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Memorandum 
 
To: All Fellows, Affiliates, Associates and Correspondents of the Canadian 

Institute of Actuaries and Other Interested Parties 

From: A. David Pelletier, Chair 
Actuarial Standards Board 

Date: July 12, 2011 

Subject: Final Revised Standards of Practice for the Valuation of Insurance 
Contract Liabilities: Life and Health (Accident and Sickness) 
Insurance (Subsection 2350) Relating to Mortality Improvement 

INTRODUCTION 
The attached final Standards of Practice for subsection 2350 were approved by the 
Actuarial Standards Board (ASB) on July 12, 2011. Changes are highlighted against the 
current Standards of Practice. The opportunity has been taken to make some small 
drafting changes to the current Standards of Practice. 

EFFECTIVE DATE 
The effective date of the final Standards of Practice is October 15, 2011. 

EARLY IMPLEMENTATION 
The recommended changes do not introduce any conflicts with existing Standards of 
Practice. Hence, early implementation of the final Standards of Practice is permitted. 

DUE PROCESS 

The ASB’s Policy on Due Process for the Adoption of Standards of Practice was 
followed in the development of the final Standards of Practice. 

BACKGROUND 
A notice of intent to revise the existing Standards of Practice was published on June 25, 
2008. In addition, the proposed changes have been presented and discussed at various 
Canadian Institute of Actuaries (CIA) meetings since June 2007. An exposure draft was 
published on September 23, 2010 with a comment period ending December 1, 2010. An 
associated Initial Communication of a Promu

 was also released on September 23, 2010.  Seven comments were 
received on this issue, and are discussed below. 

lgation of Prescribed Mortality 
Improvement Rates
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Under the current Standards of Practice, if the actuary’s best estimate assumption for 
insurance mortality includes a secular trend toward lower mortality rates whose effect is 
to reduce the insurance contract liabilities, then the actuary would offset that reduction 
with an increase in the margin for adverse deviations. Research indicates that this likely 
produces an excessive provision with respect to the insurance mortality assumption. 

In September 2010, a research paper that includes a proposal for an updating of the 
adjustment for insurance and annuity mortality secular trends was released by the 
Committee on Life Insurance Financial Reporting (CLIFR) of the CIA. 

With respect to insurance, in situations where the actuary uses mortality improvement to 
reduce insurance contract liabilities, the research paper recommends the use of a margin 
for adverse deviations for insurance mortality improvement that does not necessarily 
offset all of the reduction in insurance contract liabilities related to the mortality 
improvement assumption. 

The proposal incorporated a minimum insurance contract liability basis with respect to 
the mortality improvement assumption for both insurance and annuity business. This 
basis incorporated an explicit margin on the mortality improvement assumption. The 
range and level of the mortality rate margin for annuities was reduced to reflect the 
introduction of this new additional margin related to annuity mortality improvement. 

DISCUSSION OF ISSUES RAISED 
A total of seven submissions were received, relating to the exposure draft, the initial 
communication of promulgated mortality improvement rates, and the research paper.  
Comments were received from six members of the CIA and one insurer. After 
considering the comments received, no substantive changes have been made in the 
preparation of the final Standards of Practice. A summary of the comments and the 
designated group’s responses are presented below, grouped by major issue.  

Prescription of Assumptions  
One concern was that the Exposure Draft/Initial Promulgation proposal was overly 
prescriptive while another concern was that it was not prescriptive enough.  

The designated group believes that the changes to the Standards of Practice and, in 
particular, the promulgated mortality improvement rates, strike the right balance between 
being too prescriptive and not prescriptive enough. The prescribed mortality 
improvement rates establish the minimum liability but the actuary may hold a larger one 
if in his/her opinion it is appropriate to do so. The designated group is also of the opinion 
that paragraphs 1740.18 and 2320.05 of the Standards of Practice, which discourage 
holding excessive liabilities, are sufficient to maintain an appropriate range of practice. 

Assumption Basis  
Concerns were expressed that recent trends in improvement do not align with the 
proposed base rates and that long-term averages are not appropriate for short-term 
forecasts of mortality improvement.  

The designated group considered improvement rates that would start with recent trends 
and gradually phase into long-term averages but rejected this approach because of the 
following reasons: 

http://www.actuaries.ca/members/publications/2010/210065e.pdf�
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i) It would require that the promulgated rates be updated frequently, thus 
causing additional and perhaps inappropriate volatility in the insurance 
contract liabilities; 

ii) The stickiness of mortality improvement rates has not been uniformly 
demonstrated in the material reviewed by the designated group; for example, 
results from a presentation at the June 2010 CIA meeting demonstrated 
cyclical results over time (as per slides 11 to 15 of the Montambeault 
presentation from Session 14); and 

iii) It would complicate the calculations, thus increasing the challenges associated 
with compliance.   

Further concerns were that the 25-year projection seems too long, that sex and smoker-
distinct factors should be considered and that the use of older, aggregate business in the 
study is not appropriate for currently issued business.  

With respect to the length of the projection period, given that mortality improvement will 
be experienced by both life insurance policyholders and annuitants, the designated group 
determined that the projection periods for the two types of products should be consistent. 
The designated group believed it to be appropriate to apply mortality improvement 
forever for annuities and for life insurance where the reflection of mortality improvement 
increases liabilities. However, in the executive summary of the Hardy Report (Mortality 
Improvement Scales for Canadian Insured Lives) it is noted that “the application of 
mortality improvement factors beyond, say, 25 years should be regarded with very great 
caution”. Therefore, for life insurance where the reflection of mortality improvement 
decreases liabilities, the designated group continues to recommend that the mortality 
improvement scale would apply for no more than 25 years after the valuation date. The 
actuary may apply the scale for a shorter period than 25 years for such business.   

The research paper gives the rationale for not providing sex-distinct and smoker-distinct 
factors, and the designated group still considers this the appropriate approach.  

With respect to the use of older, aggregate business for currently issued business, the 
designated group did not have access to research which supported the use of select and 
ultimate mortality rates, and at this stage, believes that such an approach would be 
unnecessarily complex.   

Other concerns expressed were the failure to analyze the effect of a decreasing proportion 
of smokers; that the paper seems to imply that improvement would have been lower had 
the smoking effect been removed, when the opposite has been suggested by other work, 
and that the inclusion of the +/- 50% adjustment was done without more formal analysis 
and justification. 

The designated group agrees that the effect of smoking is unclear. During the last 90 
years or so, smoking incidence rates first increased and then decreased. The designated 
group spent considerable time looking at smoking habits over the years and their 
potential effect on mortality improvement, but could not find data that pointed to specific 
distinct approaches for smokers and non-smokers. It is possible that such a refinement 
could be incorporated in a future promulgation of prescribed mortality improvement 
rates. 

With respect to the 50% margin implied by the level of the prescribed mortality 
improvement rates, the designated group strongly asserts that the traditional margin range 

http://meetings.actuaries.ca/annual/2010/Session_14_Montambeault.pdf�
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of 5% to 20% is insufficient for this particular assumption, and the breadth of thinking 
with respect to the possible levels of mortality improvement supports this assertion.   

The designated group notes the following from the 25-Year Survival Probabilities table in 
the executive summary of the Hardy Report: 

i) If the No Improvement column represents the 100% margin situation, and the 
Central Estimate column represents the 0% margin situation, then 

ii) The 75% Confidence column is consistent with a margin ranging from 26% to 
44%, and 

iii) The 97.5% Confidence column is consistent with a margin ranging from 83% 
to 100%. 

The designated group believes that a 50% margin produces an insurance contract liability 
at an 80% to 90% confidence level, and believes this to be appropriate.   

Level of Margin  
One concern was that the margin for adverse deviation is inappropriate in form and 
magnitude. Expressing the margin as a percentage of the base rate is generally not 
appropriate, especially when the base rate is 0%. Margins should be higher due to the 
inability of the model to predict structural changes in improvement, the risk of reliance 
on a single model, and the different demographic profile of insureds versus the overall 
population.  

The designated group agrees that expressing the margin as a percentage of the base rate is 
generally not appropriate, especially when the base rate is 0%. However, with the 
exception of the margin for life insurance mortality, all margins are expressed in that way 
and as a result, there are situations where percentage margins are applied to 0% rates such 
as lapse rates. The designated group did not want to deviate from normal practice at this 
point. 

Application of Standard of Practice 
A variety of concerns were expressed, such as the following: 

The use of mortality improvement will widen the range of practice.  

There is no guidance on the selection of a basis stronger than the minimum, which 
will also widen the range of practice. 

There is no guidance to deal with significant emerging experience. 

The aggregation requirement could be problematic if options within the same 
product exhibit opposite sensitivities to mortality improvement. 

An assumption of no future improvement seems to violate the Standard of 
Practice. 

There is a material risk that the prescribed rates will result in inadequate 
liabilities. 

Mortality improvement should not be identified as a separate assumption, as this 
is inconsistent with other assumptions and possibly with upcoming revisions to 
International Financial Reporting Standards (IFRS). 

There should be no limit on an assumption within the Standards of Practice.  
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The concerns about the range of practice were dealt with in the Prescription of 
Assumptions above.  

With respect to the lack of guidance for the selection of a basis stronger than the 
minimum and on how to deal with significant emerging experience, the designated group 
wanted to establish a minimum liability basis without being too prescriptive elsewhere. 
As mentioned above, some members feel that this Standard of Practice is already too 
prescriptive.  

The concern about the aggregation requirement is a very specific one and the type that 
Standards of Practice do not generally try to address since they cannot reasonably cover 
all possible situations. The designated group believes that this is an issue best left to the 
actuary’s judgement.  

The comment about an assumption of no future improvement violating the Standards of 
Practice was made without references to the specific Standards of Practice that would be 
violated. As such, the designated group is unable to address this concern other than to say 
that it does not believe it is valid.  

The concern about the prescribed rates resulting in inadequate liabilities is misplaced 
because the actuary is able, subject to paragraph 2320.05 of the Standards of Practice, to 
use rates that result in larger liabilities than the ones produced by the minimum 
prescribed rates.  

As for the assumption possibly being at odds with IFRS, the designated group believes 
that until the revised IFRS is finalized, the ASB should continue to implement Standards 
of Practice that are appropriate in the current environment.  

Timing of Changes 
Four members and one company have expressed the concern that given the upcoming 
changes to IFRS, the timing of the mortality improvement changes does not make sense. 
Furthermore, given that OSFI has indicated that net reductions in insurance contract 
liabilities will be reversed in the determination of Minimum Continuing Capital and 
Surplus Requirement (MCCSR), there would be a negative tax effect if CRA does not 
have a comparable offset and a deterioration in capital ratios could result.  

The designated group believes that the implementation date for revised IFRS is uncertain 
and that the ASB should not stop its ongoing work on account of something that may not 
happen for some time. As for OSFI’s actions on the MCCSR, the designated group 
believes that the ASB should develop Standards of Practice and promulgated rates that 
are appropriate for insurance contract liabilities and should not refrain from taking these 
steps as a result of interim positions taken by OSFI with respect to capital rules. 

One insurer stated that an industry impact analysis should be performed before mortality 
improvement is embedded in Standards of Practice, to ensure that the changes do not 
cause financial hardship for companies. The designated group did get analysis from a few 
companies and there is no indication that this new Standard of Practice would cause 
general hardship. The designated group recognizes that a company with a very large 
block of death-supported business might face such a situation but it believes the Standard 
of Practice is simply mandating a minimum liability that should have been contemplated 
already. 

 

ADP 


