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INTRODUCTION 
The attached final Standard of Practice was approved by the Actuarial Standards Board 
on August 24, 2010.  There have been some editing changes made; however, there have 
been no significant changes made from the exposure draft. 

A notice of intent on this subject was published on June 5, 2009 with a comment period 
ending on July 31, 2009.  An exposure draft was published on December 21, 2009 with a 
comment period ending March 31, 2010. 

BACKGROUND 
The stochastic modeling and valuation of liabilities for segregated funds is currently 
covered by a combination of Standards of Practice, educational notes and other guidance.  
Some of the material in the educational notes and other guidance may be more 
appropriate to be included in the Standards of Practice. 

The current guidance consists of the following, 

Research Paper: Financial Considerations of Segregated Fund Investment 
Guarantees, November 1998,  

Research Paper: Use of Stochastic Techniques to Value Actuarial Liabilities 
under Canadian GAAP, August 2001, 

Report: CIA Task Force on Segregated Fund Investment Guarantees, March 2002, 

Educational Note: Selection of Interest Rate Models, December 2003,
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Educational Note: Valuation of Segregated Fund Investment Guarantees 
(Revised), October 2005, 

Educational Note: Considerations in the Valuation of Segregated Fund Products, 
November 2007. 

ISSUES, CHANGES AND DESIRED OUTCOMES 
Generally, the current Standards of Practice already provide much of what is needed for 
the valuation of the guaranteed in segregated fund products.  The educational notes and 
other guidance (in many instances) refer to the Standards of Practice and provide further 
guidance thereon.  However, there are some changes to the Standards of Practice that 
would be useful. 

1. Stochastic modeling principles are embedded in a number of the above documents. 
These principles should be formalized into the Standards of Practice for generic 
application of stochastic modeling. 

2. The Standards of Practice do not refer to the method used to value the segregated 
fund guarantees.  The Committee on Life Insurance Financial Reporting (CLIFR) of 
the Canadian Institute of Actuaries has a firmly entrenched position that the method 
may be either the “Whole Contract” method or the “Bifurcated” method.  The 
Whole Contract method is used by a number of companies currently and does not 
separate the cost of the guarantees from the cost of amortizing acquisition expenses.  
This method is most consistent with the valuation of other life insurance products.  
The Bifurcated method identifies the various costs associated with the product and 
values them separately.  This method is likely to be consistent with International 
Financial Reporting Standards (IFRS).  Adding both methods to the Standards of 
Practice would be an improvement over having these methods described in 
guidance.  The Standards of Practice should also include a statement that it would 
be appropriate to value liabilities associated with segregated fund guarantees using 
stochastic techniques (as stated in the 2005 guidance document). 

3. The stochastic model calibration criteria identified in the segregated fund task force 
report would be an appropriate addition to the Standards of Practice.  The task force 
report does not recommend how to develop a stochastic model but relies on this 
calibration to provide similar results for valuation, regardless of how the various 
models are set up.  

4. Subsection 2350 of the Standards of Practice could be enhanced to cover the 
additional policyholder options included in segregated fund products.  The 
assumptions for these options are discussed in the segregated fund guidance and it 
would be consistent with other assumptions in the current Standards of Practice if 
these features were at least mentioned in the Standards of Practice. 

Educational notes, research papers and task force reports are designed to provide 
supplemental guidance to the Standards of Practice.  The desired outcome would be to 
have recommendations and guidance in the Standards of Practice so that these other 
publications provide supplementary guidance instead of the current situation where they 
provide primary guidance.  There was no intention to change the meaning of the existing 
guidance. 
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As there were no written comments made to the Designated Group on the notice of intent 
and only two responses were received on the exposure draft, the Designated Group 
believes these changes are not controversial and that there are no significant issues.   

One of the comments suggested that no changes to the Standards of Practice should be 
made, due to the move to IFRS in the near future.  The Designated Group believes that 
the changes do not impose additional constraints on the valuation of Segregated Fund 
Guarantees and the changes fill a significant gap in the Standards of Practice.  Therefore, 
the Designated Group believes that the changes should be made. 

Some of the comments resulted in changes of an editorial nature.  Other comments were 
concerned that the revision to the Standards of Practice would create additional 
constraints on the valuation of segregated fund guarantees.  The Designated Group 
believes that the changes do not impose any additional constraints and reflect the intent of 
the guidance material. 

Therefore, other than editing, the final Standard of Practice is very similar to the exposure 
draft. 

DUE PROCESS 
The Policy on Due Process for the Adoption of Standards of Practice was followed by the 
Actuarial Standards Board. 
EFFECTIVE DATE  

The effective date of the final Standards of Practice is January 1, 2011. 
EARLY IMPLEMENTATION 
Early implementation is permitted, as the changes are not intended to change the meaning 
of the current guidance. 

It is the responsibility of the Actuarial Standards Board to make final decisions regarding 
the revised Standards of Practice.   

PROMULGATION 
Paragraph 2360.01 states that calibration criteria for stochastic models will be 
promulgated by the Actuarial Standards Board.  The Actuarial Standards Board expects 
to publish in the near future an initial communication of this criteria in accordance with 
Due Process.  The effective date for the promulgation is expected to be in the first half of 
2011.  Between the effective date of the Standards of Practice and the effective date of 
the promulgation, the actuary would be expected to follow current guidance. 

 
ADP, JFB 
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