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Operational impact
The COVID-19 pandemic and the 
subsequent volatility in market conditions 
are affecting life insurance and annuity 
companies. Given the uncertainty that 
exists in these unprecedented times, 
we expect that insurers could face both 
short-term and long-term challenges 
to maintaining business continuity and 
profitability. In this piece, we discuss 
potential impacts to insurers and provide 
considerations around disruption to 
operations, economic impacts, setting of 
actuarial assumptions and forecasting,  
and responding to regulatory and  
rating agencies as the COVID-19  
pandemic continues. 

New business and risk selection
Social distancing and government restrictions have complicated 
and limited the ability to complete new business applications and 
underwriting. Activities that are traditionally performed in person, 
such as agent interactions, paramedical exams, and obtaining 
attending physician statements (APS), may need to be handled 
differently in the current COVID-19 environment.

In the short-term, companies may need to consider changes to the 
policy application, binding process, and waiting periods. Longer-
term, companies may need to add or expand alternative new 
business programs, such as accelerated underwriting and electronic 
health record (EHR)-based programs, to increase the resiliency of 
their sales and underwriting operations going forward. Companies 
may also explore providing temporary coverage prior to the 
paramedical exam or relying on those vendors that can provide the 
medical exam under stricter COVID-19 protocols.

Over the next few months, as consumers face increasing temporary 
or permanent unemployment, potential loss of income, and general 
market volatility, the appetite for purchasing new life insurance and 
annuity products may decline. However, as the economy recovers 
and consumer behavior begins to stabilize, the pandemic may 
highlight the value of these products and increase sales. Companies 
should monitor consumer behaviors and continue to manage their 
mix of business and risk appetite.

Premium payments
With the reduction in automobile travel, the auto insurance industry 
is issuing partial premium credits to customers for reduced claims 
and/or automatic discounts on renewal premiums. While life 
insurance and annuity companies already typically offer some form 
of grace period on receipt of premium payments, companies may 
also consider the goodwill impact of offering additional deferrals.
Life insurers may experience an increase in policy lapses in certain 
segments of their business if individuals are unable or choose not to 
pay premiums to keep their policies active. This trend may continue 
until the economy starts to recover. Companies that can identify 
lapsed policyholders that are most likely to repurchase insurance 
may have an advantage over competitors in regenerating business.

These operational impacts on new business, premium payments, 
and continuation of existing policies will likely drive the assumptions 
used in actuarial models for reserving and forecasting. These trends 
should be monitored carefully to inform changes in these processes.

Claims processing
During the transition to a virtual work environment, most companies 
have not seen a measurable impact on the ability to process claims. 
Companies should carefully monitor the volume of claims received 
both during the pandemic and as it subsides, as well as the ability to 
process virtually for an extended period of time.

Virtual workforce
During the COVID-19 pandemic, most companies have been forced 
to perform many, if not all, of their operations virtually due to social 
distancing guidelines. While this created some initial business 
continuity challenges for companies, employees and employers  
are adjusting.

For actuaries, handling large data sets and models requires 
significant computing power and capacity. Managing this remotely 
adds a layer of complexity in terms of system access and processing 
time. The swift transition to a remote workforce has forced increased 
collaboration between IT, finance, and actuarial departments to 
meet business needs and continued operations.

During the virtual quarterly close, companies have been forced to 
assess the operating effectiveness of their controls. Controls may 
need to be modified or new ones created to address any changes   
in processes due to the virtual work environment, as well as  
absence due to illness. Development of compensating controls  
could be warranted.

Looking over a longer time horizon, the shift to a virtual workforce 
might present an opportunity for companies to accelerate future-of-
work initiatives. Companies are gaining real-time experience related 
to flexible staffing models and remote capabilities. The COVID-19 
crisis has provided evidence that increased flexibility can work.
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Economic impact
Market environment
While the social and medical consequences of COVID-19 have 
been significant, the shock to the economy and markets is having 
a significant impact on life insurance and annuity companies. 
Interest rates and equity markets have declined, credit spreads 
have widened, and implied volatilities have increased. Each of these 
movements affects fixed income and equity investments, as well as 
the life and annuity products insurers sell, creating balance sheet 
and earnings volatility. This comes at a time when companies were 
already tackling the implications of multiple regulatory changes, 
including current expected credit losses (CECL), international 
financial reporting standard 17, principle-based reserving, and long 
duration targeted improvements.

Insurance companies are assessing the effectiveness of their hedge 
programs and considering their cash flow expectations over the 
next year. Reduced sales, combined with unpredictable policyholder 
behavior, could challenge the ability to predict and optimize 
investment opportunities. The treasury function will need to assess 
and provide increased cash flow that will affect actuarial and finance 
projections. The volatility in actuarial balances will likely require 
increased attention and analysis due to an increased strain on  
capital positions.

Reinsurance
While the reinsurance implications of the current economic 
environment will become clearer in future quarters, life insurance 
and annuity companies should draw on experience with past 
events, including the credit crisis, to assess reinsurance strategies 
and determine if changes in conditions affect overall risk tolerance. 

In addition, companies should renew their focus on monitoring 
the credit and financial quality of reinsurance partners and update 
reinsurance impact models to account for scenarios of coverage 
inclusions in light of legislative changes.

Financial asset valuation 
and impairment
COVID-19 is creating additional volatility in the global markets, which 
has affected the value of equity investments and fixed income 
(for example credit spreads may widen or the creditworthiness 
of counterparties may be affected). Moreover, as a result of the 
pandemic, entities may need to assess their investments and loans 
(such as commercial mortgages) for impairment.

This is the first quarter that public insurers are required to adopt 
CECL, an impairment model for loans and certain other fixed income 
investments that is based on lifetime expected credit losses rather 
than incurred losses. CECL requires more extensive modeling of 
credit risk, considering a number of different factors, including 

various economic and loss scenarios. COVID-19 is causing insurers 
to refresh macroeconomic scenarios and assumptions for current 
market conditions and potential prolonged economic recession 
(such as unemployment or negative GDP growth). Companies are 
further considering whether the use of extreme economic scenarios 
would yield reasonable results (in light of interest rate impact 
masking credit concerns).

Finally, insurance companies should assess the impact of the 
Coronavirus Aid, Relief, and Economic Security Act (CARES Act) and 
evaluate troubled debt restructuring or purchased credit-impaired 
implications of new fixed income acquisitions.
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Actuarial assumptions and 
forecasting impact
Actuarial assumptions
Actuaries will need to determine how to set economic and 
noneconomic actuarial assumptions in the face of market volatility, 
changing consumer behavior, and uncertain mortality and morbidity 
events related to COVID-19. Consideration should be given to both 
the short-term impact on setting assumptions and the potential 
long-term impact on policyholder behavior and risk profile.

Mortality
Actuaries will need to determine if COVID-19 will have an impact 
large enough to require revised mortality assumptions. As COVID-19 
peaks, mortality events are expected to decline.

The ultimate mortality impact of COVID-19 may depend on the timing 
and effectiveness of vaccine and therapy solutions. However, the 
experience to date has shown an increased risk of mortality to the 
elderly and individuals with preexisting underlying health conditions. 
Companies can begin to analyze their in-force blocks of business and 
assess the potential mortality risk profile of COVID-19.

Proactive mortality risk management and monitoring may be an 
effective strategy, given that the long-term mortality impact of 
COVID-19 is expected to be much more difficult to quantify  
and analyze.

Mortality improvement
Mortality improvement over the past several years has been muted, 
which may likely continue. The impact on mortality trends will reflect 
a balance between increased short-term mortality combined with 
heightened attention to social and health care improvements in the 
longer-term. Actuaries will need to consider reducing or eliminating 
improvement considerations when forecasting the next year or 
two, as well as understanding the impact of future improvement 
scenarios.

Morbidity
Companies are monitoring the immediate and long-term impacts 
to morbidity as a result of COVID-19. The impact of COVID-19 will be 
driven by the impact on those who recover from the virus, as well as 
monitoring the limited access to health care during the government 
and social restrictions.

Lapse
The economic pressure of losing a job, or a reduction in income, may 
force policyholders to voluntarily lapse their policy. Reflecting on the 
2008 market crash would provide actuaries with more insight and 
data to consider when setting lapse assumptions. Annuity carriers 
with dynamic lapse assumptions may need to monitor experience 
closely, as policyholders may respond differently to an equity decline 
induced by a pandemic, as opposed to prior economic downturns.

Premiums
Predictions for near-term premium behavior should consider 
policyholder behavior, as well as company sponsored premium 
deferral programs. Actuarial models will need to be updated to 
reflect changes in expectations, as well as timing of premium 
payments. This may prove to be complex, as administration systems 
and actuarial platforms were not designed for anticipating premium 
deferrals. The financial reporting process and controls may need to 
be adjusted to reflect the changes in premiums.

IBNR/ICOS
The impact on claims processing will depend on the facts and 
circumstances facing each company with regard to effectiveness 
of their virtual work environment and shift in claims frequency. 
Monitoring and partnering across functions can provide timely 
insight to allow the actuarial and finance departments to adjust 
balances and projections.

Reserving and forecasting
Given the operational and economic items discussed above, 
actuaries may need to adjust how to accurately model these impacts 
in reserving and forecasting models, such as leveraging static and 
dynamic validation techniques. In the early stages of this pandemic, 
companies may want to explore one-time adjustments. Regardless 
of the assumption being assessed, the unpredictability in the 
medical, social, and economic conditions will require flexibility in 
actuarial and finance assessments. Providing multiple scenarios and 
anticipating internal and external requests can provide management 
with the insights needed to make timely decisions.
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Communicating financial results
Investors and analysts will likely expect insurers to provide additional insight into the impact of COVID-19. Specifically, there will be a 
need to understand interest rate sensitivity, outlooks for capital position, and clarity around significant estimates and assumptions.

Internal and external audiences will likely expect insight into current and future results. Understanding and performing sensitivity 
analysis on key assumptions could arm management with the insight needed to communicate and address these inquiries.

Companies should be prepared to continue to fulfill their fiduciary responsibilities, adapt operations to run successfully in a virtual world, 
and continue to deliver high-quality customer service in a time when customers need it the most. As regulatory and management actions 
transpire, finance and actuarial functions should demonstrate agility to meet the changing landscape  and expectations.

Conclusion
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