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Standards of Practice

.02 Usually, the actuary is responsible for all aspects of his or her work and performs it in

e The actuary uses, but does not take responsibility for, the software system, or

the work, of the staff of the client or employer; and

e The client or employer or the terms of a benefits plan stipulates an assumption

.03  Conflict between accepted actuarial practice and the law is not the same as conflict between

.04 The practicality and usefulness of reporting a result in accordance with accepted actuarial

.01 Deviation from a particular recommendation or other guidance in these standards is accepted

.02 The actuary would report without reservation when deviating from a particular

.01 Deviation from a particular recommendation or explanatory text in these standards is accepted

2 Actuaries are encouraged to bring such situations to the attention of the Actuarial Standards Board, who may
wish to consider how standards might be improved so that they do contemplate such situations.
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Standards of Practice

e The standard of materiality may vary among uses. For example, the same
accounting calculations may be used for a pension plan’s financial statements

pension plan may affect each participant’s share of its assets, so there is a
conflict between equity and practicality. The same is true for advice on a policy
dividend scale.

Page 1018
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.05

.06

.07

Standards of Practice

e Agiven dollar standard of materiality is more rigorous for a large than for a small
entity;

e The standard of materiality for data is more rigorous for calculating an individual
benefit (such as in a pension plan wind-up) than for a valuation of a group

Page 1019
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Standards of Practice

The effect of using a simpler practice requiring less time and expense than those in the

is the same in both cases.

Reporting standards

example, disclosure of a material change in the basis for valuing the liabilities with respect to a
material class of a benefit plan’s members is not useful if that class was trivial at the previous
valuation. Also, description of immaterial provisions of a benefit plan is not useful. To ignore

Page 1020
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Standards of Practice

1600 Assumptions and Methods

1610 Methods

.01

[Effective February 1, 2018]

.02

.03

The basis for calculating actuarial estimates is comprised of a method and one or more
assumptions. Methods represent the underlying manner in which actuarial calculations are
undertaken. Methods differ from one area of actuarial practice to another and have differed
over time.

mandated by law, by practice-specific standards or by the terms of the engagement.

1620 Assumptions

.02

.03

2018]

The appropriate assumption for a matter, other than a model or data assumption, should be
continuation of the status quo, unless there is none or unless there is a reasonable expectation

.04

.05

which meets his or her needs.
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.07

.08

.09

.10

A1

12

Standards of Practice

Model assumptions

e Investment return and other economic matters, such as price and wage indices;
and

e Numerical parameters of the environment, such as the income tax rate.

account. Those matters would be sufficiently comprehensive for the model reasonably to
represent reality.

between assumptions.
Data assumptions

Data assumptions are the assumptions, if any, needed to relieve insufficiency or unreliability in
the data.

The available data may be not sufficient or not reliable. For example, files of pension plan
members may lack the date of birth of the members’ spouses. Based on sampling, or on
comparison with comparable data, it may be appropriate to assume a relationship between
spouse and member ages; for example, that a male spouse’s date of birth is three years before
the member’s, and that a female spouse’s date of birth is three years after the member’s.

Assumptions other than model and data assumptions

The assumptions other than model and data assumptions are the assumptions about the legal,
economic, demographic, and social environment upon which the model and data assumptions
depend.
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17

.18

Standards of Practice

Such other assumptions are usually qualitative, dealing with the environment; for example,
e Legislation, like the Income Tax Act (Canada);
e Student education;
e The medical care system;
e Government social security systems; and
e International treaties.

Those assumptions are needed to the extent that the model assumptions and, in some cases,
the data assumptions depend upon them. Such assumptions are numerous and it is not
practical to identify all of them.

Continuation of the status quo is usually the appropriate assumption for other than model and
data assumptions; for example, an assumption that the fund of a registered pension plan

e That is different from continuation of the status quo; and

e Regarding a matter for which there is no status quo, for example, a student’s
assumed occupation after completion of education.

Acceptable range

experience in most matters other than economic matters.

1620.13 Page 1054 Effective February 1, 2018
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Past experience data
The available and pertinent past experience data are helpful in the selection of assumptions.
Other things being the same, pertinent past experience data are data
e Relating to the case itself rather than to similar cases;
e Relating to the recent past rather than to the distant past;
e That are homogeneous rather than heterogeneous; and
e That are statistically credible.
These criteria may conflict with each other.

Expected future experience vs. past experience

necessarily, appropriate.

The appropriateness of the extrapolation depends on the matter assumed. For example,
pertinent past mortality experience is a better indicator of the outlook than is pertinent past
investment return experience.

An extrapolation would take account of a change that affects the outlook. For example,

e Adoption of a subsidized early retirement option in a pension plan may affect
retirement rates;

allocable to the remaining lines; and
e A change injudicial practice may affect the settlement of claims.

Anti-selection

policy owner, a benefits plan’s member, a borrower, a lender, or a shareholder.

1620.19 Page 1055 Effective February 1, 2018
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Examples are the right or privilege of a

e Pension plan member to select his or her retirement date when the pensions at
various retirement ages are not actuarially equivalent;

e Policy owner to renew term life insurance at its expiry for a stipulated premium;

e Mortgagor to prepay principal, or an issuer to call a bond or redeem a preferred
share; and

e Shareholder to retract a share.

When considering a single relationship, it is reasonable to expect that party to exercise those
options to the detriment of the other party in the relationship if it is to the first party’s
advantage to do so. However, where a number of such relationships are concerned, such as a
portfolio of policy owners or members of a benefit plan, it may not be reasonable to assume
that every one of these would exercise such an option in that manner.

e The concomitance of exercise of the option (for example, election of a
favourable early retirement pension may force the plan member into unwanted
unemployment, or a policy owner (who is also the life insured) in ill health may
be unable to afford to continue an insurance policy with a low premium);

e The policy owner’s or plan member’s difficulty in making the required judgment
(for example, everyone knows his or her age, but a person may be unable to
gauge the effect of ill health on longevity); and

e The sophistication of the policy owner, plan member, borrower, lender, or
shareholder.

Independently reasonable and appropriate in the aggregate

than alternative assumptions selected for the purpose of sensitivity testing, would be
independently reasonable and appropriate in the aggregate.

1620.26 Page 1056 Effective February 1, 2018
Revised January 1, 2020



31

.32

33

34

Standards of Practice

explicit investment assumption, as well as an explicit expense assumption rather
than using implicit assumptions incorporated within a net discount rate.

use approximations for the investment expenses.

e For a typical non-participating life insurance portfolio where experience is not
passed on to policy owners, all assumptions would be established independently.
However, for a typical participating life insurance portfolio where experience is
passed on to policy owners through changes to the dividend scale, a reasonable
representation of reality would be to assume that the current dividend scale and
current experience persist into the future, as long as any implicit offsets in
assumptions simplify the valuation and do not materially affect the amount of
the valuation.

stipulated by the terms of the engagement, it would not be appropriate to compensate for this
prescription or stipulation by modifying other assumptions. The remaining assumptions would
be reasonable in the aggregate and to the extent possible be independently reasonable.

The use of independently reasonable assumptions implies that each assumption is explicitly

disclose both the gross investment rate assumption and the expense assumption.
Stipulated or mandated assumptions

Use of an assumption stipulated by the terms of the engagement is use of the work of another
person.

1620.30 Page 1057 Effective February 1, 2018
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Discount rate

e Take into account the expected investment returns of the assets that
support the liabilities; or

e Reflect interest rates on relevant fixed income reference securities.

e Revert in the long term to expected levels.

1630 Provision for adverse deviations

.01

practice-specific standards. [Effective February 1, 2018]

1640 Comparison of current and prior assumptions

.01

.02

e For advice on funding a pension plan, the assumption at a calculation date is

the two are numerically the same; and

e For valuation of an insurer’s insurance contract liabilities for its financial

1620.35 Page 1058 Effective February 1, 2018
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Standards of Practice

2500 Financial Condition Testing

2510 Scope

.01 Part 1000 applies to work within the scope of this section 2500.

.02 This section 2500 applies to the appointed actuary of an insurer when reporting on the insurer’s
financial condition pursuant to law.

2520 Analysis

.01 The appointed actuary should make an investigation at least once during each financial year of
the insurer’s recent and current financial position and financial condition, as revealed by
financial condition testing for selected scenarios. [Effective January 1, 2020]

.02 The appointed actuary should make a report of each investigation in writing to the insurer’s
board of directors (or to the appropriate committee of the board such as audit committee, risk
committee, etc., if they so delegate) or its chief agent for Canada. The report should identify
possible actions, and reasons for those actions, for dealing with any threats to satisfactory
financial condition that the investigation reveals. The actuary should also comment on the
consistency of the results of the investigation and possible actions with the own risk and
solvency assessment (ORSA). [Effective January 1, 2020]

.03 The appointed actuary should ensure that the investigation is current. The investigation should
take into consideration recent events and recent financial operating results of the insurer.
[Effective April 15, 2017]

.04 The timing and frequency of the appointed actuary’s investigations would be sufficient to
support timely corrective actions by management and the board of directors or chief agent for
Canada.

Recent and current financial position

.05 The investigation would review operations of recent years and the financial position at the end

of each of those years.
Financial condition testing
.06  Financial condition testing examines the effect of selected adverse scenarios on the insurer’s

the use of other means, such as the ORSA and the business plan.

2510.01 Page 2077 Effective April 15, 2017
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Standards of Practice

than the exploitation of opportunity.
Satisfactory financial condition

e Under the solvency scenarios, the statement value of the insurer’s assets is

e Under the base scenario, the insurer meets its internal target capital ratio(s) as

determined by the ORSA.

Data, methods, and assumptions

emergence and the recognition of impacts through the accounting and solvency results, and to
capture the effect of management actions.

2520.07 Page 2078 Effective April 15, 2017
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Scenarios

The scenarios would consist of a base scenario and adverse scenarios. Each scenario takes into
account not only in-force policies but also the policies assumed to be sold or acquired during
the forecast period, and both insurance and non-insurance operations (e.g., asset management,

banking, or trust company subsidiaries).

Base scenario

types of adverse scenarios may vary among insurers and over time for a particular insurer.

Solvency scenario

testing can help assess whether certain risk factors need to be tested, on the grounds that
certain risk factors could never deteriorate to the point where they would be a threat to the

than a solvency scenario, and could include risks not considered in solvency scenarios.

Page 2079
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Risk categories

Repealed

Integrated scenarios

Repealed
Ripple effects

Selection of the assumptions for management’s routine action would, where appropriate, take
into account

adversity;
e Policy owner action; and

e External environment assumed in the scenario.

does not respond to the adversity.

2520.20 Page 2080 Effective April 15, 2017
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.28 Ripple effects also include regulatory action, which would vary depending on the regulatory
that could be taken by the Canadian regulator(s) as well as action taken by regulators in foreign
jurisdictions. Such regulatory action and associated management action would consider the

.29  For each of the adverse scenarios that would result in a threat to satisfactory financial

lessen the likelihood of that threat, or that would mitigate that threat, if it materialized.

.29.1 Consideration would also be given to the effectiveness of possible corrective management
actions in a volatile or stressed environment.

Management actions
.29.2 Management actions may include but are not limited to
e Repricing of insurance products;
e Policyholder dividend scale updates;

e Adjustments to non-guaranteed product elements;

e Suspending dividend payments, capital reductions, and transfers to the parent
or home office, where applicable;

e Raising additional capital or adopting an approved plan to raise additional
capital if and when needed within a reasonable time frame, or, in the case of a
branch, requesting transfer of adequate funds from the parent company;

e Strengthening risk management practices;

e Mitigating the risk causing the capital shortfall; and

capital position.

.30 Whether a management action is considered a ripple effect, a corrective management action,
or a combination of both, would depend on the scenario analyzed and circumstances of the
insurer.

2520.28 Page 2081 Effective April 15, 2017
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Scope of the investigation and report

throughout the forecast period.

Revaluation of the policy liabilities

forecast period.

Frequency and/or timing

2520.31 Page 2082 Effective April 15, 2017
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2530 Reporting

.01

.02

.03

.04

.01

.02

regulation in some jurisdictions.

2530.01

Page 2083 Effective April 15, 2017
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.03 The wording of the opinion follows: [insert appropriate wording where indicated by square
brackets]

“l have completed my investigation of the [future] financial condition of [insurer
name] as at [date] in accordance with accepted actuarial practice in Canada.

| have analyzed its forecasted financial positions over an appropriate forecast period
under a series of scenarios. As part of my investigation, | have used [the ORSA and
its determination of] or [insurer name] internal target capital ratio(s).

[My report includes the identification of corrective management actions that could
be taken to mitigate the effect of adverse scenarios threatening [[insurer name]
[solvency]] or/and [its ability to operate on a going concern basis]].

In my opinion, the [future] financial condition of the insurer [is satisfactory] or [is
satisfactory subject to...] or [is not satisfactory for the following reason(s)...].”

[Montréal, Québec] [Mary F. Roe]
[Report date] Fellow, Canadian Institute of Actuaries
2540.03 Page 2084 Effective April 15, 2017
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.04 A satisfactory opinion would disclose the action(s) it is subject to for any of the following
situations:

back above internal target capital ratios as a result of an existing plan
consistent with regulatory expectations.

e For the base scenario:

= Regulatory capital ratios are projected to decrease below internal
target capital ratio(s) at a period beyond the regulator’s monitoring
horizon;

= The insurer has a plan to bring the ratios back above internal targets
within a time frame consistent with regulatory expectations; and

= The appointed actuary is satisfied that such plan is realistic.

above regulatory minimum capital ratio(s) in a manner consistent with
regulator’s expectations.

actions, would not require the opinion to state those actions.

2540.03 Page 2085 Effective April 15, 2017
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