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BACKGROUND 
Users of actuarial work are taking greater interest in actuarial assumption-setting. For 
example, shareholders, regulators and auditors are seeking greater assurance that actuarial 
assumptions are well-supported, while policyholders and plan members are concerned 
that appropriate provision is being made for the amounts owing to them. At the same 
time, actuarial capabilities in setting assumptions and building models have been 
improving continually. Yet despite these and other developments, some actuarial work 
continues to involve the use of actuarial assumptions that are not independently 
reasonable. This is permitted under the current standards of practice (SOPs). However, 
this Statement of Principles proposes amendments to the SOPs so that all actuarial 
assumptions will be required to be independently reasonable, with limited exceptions. 

ISSUES AND DESIRED OUTCOMES 

SOP 1720.01 states: “The assumptions which the actuary selects or for which the actuary 
takes responsibility, other than alternative assumptions selected for the purpose of 
sensitivity testing, should in the aggregate be appropriate.” 

SOP 1720.04 explains: “If the inappropriateness in a particular assumption is offset by 
the inappropriateness in another ― for example if one is conservative and the other 
unconservative ― then they are in the aggregate appropriate.” 

SOP 1720.04 then adds this caution: “Such practice may be expedient but introduces a 
risk of faulty offset.” 

There are additional risks to this practice that could be mentioned: 

 



 

• Users of the actuary’s work may be confused. For example, users may detect that one 
assumption appears patently unrealistic but may not identify the offset elsewhere. 

• As experience and expectations change, the offset originally intended may shift in unexpected 
and other than obvious ways. For example, the conservatism in one assumption may 
gradually dissipate and no longer offset the unconservatism in another assumption. 

• Experience analyses may be distorted, and justifying updates to assumptions may be more 
difficult. For example, one may observe experience gains relative to the conservative 
assumption, and experience losses with respect to the unconservative assumption, both of 
which are “expected”. 

• Costings or other financial analysis may be distorted. For example, a mortality assumption 
that produces fewer than actually expected deaths will also understate the cost of changes in 
death benefits; the offsetting assumption elsewhere may do little or nothing to correct this 
distortion. 

In light of these issues, the principles proposed below are aimed at achieving the following 
outcomes: 

• In general, each actuarial assumption will be independently reasonable. 

• When an actuarial assumption is not independently reasonable, the justification will arise 
from a list of narrow exceptions. 

• Thus, actuaries will be rigorous and transparent in their assumption-setting. Users will know 
when, and understand why, any chosen assumptions are not independently reasonable, with 
common-sense exceptions. 

PROPOSED PRINCIPLES 
It is proposed that the General and practice-specific Standards of Practice be amended consistent 
with the following principles: 

1. In general, each actuarial assumption should be independently reasonable. 

2. “Independently reasonable” means that the assumption is a best-estimate assumption (SOP 
1110.09) or differs therefrom by an appropriate margin for adverse deviation (SOP 1110.31 
and 1740). 

3. However, an assumption that is not independently reasonable may be used if: 

a) The assumption is prescribed by law (SOP1310) or by the terms of an appropriate 
engagement (SOP 1320). For example, the law in a particular jurisdiction may require the 
use of a statutory discount rate; or the client may request results computed using one or 
more assumptions that the actuary would not otherwise choose. In these cases, the cited 
SOPs require that the actuary “report the conflict [with accepted actuarial practice] and, if 
practical and useful, report the result of applying accepted actuarial practice.” 

b) The assumption has no material impact on the results of the work (SOP 1340). For 
example, the actuary may use assumed decrement rates that are based on outdated 
experience provided that the impact of the decrement rates is immaterial to the results. 

c) The assumption is an appropriate approximation (SOP 1510). For example, the actuary 
may ignore or simplify the assumed decrement rates if the impact of such ignoring or 
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simplification is immaterial to the results. In this case, the cited SOP does not require that 
all approximation be highlighted in the actuary’s report (SOP 1510.13). However, when 
the actuary reports the use of an implicit assumption (SOP 1510.09), the actuary would 
report the corresponding explicit assumption(s) (SOP 1510.14). 

d) The assumption is a model assumption that reasonably represents reality (SOP 1710). For 
example, best estimates of future investment returns might, in theory, be a vector. 
However, the actuary’s chosen model may be a single’ level rate of future investment 
returns that produces similar results. This is obviously a simplified model, but it may still 
reasonably represent reality. 

4. The assessment of materiality or of reasonable representation of reality would be made at the 
level of the individual assumption. That is, the chosen assumption would be considered not 
materially different from an independently reasonable assumption if the use of the chosen 
assumption, considered in isolation, has no material impact on the results of the work. 

PROCESS AND TIMETABLE 
The Practice Standards Council has approved the distribution of this statement of principles. The 
proposed changes pertain, at least in part, to the General Standards, so the input of all practice 
committees has also been obtained.  

An effective date of December 1, 2006 is proposed for implementation of this change in the 
standards of practice so that there will be sufficient time to review and revise/justify assumptions 
that are not already independently reasonable. Note that the financial effect of this proposal 
should not be material, other than its cost of implementation, since current assumptions should 
already be appropriate in the aggregate. 

To achieve the proposed effective date, the Practice Standards Council intends to publish an 
exposure draft of the required changes in mid-2006 and adopt the new standard in the fall of 2006 
(subject, of course, to member and stakeholder input). 

YOUR FEEDBACK 
Comments on the proposed principles are invited by April 3, 2006. Feedback is specifically 
solicited on the following issues: 

• Are these proposals desirable? 

• Are these proposals practical? 

• Are the proposed exceptions to the use of independently reasonable assumptions sufficiently 
broad? Are they too broad? 

• Are the proposed disclosures appropriate? Are they likely to be helpful to users? 

Please send your comments, preferably in an electronic form, to John Brierley at his Yearbook 
address. His e-mail address is john.brierley@rbc.com. 

 
JB 
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