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Ottawa, Ontario 
 
Dear Mr. Levac: 
 

The Canadian Institute of Actuaries (CIA) is the national organization of the actuarial profession in 
Canada. Actuaries apply their specialized knowledge in mathematics of finance, statistics, and risk theory 
to problems faced by pension plans, government regulators, financial institutions, social programs, and 
individuals. The CIA follows its Guiding Principles, including Principle 1, which holds the duty of the 
profession to the public above the needs of the profession and its members. 

We are pleased to offer the following comments on the exposure draft of the IAA educational monograph 
entitled Issues Associated with the Determination of Discount Rates for Financial Reporting Purposes. 

General Comments 

There appear to be opportunities to improve cohesiveness and uniformity of style. One approach would be 
to use the ideas about the various possible financial reporting objectives developed in section I as a frame 
of reference for the various key issues and approaches discussed in later sections. This approach could be 
strengthened by including a new section that draws together summaries of key financial reporting 
frameworks. Much of this material is already in the monograph, but it is scattered. For example, the 
summaries of Solvency II and IFRS 4 Phase II on pages 94-97 in section XI already cover key aspects of 
life reporting. 

The document could still benefit from further rigorous editing. For example, as an educational 
monograph, it is probably best to avoid the word “should”. In other instances, widely held beliefs should 
be recognized as such, not treated as fact (some examples are available on request). 

Canadian Asset Liability Method 

A primary concern of the CIA was whether the monograph appropriately reflected current Canadian 
practice for the discounting of life insurance liabilities. The Canadian Asset Liability Method (CALM) is 
described in section 2300 of our Standards of Practice. A key element of this methodology is the linking 
of the discount rate to the asset portfolio used to support the liabilities. 

We note a number of sections in the monograph which acknowledge current practice in determining  a 
discount rate which is linked to the asset portfolio: 

• Section I (Introduction and Background) explicitly mentions an asset-based discount rate for 
Canadian GAAP purposes (page 10). 

• Section II (Financial Reporting Objective When Discounting) indicates situations where it is 
appropriate to have a discount rate tied to the expected interest earned on the assets backing the 
liability (page 13). 
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• Section XV (Investment Assumptions) again acknowledges the practice of linkage between the 
discount rate and the underlying assets (page 116), including a more detailed description of the 
considerations in asset projections that can affect the discount rate with respect to existing assets, 
reinvestment, and future interest rate assumptions. 

However, in section XV, concerning adjustments for taxes and margins on assets, we would suggest 
adding a comment along the following lines to more accurately reflect their treatment under CALM:  

The actuary may consider the unique attributes of an asset such as tax advantages or risk profile, and 
adjust asset cashflows, or provide risk margins, or adjust the resultant discount rate, accordingly. 

Further, the discussion in section XV focuses mainly on fixed-income assets. On the topic of non-fixed 
income assets, we note a departure between the monograph and current Canadian practice. The general 
approach described in the monograph is to use the risk-free rate plus an equity risk premium (section IV, 
page 37), which implies that the CALM approach to modelling equity and non-fixed income in general 
would not be satisfactory. However, if one is permitted to include an equity risk premium on top of the 
risk-free rate, the total liabilities may not be dissimilar depending on one’s current CALM expected 
assumptions (less margins), and one’s view on the risk premium assumption. 

We feel that additional content addressing the treatment of non-fixed income assets and incorporating 
current practices in Canada would be beneficial. 

Non-life Claim Liabilities 

Section XI provides a good description of the issues surrounding discounting of non-life claim liabilities. 
In Canada, actuaries have concluded that the implicit margins contained in undiscounted estimates of 
non-life claim liabilities are not an appropriate financial presentation. 

Rather, we believe that non-life claim liabilities should be discounted with appropriate margins to reflect 
the risk inherent in estimating the total liability, the selection of payment patterns, and the selection of 
discount rates. Case study IX provides a practical illustration of the methods currently used in accepted 
Canadian actuarial practice to establish discounted provisions for non-life claim liabilities. 

Conclusion 

The Canadian Institute of Actuaries hopes its comments herein will be of value. We thank you for 
offering us the opportunity to present our thoughts, and we remain available to answer questions and 
provide additional information if required.  

 

Respectfully submitted, 

 
Simon Curtis 
President 
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