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Moderator Les Rehbeli: . . . of the final IFRS 17 standard and highlight some of the key issues 
that companies will need to consider as they go into the implementation stage of IFRS 17. I’ll 
begin by introducing the speakers that we have today, beginning with myself. 

So, my name is Les Rehbeli, and I will be the moderator for today’s session. I’m a partner with 
the Canadian actuarial practice of Oliver Wyman in Toronto, having been there for the past 20 
years. My areas of focus include valuation of life insurance contract liabilities, pricing, peer 
review, product development, M&A, and other such services. I’m also Chair of the CIA’s 
International Insurance Accounting Committee, and obviously this committee right now is 
focused on IFRS 17. 

We have four speakers today. They will be each covering various aspects of the standard. And 
then, we have another session at 10:30 that will get into some more technical details with a 
couple of case studies, which should be very good. 

Our first speaker is Simon Couture. Simon is a senior manager at PricewaterhouseCoopers. 
Simon has over 10 years of experience in the life insurance industry. His experience includes 
product pricing, valuation, IFRS 17, risk management, and ALM. And he’s been actively involved 
in IFRS 17, having led the development of IFRS 17 models to assess the financial and 
operational requirements. Prior to joining PwC, Simon was working at Towers. Simon will be 
providing a high-level overview of the IFRS standard, focusing mostly on the general model but 
also touching briefly on the premium allocation approach and also the variable fee approach. 

Next, we will have Matthew Garnier. Matthew recently joined Deloitte’s actuarial rewards and 
analytics practice in Toronto, in April of this year, where he specializes in IFRS 17 
implementation activities. Prior to joining Deloitte, Matthew spent over 10 years with a large 
Canadian-based international insurer, where he held a variety of roles covering financial 
reporting, product pricing, development, asset liability management, and development of 
economic capital. Matthew is also a member of our International Insurance Accounting 
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Committee, and Matthew will be discussing some of the key policy decisions that companies 
will need to start thinking about and making. 

Our next speaker will be Lesley Thomson. Lesley is vice-president and deputy chief actuary at 
Sun Life Financial, where she served as Appointed Actuary from 2009 to 2017. Before joining 
Sun Life in 2005, she was a principal at Towers Perrin, and all together has over 35 years of 
experience in the Canadian life insurance industry. Lesley is currently Vice-Chair of our 
committee, the International Insurance Accounting Committee, and is also a member of the 
ASB’s designated group on the development of standards related to IFRS 17. Lesley is also on 
the CIA working group providing guidance on the new capital framework in Canada and also on 
the CLHIA committee on IFRS 17. And as if that doesn’t keep her busy enough, she is also an 
avid bridge player. 

Finally, I will wrap up by giving a brief summary of the activities of the CIA, the ASB, and the IAA 
regarding IFRS 17, including the types of additional guidance that are being developed to help 
out with the conversion. 

Without further ado, I’ll turn it over to Simon. 

Speaker Simon Couture: Good morning, everyone. I will be presenting the measurement 
models. I’m sure most of you are already familiar with them. They have been discussed a lot in 
the past few months. In some of the slides, you have probably seen them as well. But I’ll try to 
focus more on the subsequent measurements and try to highlight some differences that you 
may not be aware of. But that’s just going to be also a good refresher to set the stage to what’s 
next with the rest of the presentation but also the 10:30 session. 

There are three measurement models. The main one is the general model. The general model 
should be applied to all insurance contracts except if you have contracts with direct 
participation features—in this case we’ll use the variable fee approach—or you elect to apply 
the premium allocation approach, or the PAA, as we call it. 

You’re allowed to use the PAA if you have short-term contracts. If you have a contract that is 
less than a year, then you can apply this model. If you have a contract that has a coverage 
period of more than a year, then you need to demonstrate that the premium allocation 
approach is a good approximation of the general model. It could work for a contract that has a 
little bit more than one year, but after that it’s going to be a bit more challenging to reconcile 
the two. 

The variable fee approach is really for contracts with direct participation features, so there are 
specific criteria that you need to meet to be able to be eligible to use that model. I will be 
covering that later. 

Let’s start with the general model. I’m sure you have seen this slide. It was included in one of 
yesterday’s presentations, so I’ll go over it quickly. The general model is really a building block 
approach. You start with your projection of future cash flows; that’s very similar to what is 
being done today. There’s some small differences, mostly to what you can include in your cash 
flows. After that, one of the big differences is the discounting. Under IFRS 17, the discount rate 
is based on the characteristics of the liability. That means that it’s completely dealing from your 
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assets, so that’s one of the main changes compared to what we do today. After that, you add 
your risk adjustment. So, that’s a similar concept as the PfAD. There are some differences in 
what you can include. For example, you can only include the risk adjustment for non-economic 
risks, so mostly mortality, lapse, expenses. And then, there are also differences in the way you 
can calculate that the standard doesn’t prescribe a method to calculate the risk adjustment, so 
you could use a CTE method or a cost of capital. However, you can still use the method you’re 
currently using, so that would be appropriate. The only thing is, as part of the disclosure, you 
need to disclose the level of confidence at which you set your risk adjustment. So if you use a 
method that you’re currently using, then you’re going to need more work in order to determine 
this level of confidence. 

Finally, the last piece: the contractual service margin, or the CSM. That’s a new component. It 
represents the unearned profit of your contract. To calculate that at inception is very 
straightforward. It’s the residual amount that gives you a liability of zero at inception, so that’s 
very simple to calculate at inception. Where it gets a bit more complicated is at subsequent 
measurements, to obtaining all the elements that go through the CSM. 

Now we’ll discuss subsequent measurements. This slide presents what goes through the CSM 
versus what goes through the P&L. If we start from left to right, the first element here is the 
change in estimate, a change in estimate that will affect future cash flows. That will go through 
your CSM, and once it’s on your CSM than it gets amortized over time, and that amortization, 
that’s what goes to the P&L. 

The other component I want to mention here is the experience adjustment. Here I’m referring 
to differences between actual and expected cash flows. Some of them will go to the P&L, but 
most of them will go to the P&L; some of them will also go to the CSM, so there are some 
differences there. Those that go to the P&L would be differences regarding mortality payments 
or annuity payments, expenses, and those that go to the CSM, that will include variations in 
premiums, acquisition costs, and investment components. These will go through your CSM and 
be adjusted. 

The other component here is changes in discount rates . . . You have an accounting policy 
decision here; you can select to either of them going through your OCI or your P&L. That’s an 
accounting policy decision that is being done at the portfolio level. And you have an accounting 
policy decision regarding the release of the risk adjustment. You can elect to separate the 
impact of the time value of money and changes in discount rate on your CSM, and if you select 
to separate them, then they will flow through similar to the way you have your changes in 
discount rate under P&L or OCI. If you don’t separate them, then the full change in the risk 
adjustment will go through your P&L. 

Now, let’s focus a little bit on the CSM. Here is a roll-forward of the CSM, how we get from the 
beginning of the period to the next. I want to mention here the order of the calculation could 
be different. There’s no requirement here. The only thing is the amortization. So, the 
amortization needs to be done as a last step. In here, what we have is our CSM at the beginning 
of the period. Then we add our new contracts to the group, if any, and then we add our 



4  SEPTEMBRE 2017 COLLOQUE POUR L’ACTUAIRE DÉSIGNÉ – MONTRÉAL (SÉANCE 15) 

 

 
Vol. 28, Septembre 2017 DÉLIBÉRATIONS DE L’INSTITUT CANADIEN DES ACTUAIRES 

interest. So, the interest is based on the locked-in rate, which is determined at the inception of 
the contract. 

And then you make your adjustments. You would adjust your CSM for what I mentioned 
previously, changes in future cash flows. Once you have done all your adjustments, that’s when 
you will amortize your CSM so that amortization is calculated based on coverage units. The 
coverage units, it’s a measure of quantity of service provided. 

Now, the premium allocation approach. That’s the simplified model for short-term contracts, so 
that’s used to calculate the liability for remaining coverage. Once you have a claim, you use the 
general approach. It’s fairly similar to what is being done today. We have an unearned premium 
method, less the DAC. Going forward, it’s going to be similar: it’s going to be the unearned 
premium method and you have a decision on whether you want to expense your acquisition 
costs at inception or offset it from your unearned premiums. Once you have a claim, you would 
apply the general model, which is a projection of cash flows with discounting and risk 
adjustment. 

Another simplification that you can make here is if you have—if you expect all your claims to be 
paid within one year then you don’t have to apply discounting. That’s another simplification 
that is allowed here. 

Now, the variable fee approach. That’s for contracts with direct participation features. What is 
a direct participation feature? There are three criteria that you need to meet in order to qualify 
for it . . . The first one is you need a clearly identified pool of underlying items. I mentioned 
underlying items, so it could be an asset, but it could be also a non-financial item, but it has to 
be something that is defined in the contract. 

The second criteria is you need to pay the policyholder a substantial share of the fair value 
returns of the underlying items, and the third criteria is you need to adjust your benefits based 
on changes of the underlying items. 

As you can see here, the standards leave it a little bit for interpretation. They use words like 
“substantial share”, “substantial proportion”, so that gives a bit of room for interpretation. 
That’s why it’s not clear-cut whether your product will qualify for the VFA or not. For example, 
it’s clear that seg funds will qualify for VFA, but for closed par some of them could or could not 
qualify for it—you really need to look at each product individually and then assess whether it 
qualifies. If they don’t qualify for it, then it will use the general model. 

Let’s look at the mechanics, how it works. The VFA: it’s basically the same thing as the general 
model, except for what you can include in the CSM at subsequent measurements; that’s where 
there’s variation. In this diagram, I highlight these differences. 

The first one is the change in entity share of the underlying items. Under the VFA, you don’t 
have the interest accretion, similar to the general model. That’s why we have this change in 
entity share. That’s going to represent the impact of current market rates and changes in 
discount rates. Under the VFA, that all goes through the CSM. 
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Changes in options and guarantees: that will go as well on the CSM, unless you have a hedging 
program. If your hedging program qualifies as a hedging program under IFRS 17, then changes 
in options and guarantees will go through your P&L. 

Finally, the same thing as the general model, changes that affect future cash flows will adjust 
the CSM. 

That’s it for the VFA. As I mentioned, there are a lot of accounting policy decisions. I mentioned 
a few. There’s some room for interpretation, and Matt is going to discuss that in more detail. 

Speaker Matthew Garnier: Good morning, everyone. I’ll walk you through some of the 
accounting policy options that exist under the standard, as well as other . . . not necessarily 
options, but different choices you can make for methodologies which would be classified as 
accounting estimates. One thing to remember is there is an important distinction within IFRS 17 
and just broader in the International Financial Reporting Standards that if you change an 
accounting policy then you have to restate retroactively, whereas if you change an accounting 
estimate then you just make that change in the current period and move forward. I’ve tried to 
group some of the optionality within the standard in terms of those categories. Then I’ll talk a 
little bit about what we’ve seen different companies doing in terms of setting up a road map 
towards 2021 and different activities that people are engaging in. 

This list here that I have up is the straight accounting policy options. There are a few things, not 
so much on this slide, which can be viewed as in a bit of a grey area, and there have been some 
recent amendments proposed to IAS 8, which deals with accounting policy elections and 
whether or not you have to restate. Those amendments are trying to make it clear that if things 
are grey, then you tend to classify those as accounting estimates. 

The first one on this list, something I actually wasn’t aware of, but if you issue a financial 
guarantee contract—let’s say a mortgage insurance—mortgage insurers, if they’ve previously 
accounted for those contracts as insurance, have the option to continue to value those 
contracts under IFRS 17. It’s grandfathering. So, a new mortgage insurer starts up. IFRS 17 is not 
an option for them. They have to value it under a combination of IAS 32 and IFRS 9. There was a 
lot of talk in the industry a number of years ago about the CSM and passage of time and what 
that meant for mortgage insurers and whether that was a good match or not. They do have the 
option of valuing contracts under IFRS 9 and you can do that, make that election contract by 
contract, but it’s a one-time election. 

Similarly, we just walked through the premium allocation approach at a high level. Again, that’s 
optional, so if you have a contract that’s 12 months or less, if you want to, you can. It’s a safe 
harbour under the standard, but you don’t have to. If you want to go through and build the 
CSM for those contracts, you can. I’m not sure why you would want to, but that option is 
available to you. 

Then, I think we’ve all heard about the choice between profit and loss and OCI for changes in 
discount rates and financial variables. Again, portfolio by portfolio, just a straight-up choice. 

This next one, we have an illustration in the next session which illustrates its implications, but 
you can choose to disaggregate essentially the interest on your risk adjustment out of the 
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change, and that gets into some of the presentation that has an impact on your revenue metric. 
Then, again, there’s an option. If you have a hedging program which qualifies under IFRS 17, 
you can choose to put the change in the value of guarantees and options under those contracts 
either through the CSM or through profit and loss. So, if you have a hedging program or you’re 
not hedging 100 percent of your risks, you might look to try and balance what will minimize 
your accounting mismatch. If you only hedge, let’s say, one risk within the option or the 
guarantee, you might be about 20 percent hedged, let’s say, then maybe you wouldn’t want to 
take this option, whereas if you’re 80 or 90 percent hedged you likely would, to minimize that 
mismatch. 

The last one is when it’s impracticable, which is a great word. Not impractical, impracticable. 
You have a choice between the modified retrospective approach or the fair value approach, and 
Lesley is going to talk a little bit about that in a minute. 

On this slide, I’ve tried to group together methodologies which I’m hoping would be interpreted 
under IFRS 17 as accounting estimates. The key here would be if you change your methodology 
or if you change some of the inputs, there’s not a requirement to restate. But it will probably 
take, from the time the standard was issued, about 12 to 18 months for there to be consensus 
globally around exactly which parts of the standard are estimates versus which are policy 
decisions. When in doubt, it’s probably more beneficial if we err on the side of accounting 
estimates. 

On the discount rate, you have the choice of top-down versus bottom-up, and then how you go 
through setting your unobservable rate. Obviously, if you’re going to build a yield curve and 
look at what is the discount rate 80 years out, assuming that the CIA or another body doesn’t 
get in place and essentially promulgate something like a URR under IFRS 17—it’s too early to 
say whether or not that would happen—the methodology you come up with to set that rate 
and when you change it should just be an accounting estimate and it would be a go-forward 
change. 

Similarly on the risk adjustment. There are multiple different methodologies you can use. 
There’s confidence-level CTE, cost of capital. The CIA is going to prepare a paper looking at 
whether or not we can continue to apply the existing PfAD approach. I just have a question 
mark because we’re going through that exercise, but ideally we would like that to be available 
to us. 

In terms of establishing portfolios and groups, there are minimum criteria; you can only group 
contracts issued within 12 months going forward, and you need the three groups. Onerous, not 
a significant chance of becoming onerous—I think that wording troubles a lot of people. And 
then, the category of Other. Beyond that, how you do it, whether you take the top-down 
approach or the bottom-up approach, this is one where that might be considered more of an 
accounting policy option. Once you establish the groups, those groups stay the same and you 
can’t change them retroactively. This one I tend to think is more of a go-forward process. 

Selection of coverage units for amortizing the CSM. Do you discount? Do you not? Is it face 
amount, net amount at risk? All of these different things will impact the pattern of the 
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amortization. Again, if you change that going forward, it kind of feels like an accounting 
estimate to me, but some people might look at that more as a policy option. 

Another thing that we’ll illustrate in the next session is you need to come up with a systematic 
allocation of cash flows between the loss component. That’s when, if you have a change in 
assumptions and your CSM becomes eroded and would go negative, you need to track the loss 
component because if you ever have a favourable change in the future, that can reverse into 
income. And there’s a disclosure where you show the loss component and the liability for 
remaining coverage. Both of those two pieces over the course of a contract have to go to zero. 
The ISP has said you need to come up with a methodology to allocate the fulfillment cash flow, 
so that’s the best estimate, plus a risk adjustment towards the loss component so that it will 
eventually run off and you know how much at each point in time you can recover into profit 
and loss. 

The last item in this one should be an accounting estimate. [This] is the way the standard talks 
about it when you write up your discretion. This is if you have contracts which have asset-
dependent cash flows. You need to write up, let’s say, on UL what your credit or crediting 
strategy would be. As you write that up and when you apply your discretion, then changes 
associated with applying that discretion go through CSM. 

There are some other areas which appear to be choices, but they should be fact-based 
assessments. There’s a fine line here. Just highlighting a few. 

Contract classification. We all would have gone through this around 2009, 2010, when Canada 
adopted IFRS standards overall. There may be some contracts like GICs where you waive 
surrender charges or something like that on death of a policyholder, and some companies 
classify those as insurance contracts. Some companies classify them as investment contracts. In 
theory, it’s just based on the facts and circumstances of each contract, and if you follow the 
guidance it should be clear. But obviously there are some grey areas, so you can make 
arguments for and against, but it should be based on the facts of the contracts. 

Similarly for separation of components. Under existing IFRS 4, that’s called unbundling. It was 
optional. Many companies elected not to go through that process of unbundling. It’s no longer 
optional under IFRS 17. You have to go through the criteria and determine whether or not you 
would separate out investment components, service components, embedded derivatives. 

Lastly, classification. Or, two quick things. Choices between the general model versus variable 
fee. As Simon alluded to, there are some contracts where it’s not clear. So, it should be. You 
should gather all the facts, and on the basis of those facts make a determination. That doesn’t 
mean you may or may not have a bias depending on what those financial results look like. You 
might want to lean one way versus the other, but it should be based in facts to arrive at that 
conclusion. 

The last one is whether or not you can apply the full retrospective approach. Some people have 
looked at this and said, “It’s really complicated. I probably don’t have the data, and even if I did, 
I don’t really want to do it.” Not really the case. You have to go through a full assessment. You 
have to say, “This is the information I need. This is what I have.” If you’re missing anything, does 
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that have a material impact on the actual calculations? Because if it doesn’t have a material 
impact, then most auditors would likely say you can still do it. This one, it kind of looks like a 
choice but it’s really not meant to be one. 

Very quickly, I’ll just show you a rough timeline of what we’ve seen different companies doing 
over the last little while. Prior to the standard coming out and over the remainder of 2017, 
really two or three key things that we’ve seen people doing. Two are a business impact and a 
financial impact assessment. The business impact is looking at what is 2017 going to do to your 
company. It’s more than an accounting change. It will really change the activities of the whole 
company, so you need to look at your pricing, your product development, your capital 
management, your investment strategy. You might need to look at how you compensate your 
executives. If your executives have different metrics in their KPIs today, some of those KPIs may 
change. If you have a five-year business plan, the fifth year of that business plan is already out 
of date. It’s on IFRS 4. That’s going to be changing to IFRS 17. 

Getting a handle on which aspects of the standard will touch different aspects of your business, 
you really need to go through. One thing we’ve tried to encourage amongst our clients is to 
take a joint approach. It shouldn’t be actuaries working on this. It shouldn’t be accountants. It 
should be actuaries, accountants, IT, all working together, because this is a monumental 
change. I’m not sure how many people in the room were around when CALM was put in. I was 
not around when that came into effect, but it’s probably that level of change plus a little bit 
more. I think we all know that and appreciate it. But if you haven’t been through the details, a 
lot of people, once they go through kind of a workshop, learning about the standard, that’s the 
first time it really hits them that, “Wow, this is really big.” 

And on the financial impact assessment, that’s just really getting a handle on what do all these 
options mean. In the next standard, David Littleton and I will walk you through a couple of case 
studies, and [it is] meant to be very interactive, so just foreshadowing here: we will be asking 
you questions if you don’t ask us questions. 

And so, once you do those two activities, you can build a business case. You can go to your 
senior management, get a budget approved. I think people know there are budget requests 
coming. It’s going to be very expensive, but just how expensive? If you’re a small company you 
might look at this and say, “Oh, it’s probably not a big deal because we’re small.” That’s usually 
not the case. There’s a minimum spend that companies need to go through just to be compliant 
with the standard. 

Some people are looking at, “Hey, we’ve underinvested in our finance infrastructure and maybe 
now is the time to invest to set ourselves up for success beyond 2021.” Then, 2018/19 is usually 
a period which right now is still a little less clear. More clarity is coming on 2018 for companies. 
And some people have started looking at these policy options, already kind of coming up with 
their initial hypotheses and then proceeding along with their plans based on those initial 
assumptions. 

Some companies are looking at their operating models. Today, actuaries calculate some 
reserves, they pass them off to the accountants, they book some journal entries, and that’s it. 
It’s going to be much more intertwined in the future. Some companies are looking at, “Do we 
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actually want to put actuaries and accountants together and sit them in the same 
department?” So, actually looking at that overall target operating model. 

Throughout 2018 and 2019, changing systems, changing models, testing. Getting into 2020, the 
goal right now is to be running in parallel for most organizations. That is a very tight timeline 
given all of the changes that are coming, and so that may slip for a couple organizations. But I 
think it is a good goal to be aggressive in setting that. Heading into 2021, getting into the live 
reporting, embedding those models in your standard processes. 

I’m going to turn it over to Lesley at this point and she’ll walk us through the transition. 

Speaker Lesley Thomson: Thanks, Matthew. Before I get started, I just wanted to comment and 
elaborate on something that Matthew said. It has to do with the choices that should really be 
fact-based assessments. It’s not really an option that you have. You’re just supposed to assess 
the situation and decide whether something is true or not. And the one that’s causing, I think, 
the most grief around right now is whether participating insurance falls into the definition of 
what is eligible or what you have to use the variable fee approach for or not. There are differing 
opinions, but the fact-based assessment technically should be the same if the facts themselves 
are not company-specific. If you have a different product than others, there might be a good 
reason for you to have a different fact-based assessment. But if you’ve got exactly the same 
product, there’s no reason for the two to be different. 

We at the CLHIA and the CIA are trying to have discussions about these grey areas to try to 
make sure that we’re landing in the same place, but it’s not just us. It’s our auditors [who] have 
to agree, and we’ve got companies across the pond as well in Europe which are adopting IFRS 
17 and they are also making these fact-based assessments. Think about it: the auditors work for 
companies in Europe and Canada, so they can’t have different positions in there, too. When you 
start talking to people, there are accountants, there are actuaries, there are auditors, there are 
regulators, there are different companies. The plethora of opinions on these matters is quite 
something. It’s going to be interesting to see how we all come around to a consensus on some 
of these issues. 

Anyway, I’ll turn to my section now and transition. I want to start off by apologizing for having 
very boring slides, and I hope you all realize—I hope you all know that it’s not because I’m 
boring, it’s just because my PowerPoint skills are sorely lacking. Anyway, I’m going to talk about 
transition. This is the exercise of moving from what we do today to IFRS 17, so I’ll take you 
through some of the basics and hopefully if you’ve got any questions afterwards, I’d be happy 
to help you. I’d be happy to answer them. 

The transition guidance is in Appendix C of IFRS 17. It’s all laid out. The effective date of IFRS 17 
is 01/01/21, January 1, 2021, but we need one year of comparative information. That means we 
have to do IFRS 17 as of 01/01/20, or December 31, 2019. If ever you see the words “transition 
date,” they mean December 31, 2019, or 01/01/20, a year before the effective date, because 
we have to do that year of comparatives. Now, you don’t have to report the year of 
comparatives until 2021, so you’ve got a bit of time to make sure you get it right, but you have 
to have everything in place to actually start doing the calculations in 2020. 
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Now, they’re very kind to point out that early implementation is permitted! And you are 
allowed to provide more than one year of comparative information, if you wish. I think it’s 
moot for most of us, but nice of them. 

The interaction with the implementation of IFRS 9 will be tricky. As you would all know, we got 
a temporary exemption from implementation of IFRS 9 so that we are going to implement IFRS 
9 at the same time as IFRS 17. But the tricky part is that IFRS 9 does not require a year of 
comparatives, so we’re going to have a really weird year in 2020. We have to report on two 
bases. Number one is the old basis, which would be IFRS 4, together with IAS 39, but then the 
comparative, the new basis, is on IFRS 17 with IFRS 9, so one of them is going to look funny. 
They’re not really going to be comparing apples to apples, and we’re all going to have to figure 
out how we’re going to actually manage the business in 2020 through this awkward transition 
period. 

Now I’ll get to the transition itself. The requirements are for each group of insurance contracts, 
and I’m assuming that you know what I mean by group. That’s the level of aggregation at which 
you have to do the liability calculation under IFRS 17. You split portfolios into groups and you 
have to cohort, so you have to start new groups every year. You’ve got onerous groups, 
profitable groups, and the middle groups. 

For every group, you have to come up with the carrying value of the liability, I say, or asset, 
because it could be a negative liability. But you have to come up with the carrying value of the 
asset and you have to be able to separate the future cash flows from the risk adjustment and 
the contractual service margin, so the future cash flows have the discounting in there as the 
expected—as the present value of future cash flows, and the risk adjustment in the CSM. You 
also need to establish the locked-in discount rate for the group because you have to accrete the 
CSM going forward on that basis, and if you’ve elected the OCI option you have to come up 
with the accumulated OCI going forward. So, those are the pieces of information you need for 
every group at transition. 

Now, the thing to notice, or the thing that’s important: the future cash flows and the risk 
adjustment are prospective calculations. You can determine those at the date of transition, 
basically as soon as you’re ready to apply IFRS 17. But the other pieces, and especially the 
contractual service margin, they are based on information that is from the date of inception, or 
the date of initial recognition of the contracts. They’re not prospective calculations. The CSM is 
something that you calculate at issue of a contract and then roll forward through time, so it’s 
not clear how you would come up with the CSM for an in-force contract at transition. And that’s 
why we need all of this guidance on transition. It’s really about how do you get that starting 
CSM. 

There are three approaches to coming up with the starting CSM. Now, the real one, the one 
that IFRS standards would have us do if we were following the letter, is IAS 8: it’s the full 
retrospective approach. That is when you change standards, when you have this kind of change, 
what you’re really supposed to do is go back in time to issue of the contract, pretend that IFRS 
17 was in effect at that time, replicate what the calculation would have been, and walk forward 



SEPTEMBER 2017 SEMINAR FOR THE APPOINTED ACTUARY – MONTREAL (SESSION 15)  11 
 

 
PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES  Vol. 28, September 2017 

in time over all the periods from the initial issue date of the contract to today, and that’s how 
you determine what your opening balance is, what your opening CSM is. 

That sounds like a lot of work. It is a lot of work. But technically, that’s what you have to do 
unless doing so is impracticable. Not impractical, impracticable, and that has a defined term, 
which I’ll get to later. 

If the full retrospective approach is impracticable, the next method is the modified 
retrospective approach. Here, the basic goal is to get as close to the full retrospective as you 
can with the information that you have available. The idea is you couldn’t do the full 
retrospective approach because something was missing, but I can get pretty close, so I’m going 
to use the modified retrospective approach. You’re allowed to use it whenever there’s 
reasonable and supportable information that allows you to do it. 

If the full retrospective is impracticable and you don’t have the information to do the modified 
retrospective approach, you have to use the fair value approach. The fair value approach is the 
only one that doesn’t require historical information. It’s the only one you can use just based on 
the current approach. I should have mentioned, if the full retrospective is impracticable you 
have a choice between the modified retrospective and the fair value, if you have the 
information to do the modified retrospective. I’ll get into that later in the presentation in terms 
of what you might think about when you’re deciding whether to choose the modified 
retrospective or the fair value. In an older version, it used to be a cascade, like full 
retrospective, and then if you couldn’t do it you had to do modified, and then if you couldn’t do 
it you did fair value, and then fair value was kind of the last. But they changed it in the final 
version or in an earlier version to give us a choice between that modified retrospective and fair 
value. 

The full retrospective approach. I mean, the $64,000 question—which dates me, I know—is 
what does impracticable mean? IAS 8 has a definition of impracticable, so there is specific 
guidance on what it means, and that means you may have used this in other applications in 
your company on an accounting basis. So talk to your accountants, talk to your auditors, about 
what it really means. 

In essence, IAS 8 says you have to use every reasonable effort—oh, there’s also some 
supplementary information in an international actuarial note. This is a note from the IAA on 
transition, and it expands on that a little bit in the context of transition to IFRS 17 in particular, 
and it talks about the information not being available or that it’s not available in a form that 
would allow you to use it without undue cost and effort. Maybe we’re just switching the 
problem from defining impracticable to defining what undue cost and effort is. You get the 
point: there’s quite a bit of judgment in here. On the other hand, there’s quite a bit of flexibility 
to consider things as having undue cost and effort. 

The CLHIA Working Group is discussing the application of IFRS 17 in a Canadian context, and so 
we’ve done some work on this question in trying to inventory the information that would be 
required to do the full retrospective approach to help companies identify which pieces of 
information would and would not be available. If you’ve got an inventory that says, “Oh, I’d 
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need this, this, this, and this, and I don’t have these two,” maybe that’s kind of a simple way to 
say, “It wouldn’t be practicable for me.” 

There’s also some comments about the effort required to adapt the information from what you 
might have available and to do the calculations to get to the kind of balance. It’s both about the 
information that’s available and about the effort involved to do the calculations. 

The audit firms are a big question mark here. What’s your auditor going to require as evidence 
for your decision or your assessment, I should say, as opposed to decision; your assessment 
that the full retrospective approach is impracticable in certain situations? The CLHIA group is 
trying to work with the audit firms as well to see what their perspective is. 

A big question which you have difficulty with is whether simplifications and approximations are 
permitted, and they clearly are to the extent they have no material impact on the results. But 
that leads to a rather grey dividing line. At what point do you consider the information as good 
enough to allow you to use the full retrospective, versus, “Nope, I don’t have the information. 
Therefore, I have to either use the modified retrospective approach or fair value.” There’s 
another grey area there. 

I’m going to describe the modified retrospective approach a bit. It involves specific 
modifications which are allowed, so there’s a list of particular modifications that you can use, 
but you can only use them to the extent they’re needed for each group that you’re applying it 
to. There’s actually a fairly onerous—I shouldn’t use the word “onerous,” sorry. There’s a 
fairly—there’s an exercise here in justifying the use of the modified retrospective approach. It’s 
like for every modification and for every group, you have to kind of prove that you need the 
modification, that you can’t do the full retrospective. 

This is something that I’ve heard through the grapevine that the IASB is considering cutting back 
on, because there’s a concern that these requirements would discourage people from using the 
modified retrospective approach just because it’s a pain, right? The IASB definitely thinks full 
retrospective is best, and maybe modified retrospective they like as kind of a reasonable 
approximation to it or as the closest you can get. They don’t want to actively discourage 
companies from using it. I’ve heard that, but right now the criteria is you would have to validate 
or provide evidence that you need every modification for every group. 

The potential modifications that are allowable are—this is just a list of the topics. I won’t go 
into the nature of the modification itself that’s allowed. There is an IAN that goes through all of 
that if you’re interested, or you could read the standard. It’s kind of—I think the IAN is easier to 
read, but you might think the standard is easier to read. But the areas where the modifications 
are, are listed. 

Identifying portfolios of contracts. Portfolios identified at the date of issue of the contract, that 
may be a long time in the past, so the idea is you can identify the portfolio based on the current 
information. 

Same with groups. Identifying groups within portfolios. So, onerous, profitable, middle ground. 

Identifying discretionary cash flows. That’s the item that Matthew was talking about, that if you 
have products where there’s a discretionary payment—participating insurance, obviously, is an 
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example—you have to articulate what the basis for your discretion is so that you can identify 
changes in discretion from just changes within the application of discretion. For par insurance, I 
would say our discretion is we pass through experience. So, if I change the dividend scales 
because experience has changed, that’s not a change in my discretion. That’s just kind of a 
normal variation in the cash flows that gets passed through the normal place. But if I change 
the basis of discretion—if I say, “I’m going to pass through experience minus a 1 percent spread 
from now on,” or something like that—that change has to go through a different place on the 
income statement than the first one. It’s interesting, but you have to say what that basis or 
foundation for what is discretionary versus not, is. 

The future cash flows at the date of initial recognition. Obviously, if you’re way back in the past, 
if the date of issue of the contracts is back in the past, it might be hard to—you might not have 
the assumptions that were used back then. How do I project the cash flows from back then? 
Sometimes I might have it, sometimes I might not. If I don’t, the modification kind of gives me a 
way of approximating those cash flows from the information I have today. 

Determining the locked-in discount rate. Same thing. The locked-in discount rate is as of the 
date of issue of the contract, so if you don’t have it, the modification gives you a way to 
estimate what that locked-in discount rate would have been from the current date, or from the 
current information that is available at the current date. 

The risk adjustment at the date of initial recognition, same thing. How do you know what the 
insurance PfAD would have been at the date of initial recognition? Remember, this isn’t just in 
Canada, too. This applies all over the world. Many accounting bases would have a lot less 
information than we would have about what the assumptions or risk adjustment or whatever 
was at the date of issue of the contract. So some of these modifications might be more relevant 
to other countries than to us. 

The amortization of the CSM, or the development of loss component. Loss component is like 
the obverse of the CSM. It’s like a notional negative CSM. The CSM, or loss component if the 
CSM is negative, is something that’s established at issue, and then it is modified through time. 
You walk forward in time and change it . . . Part of that involves amortizing. There’s an 
amortization of the CSM into income, how that amortization pattern would have worked 
between date of issue and the date of transition is something that there’s a modification for. 
And determining the accumulated OCI if the OCI option is elected; there are some 
simplifications or modifications for how you might do that. 

Fair value approach. The fair value approach is the one that you have to use if you can’t use the 
other approaches, and if the full retrospective is impracticable then you’re always allowed to 
use the fair value approach. You’re going to have to use the fair value approach for some of 
your business, unless you just started up, the company just started up. We are going to all need 
to develop a fair value approach. 

But there are some characteristics of it—the first one is quite nice or quite useful, that the 
portfolios and groups can be based on information at the date of transition and there’s no need 
to split the cohort groups by issue year. You can have one big group for everything issued 
before the date of transition, so that’s really helpful. We don’t have to do it in annual cohorts. 
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Also, for the locked-in discount rate, if you’re using the fair value it just says you can use the 
locked-in discount rate at the date of transition, so you don’t have to worry about going back in 
time. 

The contractual service margin under the fair value approach is defined to be the fair value 
minus the fulfillment cash flows. Just a terminology check here: the fulfillment cash flows are 
the present value of the future cash flows plus the risk adjustment, so it’s the rest of the 
carrying value of the liability. Think of it as the best—I guess the analogy in CALM would be the 
best estimate liability plus the insurance PfADs. If the fair value is higher than that, the 
difference between the fair value and those fulfillment cash flows is the contractual service 
margin. The trick is, “What’s the fair value?” There’s some guidance that’s being developed on 
how you would determine the fair value for a group of insurance contracts. 

The basic premise, I mean, IAS 13 on fair value does apply, with one exception. Did I say that? 
Yes. OK, later. The basic concept is that the fair value is the consideration you would have to 
pay to a third party to take on the obligations of the group, to take on the liabilities. It’s the fair 
value of the liabilities, so it’s how much you’d have to pay somebody to take it off your hands. 
Now, you may want to or need to hear that a couple of times, because when people think of 
fair value, they think of embedded value or appraisal value. They’re thinking about how much 
somebody would pay you for this block of business. No, no, no, it’s just the fair value of the 
liability itself. Nobody’s going to pay you to take on your liability obligations: you’re going to 
have to pay them! OK? There are no assets going with it that you’ll then generate profits 
coming back to you. It’s how much cash would you have to pay somebody to take the liability 
off your hands. That’s the fair value. 

IAS 13 applies, so that’s the general fair value measurement, except there’s a specific exception 
that the demand deposit floor that’s in IAS 13 does not apply when measuring the fair value of 
insurance contract liabilities. And there is a draft international actuarial note that provides 
supplemental guidance on how to do fair values, and we’re working on that. 

A little more about what’s in the IAN itself. There are a lot of general comments about how IFRS 
13 applies. It goes through and picks out paragraphs in IAS 13 and says, “Here’s how you apply 
it to insurance contracts.” It’s clear that prices, real prices, are rarely observable, so the fair 
value is almost always going to have to be estimated. It is a market-based measurement versus 
entity-specific, so the fulfillment cash flows are—the liability calculation is usually entity-
specific. The fair value is not. It’s market-participant; it’s market-based measurement. And the 
estimation of the fair value should maximize the use of relevant observable input. You have to 
use whatever information you have from the market, but it’s recognized that it’s unlikely that 
you’re going to find a direct price. 

There are a number of different techniques in IAS 13 for measuring fair value. The one that’s 
most likely to be useful for the purpose of transition to IFRS 17 is what’s known as the present 
value technique, and that’s because the fulfillment cash flows can be used as a starting point. 
You already have the present value. You already have projected cash flows and risk adjustment 
on a particular basis. That’s kind of the starting point. And then what you can do is make 
adjustments to those fulfillment cash flows to take you from that basis, from the IFRS 17 basis, 
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to what a fair value basis would be. And there’s a whole list of adjustments that you can 
consider in the IAN. 

Some of the adjustments include—I just mentioned this one, but reflecting the market view as 
opposed to the entity-specific view of expenses is an important one because IFRS 17, for 
example, you don’t include all of your overhead expenses. You only include directly attributable 
expenses that are directly attributable to the portfolio in the fulfillment cash flows. The idea is if 
somebody was taking this block off your hands, they would require compensation for the 
overhead, for a share of overhead that would go along with that, or they might. You have to 
assess whether that’s the case. 

The cost of risk is another important one, something that Simon was talking about, and I think 
Matthew [talked] about, that our current approach for setting insurance PfADs using a margin 
for adverse deviation on assumptions might actually qualify for IFRS 17, or might be OK. There’s 
one way it doesn’t, and that is IFRS 17 requires you to take the entity’s view of the cost of risk. 
Your risk adjustment has to reflect your company’s view, or your company’s—it’s the cost of 
consideration that the entity would require for taking on the risk. That’s how it’s described. It’s 
an entity-specific view of the cost of taking risk, where that’s what’s baked into your fulfillment 
cash flows. When you turn around and estimate the fair value, you have to say—you have to 
come at it from the market’s view. What’s the market’s cost of taking risk? That might be the 
same as your cost, but it might not, so that’s one of the things that you have to do, that you 
have to assess. 

As I say, there are a number of more specific suggestions in the IAN, so I would encourage you 
to read it. 

Another way that fair value is different than fulfillment cash flows, and you would have to make 
an adjustment, is in the discount rates. Here, IAS 13 specifically says that in measuring the fair 
value of a liability, you have to reflect the entity’s own credit risk. Now, I don’t want to get into 
this argument again. We as actuaries all know that reflecting your own credit risk is, well, I 
won’t say it. I still disagree strongly. But it is what it is. It’s not an actuarial standard, it’s an 
accounting standard, so we do have to reflect our own credit risk in that discount rate. It’ll be 
interesting to see how this argument goes. I can see us all resurrecting the argument that, in 
Canada, the policyholder obligations are primary to all the other creditors and that we’re in a 
jurisdiction with very—I’m making the argument here for you all—that we’re in a jurisdiction 
with strong supervision and risk-based capital requirements, so perhaps the credit risk involved 
in satisfying policyholder obligations is very small. That’s just my two cents’ worth. 

There’s another argument that’s been posed about adjusting the discount rate to reflect the 
liquidity characteristics. The discount rate in the fulfillment cash flows is supposed to reflect the 
liquidity characteristics of the liability. If the policyholder has the right to take his money out on 
demand, that’s low liquidity, which makes for a higher liability. But if you’ve got a liability 
where the money is locked in, like a payout annuity where the policyholder can’t get the 
money, that’s highly illiquid, so you can use a lower discount rate. Or, other way around. Sorry. 

But the thing is, when you’re looking at this from a point of view of a third party taking on the 
obligation, the thing that’s going to be important—something that’s going to be important to 
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them is whether the block itself is liquid, like whether they’ll be able to turn around and sell it 
to somebody else before they buy it from you. There’s an argument there that suggests that 
you should be able to adjust the discount rate to reflect the fact that blocks of insurance 
contract liabilities are highly illiquid. But that has yet to be kind of decided or fleshed out. It’s 
just an idea at this point. 

The last point is the one I mentioned first, that you might be able to use embedded value 
techniques or appraisal value techniques, but be careful that you don’t mix up kind of the 
assets in there with what you’re putting on as value, as fair value. This is the fair value of the 
liabilities alone. 

I’ve got a couple more slides on deciding between the modified or deciding which approach to 
use. I mentioned there’s full retrospective, modified retrospective, and fair value. The full 
retrospective, you have to use if you can. The idea is I could use it for any contracts issued after 
a certain point in time. Again, the big question is: what’s X? This could depend on companies, 
right? Because it depends on the information you have available and your capabilities, and it 
also might vary for different types of contracts. You might be able to go further back in time for 
some contracts than others. 

This is the thing I was telling you. The CLHIA is working on an inventory of the information you 
need to help you go through and, in a systematic way, identify what might be available and 
what might not be. It’s moot for contracts measured using the PAA because they don’t have 
any CSM anyway, so you don’t have to worry about them. 

Then, modified retrospective versus fair value. You can only use modified retrospective if you 
have the reasonable and supportable information that allows you to do so. You might be able 
to go back a little further in time for that, so maybe you go back to 2000 and X for—it may be 
telling that I have 201-X. There’s no way we’re going back further than that, guys. Sorry. But 
you may be able to go back another couple of years and be able to do the modified 
retrospective, so you would assess that. And then anything before that time, you have to use 
fair value. For that period where you could use the modified retrospective but the full is 
impracticable, you have the choice, OK? It’s a free choice. There’s nothing binding you to go 
one way or the other. 

How would you choose between modified retrospective and fair value? It’s up to you, but these 
are a couple of the criteria that we’ve been thinking about and discussing at Sun Life and also at 
the CLHIA. 

The first one is whether it’s practical, simple, cost effective, and clear to us that the fair value 
one wins here. We have to develop it anyway, so we might as well use it as widely as possible. 
And that bit about the modified retrospective requiring justification for every modification, for 
every group, it is factoring in here. 

There are also separate disclosures required going forward for all the groups that use the 
different methods, so you have to keep separate records going forward and disclose separately 
all sorts of information on everything that used the modified retrospective. 



SEPTEMBER 2017 SEMINAR FOR THE APPOINTED ACTUARY – MONTREAL (SESSION 15)  17 
 

 
PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES  Vol. 28, September 2017 

Another thought that you might have, though, is whether it gives you a higher CSM at that 
transition date or not. The assumption here is that you generally want a higher CSM because 
that’s a bucket of future profit that is going to come into income. It’s going to be seen as value 
of your company to the outside world and it’s going to bleed into income going forward. 
Generally speaking, it seems like that would be—you’d want a high CSM, although there have 
been some people who said they don’t want it too high because they don’t want to create an 
act that’s too hard to follow when their new business is coming on, but that’s another measure. 
It’s probably—it is a balance. 

Here, generally fair value will—is expected to produce a positive CSM. When I was talking about 
fair value being, you start with your fulfillment cash flows and then make adjustments to it, 
most of the adjustments are increasing, so most of the adjustments that you’d make would 
suggest the fair value is higher than the fulfillment cash flows, and so you would have a positive 
CSM. There may be some blocks where that’s not true, but generally we’d expect a positive 
CSM. 

But modified retrospective could easily give a higher CSM for blocks of business that are very 
profitable, either that were very profitable at issue, so they had a very high CSM at issue that 
would have rolled forward, or blocks where it turned out that the experience has been better 
than what was in the pricing basis. You might have not thought it was all that profitable at 
issue, but as experience has emerged you’ve found that it’s making a lot of money that—maybe 
since mortality has improved, maybe some of your blocks have become much more profitable 
in light of mortality improvement. Those are blocks where the modified retrospective might 
give you a higher CSM than fair value, so you might want to consider using it. 

That’s it. I’m done. Thanks, everyone. Again, if you have any questions, I’d be happy to answer 
them. 

[Applause] 

Moderator Rehbeli: OK, thanks, Lesley. I think, as you’ve gotten the idea, there are many 
different groups involved in this and there’s also a lot of different guidance. You’ve heard of a 
lot of different guidance, reference to IANs and so on. So in the next few minutes, I’ll quickly 
summarize what some of these different groups are doing and hopefully clarify what each 
group is doing and what some of the guidance is that you can look forward to, and we’ll try to 
leave 10 minutes or so for questions. 

I’ll begin with what’s happening internationally at the IAA and then I’ll move on to talk about 
the CIA and the ASB. 

The International Actuarial Standards Committee is the first group that I’ll talk about. That’s a 
committee within the IAA that is developing the International Actuarial Standards of Practice, 
or ISAPs, and these are similar in nature to our own current CIA standards. That is, they’re going 
to govern actuarial practice in these various areas. 

In the field of IFRS 17, of particular importance is ISAP 4. So, the drafting of this ISAP is currently 
in progress and an exposure draft is being planned for January 2018. Now, our committee, the 
International Insurance Accounting Committee, as part of our mandate we’ll be reviewing the 
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ISAP and we’ll be formally submitting comments on the ISAP on behalf of the CIA once that 
request for comments has come out. We’re hoping that our comments will be considered, 
obviously, and the final ISAP should be released around the end of 2019. 

The other two ISAPs listed here, ISAP 6 and 7, are also currently being developed by the IAA. 
They’re not of direct relevance to IFRS 17, but that’s something that is currently being worked 
on by the IAA. 

ISAP 4 is going to cover the topics that are listed on this slide. Additional general guidance will 
be found in ISAP 1, which governs general actuarial practice. One of the concepts in both ISAP 1 
and ISAP 4 that I’ll point out here which I personally like is the concept of materiality and 
proportionality. These are similar to our current concept of materiality as well that hopefully 
will provide some latitude in making some of these decisions, and the idea is that the effort 
should be proportional to the materiality. So, if something is less material, then some latitude is 
perhaps allowed. 

Now, one other thing to point out about this ISAP is that it is expected to be a fairly high-level 
document. I believe that the current version of the ISAP is only 10 pages long, which is quite a 
bit shorter than our current standards of practice and is principles-based. Of course, our current 
standards of practice are also principles-based, but there is quite a bit of detail within the 
current standards of practice which I don’t think we’ll see as much of that in the ISAP. For that 
reason, among others, there will be additional application guidance. 

You’ve heard reference to these IANs. The IAA is meeting their education needs through the 
use of international actuarial notes, or IANs, as well as monographs. These are educational in 
nature and they’re promulgated by the Technical Committee of the IAA, not the Actuarial 
Standards Council. That’s a similar arrangement to what we have in Canada between the ASB, 
who are responsible for the standards themselves, and then the CIA, who are responsible for 
developing guidance on this thing. 

The IANs, I think of them as comparable to our educational notes. They’re expected to give 
more specific guidance on how to apply the principles in the ISAPs and in IFRS 17. Monographs I 
think of as more like CIA research papers. They’re a wealth of technical information without 
necessarily offering an opinion on which way to go. 

The current list of IANs, I don’t know if anyone has seen the full list. I’m not even sure this is the 
full list. There’s somewhere between 15 to 20 IANs that are being developed that will cover all 
the different aspects of it, including things like discount rates, how to set those, risk 
adjustment, reinsurance, transition, fair value. Lesley talked a little bit about the fair value. Each 
of these IANs is being authored by a different group of actuaries internationally, and there are 
some Canadian actuaries on many of these groups as well. 

I should point out that the exact structure of these IANs is still also under discussion. There will 
either be one IAN with each of these as being a chapter, or each of these will be a standalone 
IAN, and there are pros and cons to either structure and that’s still being discussed. There is a 
big meeting of the IAA in Chicago next week, and a big topic will be to go through each of these 
IANs with the goal of advancing them, and the IAA does intend to release a few of them at least 
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by as early as December of this year, and the rest of them I would hope shortly thereafter. 
Again, our committee will be providing formal feedback once that has been requested. 

We’re also coordinating with CLIFR and PCFRC on this, and I’ll get to that in a little bit as well. 

In addition, there are various monographs that will support the work needed for IFRS 17 that 
cover more of the technical material. The one that’s currently in progress is the risk adjustment 
monograph. You may have seen an earlier version of that, that was released late last year, and 
our committee responded to that along with 12 other actuarial organizations around the world. 
There is another draft of this that will be released soon. 

Moving on to what the CIA and the ASB is doing on all this: the groups that are mostly involved 
in this from the CIA and ASB perspective are shown on this slide here. The ASB is doing this 
primarily through a designated group whose focus is on reviewing the standards themselves 
and what changes will be needed to the standards. 

From the CIA’s perspective, we have both CLIFR and PCFRC who are involved in this, and they’re 
going to be developing supplemental guidance that will be intended to be used once IFRS 17 is 
in place. The way I think of this is more of a longer-term perspective. What kind of additional 
guidance will be needed going forward? 

Our committee, the IIAC, is playing a coordination and education role, as well as being a liaison 
with the IAA and the IASB. 

As I said, the ASB designated group is currently reviewing the standards to determine the 
necessary changes. As I understand it, the intent is to adopt the new IAA standards pretty much 
as is, ISAP 1 and ISAP 4, although there might be some revisions necessary. This effectively 
means that section 2000 of the CIA standards will be substantially rewritten. Section 2100 will 
be rewritten to remove the general valuation method guidance that is currently there, and 
sections 2200 and 2300 will be dropped in their entirety and replaced with a new section 2200, 
which will essentially be the ISAP 4 standard. There’s also a section 5000 that will be eliminated 
with the latest thinking, but there’ll then need to be a new section 2800 that will be developed 
because there’s some items in section 5000, such as the valuation for funding purposes of 
pension plans, for example, on a best estimate basis, that will not be covered under IFRS 17, 
but we’ll still need standards for that. 

The IIAC is involved from the perspective of monitoring international developments and 
promoting awareness to the CIA through things like webcasts and sessions like this. We’re also 
focused on helping to identify and coordinate CIA education needs. Mostly here, we’re working 
with CLIFR and PCFRC to identify the materials needed, so it’ll be those groups that are 
primarily writing the material. This is a little bit tricky as what we don’t want to do is disagree 
with the international guidance for IFRS 17, so any guidance that we come up with would need 
to be supplemental to. 

We do recognize that there will be some Canadian-specific issues that may not be sufficiently 
addressed in the international guidance. I think Matthew earlier alluded to other discount rates 
will be promulgated, for example. I don’t think that we will be in a position to promulgate 
them, but it might still be helpful to provide some kind of guidance on what does that mean in 
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Canada. What is the observable period in Canada and how would you go about doing that in 
Canada? 

Another example that I have been thinking of is that we may need additional guidance on risk 
adjustments. The guidance that we’ve seen so far coming out of the risk monograph, as well as 
the IAN on risk adjustment, may not be practical enough; let’s put it that way. And additional 
education and research may be helpful. 

The last point on this slide is important. The distinction between our committee and CLIFR and 
PCFRC is that our committee is focused on the transition and implementation aspects, things 
like what is different from the current comm. standards[AM1], and we’re currently working on a 
research paper now that we hope to publish in early to mid 2018 on that topic. But any kind of 
longer-term guidance will come from CLIFR and PCFRC. That’s really what CLIFR and PCFRC is 
going to be working on. They have both begun the process of reviewing the IANs and we’re 
working with them to identify what additional needs there are, and shortly we’ll be coming up 
with—or, they will be coming up with lists of what additional guidance might be needed. 

That’s an overview of what we’re up to. I think with that, we have 10 minutes left, so I’ll open it 
up to questions at this point. 

Unknown: Hi there. Thank you for that very informative presentation. Just a question. As we 
hear about the CSM, it seems to have some actuarial attributes and actuarial inputs, and I’m 
just wondering, with respect to the Appointed Actuary’s opinion, do we have any view on 
whether or not the CSM would be included into the policy liabilities for the purposes of the 
actuarial opinion at this point in time? 

Moderator Rehbeli: Want to go ahead? 

Speaker Thomson: Yes, for sure. That’s an easy question to answer. It’s definitely part of the 
liability, of the carrying value of the liabilities. The situation today about what liabilities the 
actuary signs off on is actually not changing, but it’s not as straightforward as some people 
think because it’s not just insurance contract liabilities. It is also investment contract liabilities 
and service contract liabilities, but only in insurance companies right now. So, there’s a bit of a 
disconnect between what IFRS is doing and what our ICA obligations are. Not that you’d do 
anything different than you do today, but it’s important that the Appointed Actuary 
understands technically what the requirements are. 

Unknown: I have a question about the full retrospective method. If I have a block of business 
that today has a thousand policies left, but at issue it was 10,000 or 100,000, are we going back 
and loading those? 

Speaker Thomson: Yes. You have to go back to the entire 10,000, to the original. So, that’s part 
of the reason why the information might not be available, right? It’s also true for the modified 
retrospective approach. You have to take into account, even going back for the cash flows, you 
have to take into account the information on the policies that were originally in the group but 
are no longer in force. 

Unknown: You’d be calculating the CSM on the full block of business at issue and then rolling it 
forward to today? 
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Speaker Thomson: Yes—I know, right? 

[Laughter] 

Your reaction is the same as everybody’s. It’s like, “Really? Come on!” It just, on the face of it, 
feels like a ridiculous effort for us, but it’s still something that we have to demonstrate that we 
can’t do it. In a big company, we would have the valuation files going back quite aways, right? 

Unknown: Mm-hm. 

Speaker Thomson: So, we could probably retrieve all of the information that we would have 
used for the valuation at a point in time. And if we can separate the contracts into the groups, I 
could see us being questioned on our ability, on whether we don’t have the information or not, 
right? Or challenged, I should say, as opposed to questioned. 

Unknown: But you would also need all the transaction data from then till now as well. 

Speaker Thomson: Yes. 

Unknown: Including if the CSM goes negative along the way and you need to track all of that in 
it. 

Speaker Thomson: Yes, you need to understand all the changes in assumptions along the way 
that have been made, like all the valuation basis changes. All the experience adjustments, like 
your—you basically would need a sources of earnings analysis as well as your original valuation 
files. But if you have all of that . . . 

[Laughter] 

In theory, you could do it if you had an army. 

[Laughter] 

The thing that gets me, too, is you’re going to have to be doing it at a time when we’re going 
through the transition. It’s at exactly the time that all of your actuaries and accountants and 
investment people and everybody are super busy with the efforts of all the other changes that 
need to be made with IFRS 17. 

Unknown: Thank you very much for this presentation. It’s been very, very enlightening. What I 
was wondering is have you heard anything with respect to the taxing authorities, how they’re 
going to treat—there’s a discussion about what CSM has gone beforehand and then there’s 
what’s coming afterwards. I was wondering, have you heard anything from them about how 
they’re viewing this amortization of . . . 

Speaker Garnier: I think the CRA is behind the ball. That’s being polite. 

[Laughter] 

They have had their first meeting on it, so some of our tax partners have heard about that, but 
they haven’t reached out to anyone in the industry yet. There are people very concerned about 
double taxation because the CSM is essentially coming out of reversing prior profits in some 
cases, so how the tax regime will change; more to come on that. But as you go through 
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transition and you look at some of these options, as Lesley was talking about, do you want 
more CSM or less? 

Speaker Thomson: Mm-hm. 

Speaker Garnier: The taxation could be a big driver of whether or not you want to set up that 
large of a CSM. 

Speaker Thomson: Maybe I’m naïve, but I’ve been thinking or hoping, or I don’t know what it is, 
that the CRA would not do something crazy, that we’re either going to get . . . 

[Laughter] 

We’re either going to be able to deduct the additional liability for setting up the CSM and then 
taxed on the CSM as it gets released, OK? That’s not double taxation if they tax us on the CSM 
as it gets released, but give us a tax deduction for setting it up in the first place. Or they’re not, 
right? If they’re going to not give us a deduction for setting it up and then tax us on it, then my 
theory goes out the window. And it would be very—the whole regime change would be very 
onerous from a tax point of view, so it would increase the cost to the Canadian industry a lot of 
having to go through this transition. 

Unknown: Mm-hm. OK. 

Moderator Rehbeli: There’s precedence to that, too, with the CICA 38-55 transition. 

Speaker Thomson: Yes. 

Moderator Rehbeli: The CRA was well behind the eight ball on that as well. 

Speaker Thomson: Yes. 

Moderator Rehbeli: And there was two or three years of confusion after that. 

Speaker Thomson: The other thing that’s probably true is we’re probably still going to have the 
same basis for the tax accounting that we have today. They’re not going to—today, for 
example, premiums are not going to be revenue anymore, but the premiums probably are 
going to be in the taxable income calculation. The calculation of taxable income is probably still 
going to be the same as it is today, right? Which is—I just can’t see CRA making such a 
fundamental change to go into the way IFRS 17 accounting works. We’re still going to have that 
hanging on, I think. 

Moderator Rehbeli: Any other questions? OK, I hope this has been a useful session. Thank you 
very much, everybody. 

[Applause] 

[End of recording] 
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