borne by the Client, which is set-up equal to the Previous
Period ASO Fund plus addibional contributions to the fund less Fund
Withdrawals (FW) as defined below

“Fund Withdrawals" refers to the amount withdrawn from the ASO Fund
to pay the cost of benefits availed by the members and its related
expenses under an AS0O Endorsement,

"Projected Fund Withdrawals™ refers *o the estimated amount to be
withdrawn from the ASO Fund t¢ pav ‘he cost of hencfits for claims {a)
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that have been reported, adjudicated and processed. but for which final
payment has not been recorded as of valuation date: (b) already known
and identified but not yet adjudicated, settled and paid by the Company
as of valuatien date: (¢) that are in dispute such as those for which a
known litigation situation exists: (d) that have occurred but have not been
reported to the Company as of the valuation date. and () its related
expenses under an ASQO Endorsement .

3.1.18. "Unearned Administrative Fee Reserves” or "UAFR" refers to the amount
of reserve for that portion of the Administrative fee, net of taxes and
commissions paid or due to the Company which is applicable to the period
of coverage extending beyond the valuation date,

4. Data and Systems

4.1

4.2

4.3,

4.4

4.5

4.6

.The Company's Chief Executive Ofticer ({CEQ) or 2 Responsible Officer with a
comparable rank shall ensure that the Company's database is properly
maintained so that the membership fees and claims data provided to the Actuary
1s accurate and complete. The CEC or the Responsible Officer must furnish the
data to the Actuary and must ailow his/her Actuary reasonable access to the

Company's database.

The Actuary shall apply reasonable tests to satisfy nimseif that the membership
fees and claims data is accurate and complete. A check for both integrity and
completeness of data shouid precede tha valuation work. Furthermore, the
Company shall build. if it has not done yet in the past, and maintain a historical
claims database of at least five (5) years.

The Company shall create loss development triangles on baoth naid and incurred
claims. The length of fiustorical dala needed in creating the loss development
triangles must be based on the Company's underlying business,

Companies which have insufficient data shall be required to use as much data as
they currently have untl they have accumuiated the appropriate length of
historical claims data for valuation purposes

The Company shall also maintain records on historical earned and urnearned
membership fees as well as commissions and other expense information In
refation to policy maintenance and claims seftlement, for the purpose of estimating
future expenses for valuation of HMO Agresment reserves.

.The Ccmpany shall determine the granularity of data for the valuation of HMO
Agreement reserves.

o
[t d
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5. Basis of Assumptions

a.1.

5.2

2.3

5.4

As much as practicable. the valuation of HMO Agreement reserves shall be based
on the Company's actual historical experience and/or industry dats. Any
deviations and the use of professionai judgment must be supporied by a strong
raticnale and must be documentad in Section C of the Actuarial Valuation Report,
as described in Annex A,

Membership Fee used ir the calculation of the HMO Membership Fee Reserves
shall be net of taxes and commissions.

The Actuary shall gather information from the Underwriting Department or its
equivalent to provide information on the following areas: market cutlock. changes
in pricing levels, changes in the mix of business. renewal rates and changes in
terms and conditions.

The Actuary shall also gather information from the Claims Department or its
equivalent to provide information on the foliowing areas: typical claims process
from notification to settlement, claims expense inflaticn, operational changes in
the claims function, delays in reporting of claims that may affect the projection of
labilities, and changes in inital estimates.

8. Valuation Methodology

B.1,

B.2.

B3

Where the fixed pre paid fee is in the form of a pre-agreed membership fee. the
liability shall be the HMC Agreement Raserves which is composad of the
Membership Fee and Clam Reserves both determined using best estimate
assumptions, with an appropriate Margin for Adverse Deviation (MEALY) Hor
expected future experience.

The Actuary shall be responsibie in determining the level of HMO Agreement
reserves using basis no less stiingent than that prescribed in Sectons 7 o 10
below.

Where the fixed pre-paid fee is a combination of the errolment fee administrative
fee and a fund under an ASO Endorsement. the hability shall be the ASO Fund
Liabjlétées and the Unearned Administrative Fee Reserves HUARRY,

7. Membership Fee Reserves

7.1

Membership Fee Reserves shall be determined as the higher of UMFR and URR,

Pt
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7.2. The UMFR shall be calcuiated using 1/365™ methog.

7.3 URR shall be calculated as the hest estimate of future claims ang BXPENses with
MIAD as tomputed in Section 9. This best estimate relates 1o expecied future
claim payments ang related expenses o he ncurred after the valuation date,
arising from future events.

7.3.1. Expected future claims shall include all claims which might ocour during the
unexpired period.

7.3.2. Expected future expenses shall include Agreement maintenance 2xpenses
and claims management expenses fieo direct and indirect claims
settlement costs).

7.4.A computation should be performed to determine whather the URR required is
greater or smaller than the UMFR fihe URR is greater, ther the difference should
be booked as an additional reserve on top of the UMFR

8. Claim Reserves

8.1.Claim Reserves shali be calculated as the sum of D&U Claims 1008 Resisted
Claims, Claims Handling Expense Reserve and IBNR. with MIAD as computed in
Section 9.

8.2.D&U Claims. ICOS. and Resisted Claims shall pe based on aclual claims reported
but have not yel been settled as of valuation dale. The Company shall ensure
integrity of the data puts as well as minimize uncertainties in the claims
processing, subject to paragraph 4 2.

8.3. The Claims Reserves shall be calculated based on standard actuarial prejection
techniques or combination of such tecnnigues. such as but not limited to the
following methods: Development Method Tabular Method Exposure Method,
and Loss Ratio Method.

The Actuary shalj determine the appropriateness of the methcdology considering
the characteristics of the data and the maturity of the business

8.4.Claim Reserves shall alsc include 2 provision for Claims Handiing Expense
Reserves. which covers the estimated expenses of seitling al claims, both
reported and unreporied. outstanding as of vaiuation data.
*

8.5.The Actuary shall ensure the refiability of the expected loss ratios by obtaining
estimates from varipus SOurces, such as undenwriters, the business plan, pricing
actuaries, market statistics, or from a historic view of profitabilty and loss ratios.



8.6

Bl

3. Mar

il

9.2

CERTIFIED TRUE / PHOTQ’ CorY

/ <
TRANC.%;TNO E.%PEJON
(-1}
mirfla

IC Supary Adminigtrative Officer
Ad trative Divislon
Insurance Commisaion

Date:

In valuing the Claim Reserves. the Actuary shouid consider other factors such as
but not limited to varying expense structure. operational changes in claims
management, underwriting changes such as business mix and membership fee
changes. changes in claims handiing precess. and external conditions.

To ensure sufficiency of reserves. the Actuary shall conduct a back-testing
exercise of the Claims Reserves by comparing the previous vears Claims
Reserves of expected current year claim develooments with actual current vear
claim developments. The results of such shall be documented in Section 1) of the
Actuarial Valuation Report, as outined n Annex A In cases wheare the Claims
Reserves was proven insufficient to cover actual ciaims development the Actuary
shalf revisit the assumptions for Claims Resoryes valuahion and document the
rationale for this deterioration

gin for Adverse Deviation

The actuary shall eslimate the MAD based or acplicable  statisiical
methodologies such as but not limited to Bootstrapoing Mathod Mack Method or
combination of such methodologies ic bring the actuarnal best estimate of HMO
Agreement Reserves at the 750 percentile fevel of sufficiency. The dala. basis
and analysis in the determination of the MfAD shall be included in Armex A

. The purpose of the MfAD is to allow for inherent uncertainty of the hest estimate

of the HMO Agreement Reserves and to consider the variability of claims
experience in the best estimate.

10. Reserves under an ASO Endorsement

10.7.

ASO Fund Liabilities is the aggregaie of the Previous period ASQ Fund less
Fund Withdrawals (FW) plus additional contributions to the ASO Fund.

102 Unearned Administrative Fee Reserves (UAFR) shall be calculaied using

1/385" meihod.

10.3. The ASO Fund for the given period must at lgast be equa! to the ASO Fund

Ligbilities.

10.4. The minimum ASO Fund Liabilities for each ASO Account must be zero (0). If

the ASO Fund Liabilites for an ASO Account is negative it should be
transferred to Due from ASO Account. The negative ASO Fund Liabilities of an
Account should not be used to reduce the Agaregate ASD Fund Liabilities.

L 3

10.9. The Projected Fund Withdrawals shall be calculated using the same principles

in the calculation of the Claims Reserves {refer to s & and 9 and a
schedule shall be provided for in the Actuarial Valuation Renort
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1. Actuarial Valuation Report

11.1. The Actuary shall prepare an actuarial valuation report to be submitted o the
IC. The actuarial valuation report. at a minimum, shall contain the following
information (see Annex A for details):

A. Scope of Review

B. Data Requirements

C. Valuation Methodoiogies and Assumptions

L Analysis of Experience

k. Valuation Results & Discussion

F. Certification by the Actuary

G. Certification by the Chief Finance Officer

H. Certification by the Chief Executive Officer {CEG) or Responsible Oficer

inance [
JHicer shali be

{CFO) and the Chief Executive Officer (CED) or Resoonsibie
duly notarized.

11.2. The Certifications to be provided by the Actuary, the Chief Fi
\ i

Q A S 174
0 ik ! 1
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ADDENDUM TO VALUATION STANDARDS
FOR HEALTH MAINTENANCE ORGANIZATION
AGREEMENT LIABILITIES

1. introduction

1.1.The Insurance Commission (IC) recognizes that there are Health Maintenance
Organizations (HMO) that have issued products that are not in accordance with
the products defined under IC Circular Letter No. 2017-19 for which the HMOQs
have outstanding liabilities.

1.2.In view of this, HMOs shall value their reserve liabitities for these types of products
in accordance with the Valuation Standards set forth below.

2. Key Definitions
2.1.1n this Valuation Standards, unless the context otherwise requires:
2.1.1. "Company" refers to an HMO supervised by the IC,

212, “Clienl” refers to the Principal Member/Payor, in the case of
Individual/Family or the Client Company/Association in the case of
Corporate/Group.

2.1.3. "Actuary” refers to an in-house actuary of the Company or an external
consulting actuary accredited by IC as an HMO actuary.

2.1.4. "HMO Agreement” or “Contract” refers to the contract between the
Company and the Client for the delivery of a pre-agreed or designated
health care benefits and services by the Company to the member for g
fixed pre-paid fee.

2.1.5. "Membership Fee” or “Consideration” refers to the price for the purchase
of the HMO product, paid either in one lump sum or in instalment
payments.

2.16. “Inforce HMO Agreement” or “In-force Contract” is a contract for which
. the Company has liabilities for promised or contracted benefits, or for the
delivery of services. An in-force contract may be anyone of the following:

2.1.6.1. A contract wherein considerations are still payable and which

payments are either up-to-date or within the grace period
provided for in the contract:

1 Q 2y
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2.1.6.2. A contract wherein all considerations have been fulty paid but
benefits are not yet being paid or services are not yet being
utitized:

2.1.6.3. A contract wherein considerations have been fully paid and

benefits are already being paid or services are being utilized, but
have not been completely paid or delivered.

2.17.  "Claim Reserves" refers to claims incurred but not yet paid as of the end
of the valuation date. It includes claims due and unpaid, cfaims in the
course of settiement, resisted claims and those which are incurred but not
reported at a designated level of confidence, as well as direct and indirect
expenses related to setiling all outstanding ciaims, whether reported and
unreported, as of valuation date.

2.1.7.1. "Due & Unpaid (D&U) Claims"” refers to the liabilities for claims
that have been reported adjudicated and processed, but for
which final payment has not been recorded as of valuation date.

2.1.7.2. "In Course of Settlement (ICOS8)" refers to the liabilities for claim
already known and identified but not yel adjudicated, settled and
paid by the Company as of valuation date.

2.1.7.3. "Resisted Claims" refers to amount of claims that are in dispute
such as those for which a known litigation situation exists.

2.1.7.4. "Incurred but not Reported (IBNR}" refers to the amount to be
provided for claims in respect of claim events that have occurred
but have not been reported to the Company as of the valuation
date.

2.1.7.5. "Claims Handling Expense Reserve" refers to the estimated
amount of expenses for settling all claims, whether reported or
unreported, outstanding as of valuation date.

2.1.8. "Aggregate Reserves for Long-Term Contracts” refers to the actuarial
reserves for HMO products that have pericd of coverage and payment
period of more than 1 year. 1t consists of the liabilities for all benefils
stipulated in the HMO Agreement or Contract which are provided directly
by the Company for all in-force contracts.

3. Data and Systems
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3.1.The Company's Chief Executive Officer (CEO} or a Responsible Officer with a
comparable rank shall ensure that the Company's database ig properly
maintained so that the membership fees/considerations and claims data provided

3.2. The Actuary shall apply reasonable tests to satisfy himself that the membership
fees/considerations and claims data is accurate and complete. A check for both
iMtegrity and completeness of data should precede the valuation work,
Furthermore, the Company shall build, if it has not done yet in the past. and
maintain a historicai claims database of at least five (5) years.

3.3. The Company shall create foss development triangles on both paid and incurred
Claims. The length of historical data needed in creating the loss development
triangles must be based on the Company's underlying business,

3.4. Companies which have insufficient data shall be required to use as much data as
they currently have unti they have accumulated the appropriate length of
historical ciaims data for vaiuation purposes.

3.5.The Company shall also maintain records on historical earned and unearned
membership fees as well as commissions and other expense information in
refation to policy maintenance and claims settlement, for the purpose of estimating
future expenses for valuation of its HMO Agreement reserves.

3.6.The Company shall determine the granularity of data for the valuation of HMO
Agreement reserves.

. Valuation Methodology

4.1. The Actuary shall be responsible in determining the level of the actuarial reserve

liabilities for all the benefits stipulated in the contract using basis no less stringent
than that prescribed in the following paragraphs.

The benefits may be provided by the HMO directly or indirectly by transferring the
responsibility for the delivery of such benefits to a -third party (such as the
insurance benefits which ig transferred to an insurance company).

4.2. The actuarial reserves for benefits shall be determined on g prospective basis.
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4.3.The Aggregate Reserves for Long-Term Contracts is the reserves for benefits
provided directly by the HMO and must be equal to the present value of all future
benefits directly provided by the Company less the present value of the future
contribution to reserves for such benefits The schedule of contribution to
reserves for benefits directly provided by the Company must be provided in Annex
A

4.4. The actuarial reserves for benefits provided indirectly by the HMO must be equal
to the present value of the cost of providing these benefits less the present vaiue
of the future contribution to reserves to provide for these benefits. The scheduie
of contribution of reserves for benefits indirectly provided by the HMO must be
provided in Annex A, For iNsurance benefits provided indirectly by the HMO under

the contract, the acluarial reserve is the Insurance Premium Reserves as

4.5. The Aggregate Reserves for Long-Term Contracts should never be less than the
corresponding termination/surrender values indicated in the contract.

4.6 The period within which contributions to reserves are assumed to be made should
not exceed the period within which considerations are to be paid. For paid-up
plars, future contributions to reserves are zero.

4.7.Contributien to Reserve for a particular period should not exceed the Gross
Consideration for the same particular periogd.

4.8. Expense reserves shall be set up for expenses to he incurred on the plan after
the plan is fully paid as indicated in Section 8.

. Basis of Assumptions

experience of the Company with respect to those assumptions, adjusted only for
expected future trends, which are reasonable and realizable, and appropriate
margin for adverse deviation (MfAD) from the expected experience. Justification
should be made for any assumptions used that do not reflect current experience
and must be documenteqd in Section C of the Actuarial Valuation Report, as
described in Annex A

2.2. When Wpdating assumptions, the changes in the assumptions and the effect of
such changes on the actuarial reserves should be disclosed in the actuarial
valuation report.
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53 The Actuary shall gather information from the Underwriting Depariment or its
equivalent to provide information on the following areas: market outiook, changes
in pricing levels, changes in the mix of business, renewal rates and changes in
terms and conditions.

5.4.The Actuary shall also gather information from the Claims Department or its
equivalent to provide information on the following areas: typical claims process
from notification to settlement, claims expense inflation, operationat changes in
the claims function delays in reporting of claims that may affect the projection of
liabilities, and changes in initial estimates.

2.5. The discount rate assumption shall be based on the lower of the following (a) yield
rate or series of yield rates that are expected to be earned from the assets of the
funds that back-up the corresponding actuarial reserves over the remaining term
of the contracts involved, or (b) the risk-free discount rates equivalent to the zero.
coupon spot yield that match the remaining term of the contracts and the currency
of the cash flows as prescribed by the iC.

5.6. The effects of inflation shall be recognized in actuarial assumptions. The inflation
rate to be used shall be appropriate to the cash flow and applicable to the
Philippine setting.

9.7. The expense assumptions shall be based on the expense studies of the Company
and shouid reflect the medium or long-term trends that match the remaining
duration of the contracts.

5.8 The morbidity/hospitalization/utilization assumptions shall be based on rates of
morbidity/hospitalization claims/utilization rates that are appropriate to the nature
of the risks covered based on the Company's actual experience. The utilization
assumption must take into account the special features in the contract such as
but naot limited to the transferability benefit. If actual experience is not available or
if the Company's actual experience is inappropriate to be used, the basis and
justification for the assumptions used shall be provided.

5.9. The effects of surrenders and lapses must always be considered. The
Company's own experience should Serve as a guide in making assumptions, with
due regard to changing practices and market conditions. if lapse andfor
surrender experience is not yet avaifable, the basis andg justification for the
assumption used shall be provided. '

5.10.The,level of non-guaranteed benefits to be valued, including the dividends under
the contractyHMO Agreement. shall be determined with due regard to the
Company's duty to treat its members/Clients  fairly and meet the
members'/clients’ reasonable expectations.

The Actuary must disclose the basis for the dividend scale.

3 O £ 4
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6. Claim Reserves

8.1.Claim Reserves shall be calculated as the sum of D&U Claims, ICOS, Resisted
Claims, Ciaims Handling Expense Reserve and IBNR, with MfAD as computed in
Section 7.

6.2.D&U Claims, ICOS, and Resisted Claims shall be based on actual claims reponred
but have not yet been settled as of valuation date. The Company shall ensure
integrity of the data inputs as well as minimize uncertainties in the claims

6.3. The Claims Reserves shall be calculated based on standard actuanal projection
techniques or combination of such technigues, such as but not limited to the
following methods: Development Method, Tabu'ar Method, Exposure Method,
and Loss Ratio Method.

The Actuary shall determine the appropriateness of the methodology considering
the characteristics of the data and the maturity of the business.

6.4.Claim Reserves shall also include a provision for Claims Handling Expense
Reserves, which covers the estimated expenses of settling alf claims, both
reported and unreported, outstanding as of valuation date.

6.5.The Actuary shall ensure the reliability of the expected ioss ratios by obtaining
estimates from various sources, such as underwriters, the business plan, pricing
actuaries, market statistics, or from a historic view of profitability and loss ratios.

6.6.1n valuing the Claim Reserves, the Actuary should consider other factors such ag
but not limited to: varying expense structure, operationa! changes in claims
management, underwriting changes such as business mix and membership fee
changes, changes in claims handling process, and external conditions.

6.7.To ensure sufficiency of reserves, the Actuary shall conduct a back-testing
exercise of the Claims Reserves by comparing the previous year's Claims
Reserves of expected current year claim developments, with actua! current year
claim developments. The results of such shall be documented in Section D of the
Actuarial Valuation Report, as outlined in Annex A. In cases where the Claims
Reserves was proven insufficient to cover actual claims development, the Actuary
shall revisit the assumptions for Claims Reserves valuation and document the
rationale for this deterioration.

-

7. Margin for Adverse Deviation

7.1.The actuary shali estimate the MfAD based on applicable statistical
methodologies such as but not limited to Bootstrapping Method, Mack Method or

6 7 }//
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combination of such methodologies to bring the actuarial best estimate of HMO
Agreement Reserves at the 75" percentile level of sufficiency. The data, basis
and analysis in the determination of the MfAD shall be included in Annex A

8. Other Reserves

8.1. Where deemed appropriate, the actuary shall inciude other reserves, such as but
not limited to the foliowing:

8.1.1. “Insurance Premium Reserve’ refers to the reserve set up for the insurance
premiums to be paid by the Company to the Insurance Company for the
INnsurance benefits provided for in the contract. The insurance benefit is one
of the benefits stipulated in the HMO Agreement or Contract which is
provided indirectly by the Company.

8.1.2. "Expense Reserve’ refers to the reserve set up for expenses that will be
incurred after the paying period for HMO Agreements or Contracts where
the payment period is shorter than the period of coverage.

8.2.The actuary shall estimate the Other Reserves based on generally accepted

actuarial principles. The data, basis and analysis in the determination of the Other
Reserves shall be included in Annex A,

9. Actuarial Valuation Report

8.1. The Actuary shall prepare an actuarial valuation report to be submitted to the IC.
The actuarial valuation report, at a minimum, shall contain the following
information (see Annex A for details):

A. Scope of Review

B. Data Requirements

C.Valuation Methodologies and Assumptions

D.Analysis of Experience

£ Valuation Results & Discussion

F. Certification by the Actuary ;

G.Certification by the Chief Finance Officer (CFO)

H. Certification by the Chief Executive Officer (CEO) or Responsible Officer

-

9.2. The Certifications to be provided by the Actuary, the Chief Finance Officer (CFO)
and the Chief Executive Officer (CEO) or Responsible Officer shall be duly
notarized.
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Annex A

Report on Actuarial Valuation of HMO Agreement Liabilities
Name of Company:
For the period ended dd/mm/yyyy

Section A: Scope of Review
1. Purpose of report

2. Name of Actuary (whether the Actuary is an employee of the HMO or an external
consultant), professional qualifications, and the capacity in which he/she is
carrying out the valuation of HMO Agreement Reserves, Projected Fund
Withdrawais, UAFR, Aggregate Reserves for Long-Term Contracts, Insurance
Premium Reserve, and Expense Reserve

3. Confirmation from the Actuary of compliance with requirements with this Valuation
Standards, and reasons, if any, for not complying fully with any requirements

Section B: Data Requirements
1. The basis on which the analysis has been carried out
2. The source of the data and how it was extracted

a. Description of the company’s current underwriting policies: specific market
segments targeted, risk selection process, any major recent changes in
membership fees and agreement conditions, any recent changes in levels
of underwriting authorities, any recent changes in key personnel and

-delegation of authority, and any changes in level of deductibles or
agreement limits

b. Description of the company’s claims management policies: guidelines for

case reserving, policies on opening and closing of claims, operational

. changes in claims function, large loss concerns and uncertainties

3. Documentation of any adjustments made to the data to allow for abnormal items
such as large losses, etc. inciuding the nature. amount and ratichale for the
adjustment

| "
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a. Description of significant events during the vyear affecting the claim
experience and how these were taken into account in the valuation of the
liabilities

b. Description of other effects considered including economic, technological,
medical, legislative environment. sociai trends, competition, court
decisions, consumerism, etc.

4. Documentation of quantitative information which may have an impact on valuation,
if applicable

Section C: Valuation Methodologies and Assumptions

1. Detailed discussion on the valuation methods, assumptions, and professional
judgment used in the estimation of the following:
a. Membership Fee Reserves (Unearned Membership Fee Reserves and
Unexpired Risk Reserves)

b. Claim Reserves (Due and Unpaid Claims, In Course of Settlement,
Resisted Claims, and Incurred But Not Reported)

¢. Claims Handling Expense Reserve and other related expenses

d. Margin for adverse deviation

e. Unearned Administrative Fee Reserves, if applicable

f. Projected Fund Withdrawals, if applicable

g. Aggregate Reserves for Long-Term Contracts, if applicable

h. Insurance Premium Reserves, if applicable

Expense Reserves, if applicable
Discounting, if applicable

[T

2. When more than one methad s used, the basis for choice of results

3. Justification for key differences in assumptions between valuations of membership
fee and claim reserves

4. Any material deviations from this Valuation Standards in terms of valuation
methgdologies and assumptions, and basis for these deviations

—
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Section D: Analysis of Experience

1. For year-end vaiuation, detailed analysis of the company’s actual experience of
both URR and claim reserves versus expected experience in previous year-end
valuations, including justifications for any material change observed. The
experience analysis should cover claims payments and incurred cost movement,

2. Detailed analysis of the company’s actual versus projected fund withdrawals in
previous valuations, including justifications for any material change observed.

3. Comparative analysis between current and previous valuation such as discussion
of reserve movements,

Section E: Valuation Results and Discussion

This shall include a summary of the valuation results. Companies shall provide a short
narrative discussing their valuation results for each class of business.

Section F: Certification by the Actuary

The Actuary shall provide a certification as set out below:

| have undertaken the actuanal valuation of (Name of HMQ) as of {date of valuation).

| have conducted tests necessary to verify the reasonableness and integrity of the data
submitted by (Name and Position of CEQ or Responsible Person).

| hereby certify that:

1

The actuarial assumptions and formulations used in this actuarial valuation are
in accordance with generally accepted actuarial principles and practices;

The reserves for all benefits are valued in accordance with the assumptions,

[The insurance benefiis included in the HMO Agreement are coversd under a
separate insurance contract — to be included i applicabiel;
The information contained in this Report are accurate to the best of my
knowledge and that | have calculated the (HMO Agreement Reserves,
FProjected Fund Withdrawals from ASO Fund, UAFR, Aggregate Reserves for
Long-Term Contracts, Insurance Premium Reserve, and Expense Reserve) in
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accordance with the Valuation Standards prescribed by the Insurance
Commission.

Name & Signature of HMO Actuary
Date:

IC Accreditation No;

PTR No.:

Section G: Certification by the Chief Finance Officer {CFQ)
The CFO shall provide a certification as set out below:

‘I hereby certify that the ASO Fund Liabilities as reflected in the Financial
Statements are accurate to the best of my knowledge and are in accordance with
the Valuation Standards prescribed by the Insurance Commission. |further certify
that a negative ASO Fund Liability of an ASO Account was not used to reduce the
Aggregate ASO Fund Liabilities but was transferred to Due from ASO Account.”

Signature over Printed Name of CFO
Date:
PTR No.:

Section H: Certification by the CEQ or Responsible Officer
The CEOQ/Responsible Officer shall provide the following certification:

“| hereby certify that the database is properly maintained and | have satisfied
myself that the data provided to the certifying Actuary are accurate and complete.”

Signature over Printed Name of
Chief Executive Officer/Responsible Officer

Date:




