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Moderator Josephine Marks: Welcome, everyone, to Session 2. This is the traditional CLIFR 
session, and we have combined it with an ASB briefing. This was started last year and for some 
reason it has continued on. So the ASB briefing is only being provided to the life actuaries. But 
since there’s more going on on the ASB front in the life session, that seems fine. 

My name’s Josephine Marks. I’m serving as the moderator for the session today. I’m joined by 
my colleagues on the panel. Marie-Andrée Boucher is a colleague of mine from Eckler, a 
principal at our Montréal office. She serves as Appointed Actuary for three Canadian insurance 
companies, and is here today in her capacity as Vice-chair of CLIFR. You’ll be hearing a lot more 
from her in the years to come. 

[I am] also joined by Jean-Yves Rioux, who is the senior manager at Deloitte. He works in the 
traditional actuarial fields at Deloitte, both audit support and other actuarial valuation financial 
reporting work, but is also very active in non-traditional fields such as predictive analytics and 
enterprise risk management. He is here today as a representative, as a member of CLIFR, and 
also as a member and chair of the working groups and designated groups that were responsible 
for updating the ultimate reinvestment rate and the interest rate calibrations. 

We thought we’d start in fine tradition with a little quiz, and there will be a few of these 
interspersed throughout the session, just for those of you who would like a little bit of variety 
from the traditional actuarial work.  

A little bit of history here. Welcome to Montréal. It’s of course the 50th anniversary of Expo ’67, 
the 150th anniversary of confederation, and the 375th anniversary of the City of Montréal. I 
think we’re more aware of this in Toronto perhaps than you are in Montréal because we keep 
getting ads in Toronto about how much noise is being made in Montréal.  

Montréal was founded 375 years ago. As a little quiz—maybe a show of hands if people are 
willing to put themselves out here without phoning a friend—which three of the following were 
previous names for the site of Montréal? There are three correct answers. Who would vote for 
Hochelaga? Who would vote for Maisonneuve? Who would vote for Mount Royal? Who would 
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vote for Saint-Joseph-des-Monts? Who would vote for Stadacona? And who would vote for 
Ville-Marie? 

As usual, testing the audience seemed to work fairly well. The correct answers were in fact 
Hochelaga, which was the name for the original Iroquois village here; Mount Royal, which was 
the name for the village that Jacques Cartier had founded here; and Ville-Marie, which was the 
original proper name for Montréal. The full name was Ville-Marie de Montréal. Stadacona, by 
the way, is the Iroquois village that was at Québec City; so some of you may remember that 
from your history. 

A brief agenda for the ASB update today. We’ll give you an update on our membership, 
strategic priorities, and current, past, and future initiatives.  

Here is the current ASB membership as of July 2017. You’ll note that we are well represented 
on the life insurance front. Since most people here are from the life insurance side, that would 
be good to see. We did lose—very careless of us—a couple of our life insurance members this 
year. Ty Faulds and Ed Gibson left the ASB after many years of service, but were replaced—I 
just noticed while I was preparing—by two women: Rebecca Rycroft and Elizabeth Boulanger. 
Alexis Gerbeau continues on as a member; he’s been on for a couple years now. And myself. 

We only have one P&C member so we are on the lookout for more P&C members. If you are 
one or know anyone who might be interested, please volunteer. If you volunteer, I guarantee 
that your name will be put on the list, and if your name’s already on the list and you volunteer, 
you go to the top of the list. It probably makes sense that we have more life members right 
now, however, because we do—we have had more on the table for the life than P&C recently. 

You’ll notice that we have a good diversity of membership on the ASB. We like to seek out 
diverse opinions, independent views, get multiple perspectives. I will say, having attended 
many ASB meetings, that we do a pretty good job of that. When we have discussions in 
different practice areas, the level of discussion is just as active from people from other practice 
areas as from the ones who are directly involved. I think we’re accomplishing that goal of 
getting broad-based participation. 

In terms of strategic priorities, we’re always on the lookout to see what’s emerging in terms of 
new practice, and also a lot happening on the international stage that becomes key to what we 
do at the ASB. [We are] particularly looking at international standards of practice, the ISAPs, 
and those often drive some of the initiatives that we have at the ASB. 

A key area is also consistency of practice across multiple practice areas. We’re certainly seeing 
more of this in terms of things like economic assumptions, rates for mortality improvement, 
and processes such as peer review and the role of the actuary.  

Peer review is going to be an interesting one. I know as life actuaries we are used to the 
concept of peer review and we take it for granted, but there are other practice areas for whom 
peer review can be more problematic, when the fields are perhaps more competitive and there 
are fewer practitioners. 

From a process point of view, some of the initiatives over the last year were to update our 
terms of references, and this is all focused towards ensuring that our members are engaged 
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and active, and that we continue to have diversity of recruitment and making efficient use of 
volunteers. As you know, the CIA, and the ASB is no exception, very much relies on volunteers 
and trying to make sure that we are respectful of the use of their time. 

In terms of recent initiatives at the ASB that pertain to the life insurance practice, the Part 2000 
review was a quinquennial review and that was updated effective April of this year.  

We have recently made promulgations, updated the promulgations for mortality improvement, 
the URRs and stochastic calibration of interest rates and equity rates, and the CLIFR 
representatives will be updating you more specifically on those promulgations.  

We also had the section related to the use of models, which I’m particularly linking back to the 
previous speaker in terms of the P&C world. I think this was something that was of particular 
interest to our P&C colleagues because the use of models there is particularly problematic. We 
did give longer lead time to the implementation of the model standard because we recognize 
that it was a brand new section and could give rise to more challenges in terms of 
implementing it. 

Other initiatives that are currently underway: the long-awaited quinquennial review of Part 
1000, the general standards. We expect that this will be approved later this year or early next 
year at the latest. Some of the issues there relate to defining exactly what we mean by 
“actuarial work”, removing references in the standards to things that that more properly belong 
and do exist in the rules of professional conduct, and also, content related to peer review.  

Content related to peer review is relevant because we have also . . . I’m not sure if it’s actually 
gone out yet. I thought it would have gone out so I said it was recently released, but I believe 
it’s coming soon. A notice of intent for changes to our peer review standard, or, actually, a 
whole new section on peer review, and we’ll be issuing a notice of intent for that initiative very 
shortly. Some of the main issues there, we’ll be looking for feedback. Some of this is driven 
from the international standards, so [we are] looking to get feedback on things like the overall 
direction, the need and importance for independence of practitioners, and the types of work 
that would be subject to peer review. 

Other recent initiatives include incorporation of the Life Insurance and Capital Adequacy Test 
into the Standards of Practice. This had limited impact on the standards per se. There were 
some changes to the certification for the Appointed Actuary, and some of the wording and 
definitions within the DCAT section. More of this pertained to materials that have come 
through educational notes. And finally, in terms of underway initiatives, the ever-present 
[record-]keeping, monitoring, and activity related to IFRS 17. 

I did want to spend a little bit of time talking about an upcoming initiative related to integrating 
DCAT and ORSA. We did discuss this at our most recent ASB meeting and felt that this could be 
quite an important initiative, not only for actuaries practising in this area but also of interest to 
other actuaries because this one is fundamental, if you will, to the role of the actuary and the 
importance of the actuary in the management of, in our case, the insurance industry or other 
industries. 
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We, at the last ASB, did appoint a designated group. See the mandate as cited. I won’t read it 
out. But recognize that this is all pertaining to how does one move forward from a DCAT 
environment where, essentially, the preparation of financial forecasts and risk assessment was 
essentially solely the purview of the actuary to an ORSA environment where there is more 
involvement now from other disciplines and other non-actuarial inputs, and how does one 
make sure that the actuarial input continues to be recognized and valuable and effective within 
that new framework? 

This group will be looking at issues related to integrating DCAT and ORSA—whether that relates 
to how one looks at the DCAT work process, both inputs and outputs, to ensure that they 
continue to work effectively within an ORSA environment to avoid duplication of effort. But 
also recognizing—and I think many of you will have been involved in [it]—there’s some work 
going on right now to canvas views in terms of how DCAT and ORSA do in fact differ from each 
other. Where are the points of similarity? Where are the points of differences? And how do we 
ensure that the best of both gets captured?  

Part of this is—we had a fairly lengthy discussion about this at our previous ASB meeting—
should we also be considering whether the opinion that’s provided by the actuary, which is of 
course required—some form of it is required under the Insurance Companies Act—whether the 
opinion of the actuary, through the DCAT process, may need to be revisited under an ORSA 
framework? As listed there, there are a couple of ways that might happen. We might, rather 
than the current opinion, which focuses on future financial condition under base and plausible 
scenarios, look at an opinion that would be focused on whether the internal target ratio has 
been appropriately stated, whether the workflow supporting the ORSA work has been 
appropriately stated or, even, perhaps in the extreme, whether it would be better to not have 
an opinion at all. The argument for that would be to say that if an actuary was no longer 
constrained by having to craft their work into the confines of a particular opinion, that might 
allow actuaries to think a little bit more freely and be a little . . . less constrained in the kind of 
testing that they do.  

This has been discussed at [the] ASB and I know it will continue to be discussed, and with the 
formation of the designated group—I’ve listed them here on the next slide—this will come back 
to the ASB and come back to the membership in terms of future work on this topic. 

That was it for the ASB update. I’ll now pass it on to Marie-Andrée, who is going to provide an 
update from CLIFR. 

Marie-Andrée Boucher: Bonjour à tous. Bienvenue à la séance de mises à jour de la CRFCAV. 
Good morning, everyone. Welcome to CLIFR’s update. Today’s update will focus on four key 
items: the 2017 Fall Letter, the LICAT educational note, the stochastic interest rate calibration 
for CALM and URRs, and the calibration of equity returns. 

This slide shows the current CLIFR membership, and as usual we have members coming from 
different company sizes and types. We also have observers from OSFI and the AMF sitting on 
this committee. It all makes for very interesting discussions.  
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Before we move to the most technical aspect of the presentation, let’s look at fun fact #2. 
Mount Royal Park is a large park that’s located in the heart of Montréal. It was inaugurated in 
1867. It was designed by an architect who also designed another famous park. Who thinks it’s 
High Park in Toronto? Or Stanley Park? Central Park? Or Griffith Park? And the answer is Central 
Park. 

Let’s move on to the Fall Letter. The Fall Letter was published a few days ago, on the very last 
day of summer. As usual, the sections that are modified from last year’s letter are labelled as 
such, and I will walk you through these, the significant elements within each of these sections. 

The first section lists the most current experience studies that were published by the Research 
Committee, and they are listed on the slide. In addition to that, the Research Committee is 
planning on publishing a few studies and surveys in the future, and they’re all related to 
segregated funds. They are the seg fund lapse survey, along with its experience study, and the 
seg fund mortality study. 

As mentioned by Josephine, [the] ASB has updated promulgation for the prescribed mortality 
improvement rates, and they are effective at the end of October. There are several reports that 
are available on the website that support the work that was done to come up with these 
promulgations. More specifically, the final task force report was published a few days ago. This 
promulgation applies to life insurance, to annuities, and to accident and sickness active lives.  

Although the promulgation states that the actuary may consider reflecting mortality 
improvement when valuing non-active lives of accident and sickness, the minimum valuation 
assumptions stated in the promulgation do not apply for the valuation of the non-active lives. 

The economic assumption section has quite a few new topics in it. First of all, we are providing 
clarifying guidance on how to apply the maximum net credit spread margin, which is currently 
set at—or promulgated at—80 basis points. What we’re saying here is for each the application 
of the margin needs to be applied on an asset-by-asset basis. For example, if you have a 
reinvestment policy, assuming reinvestments in two different asset types with two different 
spread assumptions, then you would not average out the spreads before applying the margin; 
you would rather apply the margin on each asset. Of course you would only do so if it increases 
the liabilities. There is a numerical example provided in the Fall Letter that supports this 
clarifying guidance. 

Another promulgation to take into account when valuing liabilities is the updated promulgation 
on URRs. This promulgation is also effective at the end of October. In addition to the 
documents that have already been published, CLIFR expects to publish a report later this year 
that will describe the process that was used to come up with these URRs. In addition to that, 
Jean-Yves will walk you through this process later on. 

Last year, CLIFR formed the subcommittee to investigate the impact of negative interest rates 
on the construction of prescribed scenarios. The subcommittee concluded its work and the 
conclusions were that the construction of the prescribed scenarios does remain appropriate 
when negative interest rates prevail at valuation date. 
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A new subcommittee was formed in 2017 and its objective is to determine if additional 
guidance in needed when determining NFI return assumptions in cases where reliable historical 
information is not available. More specifically, this subcommittee will investigate the tax 
treatments, or the tax attributes, when studying these assumptions, and will determine if 
additional guidance is needed when selecting benchmarks. We expect to provide the 
conclusions reached by this subcommittee in next year’s Fall Letter. 

So no surprise here. There are new developments in the IFRS section. In May 2017, IFRS 17 
was . . . The final standards were published, with an implementation date of January 1, 2021. 
There is a CIA committee that is working on a report that will highlight the differences between 
CALM and IFRS 17. We expect this report to be published in the first half of 2018. This 
subcommittee . . . has been hosting some educational webcasts throughout the year and will 
continue to do so as the need for them arises. 

Two other calibrations that—not calibrations—updated promulgations that need to be taken 
into account when valuing year-end liabilities are the calibration criteria for equity returns and 
volatility, and the calibration criteria for risk-free interest models when doing CALM. So, both 
promulgations are effective as of the end of October, and [we] have documents published on 
the website that support the work that was done to come up with these promulgations. 

The capital section also has quite a few interesting topics in it. First of all, we all know that 
LICAT is around the corner, with an implementation date of January 1, 2018. That note was 
published in February 2017 to provide guidance to actuaries incorporating LICAT in this year’s 
DCAT; that is, when doing DCAT on data based on year-end 2016. This ed note is only, 
therefore, applicable for this year’s DCAT and will no longer be enforced next year. 

Also, we remind the actuaries that when dealing with assumptions that are subject to a 
promulgation, the actuary should determine if assuming an update to these promulgations in 
the future is appropriate or not. Of course, we’ve discussed some of these assumptions earlier. 
They include mortality improvement rates, URRs, net credit spreads, etc. 

In 2016, a new DG was formed to review the Standards of Practice in preparation of LICAT. This 
DG published a draft ed note in June of 2017, and I will highlight the most significant elements 
of these a little later. 

Before we get into this, I just want to remind everyone that the Appendix to the Fall Letter 
contains the most up-to-date ed notes and research papers. So it makes for a very good 
reference document when you’re searching for the most current guidance out there. 

A “Mulligan” in golf lingo is when a player gets a second chance to hit the ball. And I can say 
that I’m quite familiar with that expression because I need several of them when I try to play 
golf. Did this expression originate in Montréal or not? Who would say yes? And you are right. 

[Laughter] 

Let’s move on to the LICAT ed note. The LICAT ed note was published in its draft form in June of 
2017, and the final version is expected to be published when the LICAT or Capital Adequacy 
Requirements for Life and Health Insurance or DCAT guidelines get published by OSFI and the 
AMF. 
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The objective behind this ed note is to provide guidance to actuaries in preparing LICAT. More 
specifically, in interpreting LICAT. The intent is to narrow the range of practice when 
implementing those new capital standards. The ed note is divided into a few sections, and I will 
highlight the most significant elements within each of these sections. 

What best estimate assumptions should we use for LICAT? In general, you would expect your 
best estimate assumptions to be the same ones as those used for the valuation of liabilities. For 
future interest rates, though, the best estimate assumptions would be defined as the base 
scenario interest rates.  

In certain cases, some simplifications that might be used for valuation might be appropriate, 
but then under a LICAT world those might not be appropriate. So, when determining if the 
assumptions used for valuation in terms of best estimate assumptions are appropriate for 
LICAT, the actuary should be guided by materiality.  

The ed note lists a few examples where it might be appropriate to select another set of best 
estimate assumptions, and I will discuss some of them later on. 

PfADs are now an important part of the ratio calculation, as some of them are included in the 
surplus allowance, which is of course part of the numerator of the ratio definition. In general 
PfADs, only PfADs in contract insurance liabilities are eligible, and only PfADs where LICAT 
includes a terminal provision in the base solvency buffer as opposed to a one-year shock. Only 
those ones are eligible. 

Within the economic PfADs, the general rule is that you would include your risk-free-interest-
rate PfADs, and those would include the changes and assumptions that vary from one scenario 
to the other. There are, however, a few specific exclusions and they are the credit spreads, the 
investment strategy, the foreign exchange rates, the Non-Fixed Income rates of return and the 
asset depreciation PfADs. Those would not be included in the surplus allowance. 

Within the non-economic PfADs, you would expect your usual insurance PfADs to be included, 
and they are listed on the slide.  

A few non-economic PfADs would be specifically excluded from the surplus allowance, and they 
are the operational risk, the reinsurer counter-party risk, and the recoverability of negative-tax-
cash-flows PfADs. 

How do we value PfADs? First of all, we need to come up with a valuation interest rate to do so. 
It would make sense to assume that the assets supporting the PfADs would be a proportionate 
slice of the assets backing the total liabilities. That would translate into using the same interest 
rate valuation vector as the one you use to value your liabilities . . . 

Given that some PfADs are included in the surplus allowance and given that some are not, the 
order of quantification of PfADs becomes really important. So the key word here, I would say, is 
“consistency”: consistency with the approach used in the AA report, consistency from period to 
period, and, of course, caution should be applied to avoid any double counting of PfADs. 
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As for the par and adjustable insurance contract, best estimate assumptions, and PfADs, the ed 
note lists a number of considerations when calculating those, and I will refer you to the ed note 
for further details on this topic. 

Future mortality improvement is one area where simplification used for a valuation might not 
be appropriate for LICAT. We all know that best estimate assumptions for mortality 
improvement are not promulgated. Therefore it’s not uncommon for companies to assume no 
mortality improvement in the valuation of liabilities when doing so leads to higher reserves. 
However, when doing so, there might not be any explicit best estimate assumptions that are 
defined. In that case, there would be no trend risk being calculated for mortality and longevity, 
and no PfADs calculated for mortality improvement. This is an example where it would not be 
appropriate under LICAT to use the same set of assumptions as for the valuation of liabilities. 
The ed note recommends that the actuary considers using an explicit best estimate assumption 
when doing LICAT. 

As for the par dividend cash flows, when calculating the market risk component and, more 
specifically, the interest rate risk component of the dividend cash flows, the dividend cash flows 
have to be adjusted such that the par balance sheet surplus is maintained under the LICAT base 
scenario discount rates. When doing so, there are a number of considerations that need to be 
taken into account. 

Moreover, when calculating the insurance risk components, dividend cash flows can either be 
set to the interest rate dividend cash flows, the CALM base scenario dividend cash flows, or the 
CALM valuation dividend cash flows. All three approaches would be acceptable. 

When calculating the par credit, of course caution should be applied to only reduce the 
required capital components for risks that are passed through to policyholders. And when 
dealing with the adjustable credit, when testing to determine if a product is adjustable or not 
according to the criteria set forth in the guideline, there are two approaches that are 
acceptable. One is more aggregate-based and the other one is more risk-specific-based. The ed 
note details both approaches. 

When calculating the market risk component and again, more specifically, the interest rate risk 
component, the investment accounts need to be projected, and therefore the credited rates 
need to be projected as well. You would use the same methodology as the one used for CALM 
except that you would replace your CALM interest rates with the LICAT’s interest rates in the 
scenario being tested. 

Finally, when calculating the interest rate risk component again, the tax timing difference cash 
flows that are based on temporary and permanent differences would also be included. 

That sums it up for the LICAT ed note. Last fun fact question. John Lennon and Yoko Ono held 
their legendary bed-in in Montréal. What year did this bed-in occur? Was it 1969? 1970? 1971? 
1972? Let’s go with 1969.  

I will now pass it on to Jean-Yves, who will walk you through the rest of the topics on CLIFR’s 
agenda. Thank you. 
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Jean-Yves Rioux: Good morning. I’m going to talk about two topics that have, really, three 
different distinct pieces, all of which are effective for reporting after October 28, and early 
adoption is permitted. I’m sure that you’re all experts in the room and have already adopted 
those things into your valuation. 

The three distinct pieces are really the ultimate rates of returns to be used in the deterministic 
CALM valuation. The second piece is the interest rate calibration for stochastic applications, the 
third piece being the equity returns calibration for stochastic calibration applications. These are 
supported by a few documents. The interest rate calibration is supported by a communication 
of our promulgation, plus an educational note supplement that contains the detail of the work 
performed. The equity returns calibration is supported by a communication of the 
promulgation as well as a research paper.  

You see here that there’s a very diversified team of individuals that participated in this exercise. 
It was not a small exercise for the interest rate calibration, and all of those put a lot of effort 
into this process. It took quite a long period of time to get up to speed and gather the models to 
be able to do so. 

The actual process, I would say that interest rates, as you know, are more complicated than just 
point-in-time equity return simulations because we have to consider the whole curve. 
Therefore, promulgations need to account for, and disclose, short-term, long-term, and median 
as well. There is also a serial correlation, meaning that the actual interest rates today will 
influence the interest rates projections going forward. As a result, it’s a little bit more 
complicated than a random-walk-type approach, which, often, equity markets are.  

What the former committees had done is they had updated data up to 2011. Now that we have 
more years of data, we wanted to refresh the exercise. The process really entails gathering of 
the data and looking at some of the tail metrics. Those are percentiles at different horizons. 
Then, with selected models, you look at the parametrization of those models so that they 
satisfy the criteria.  

One of the key models that we use is the Cox–Ingersoll–Ross, the CIR model. We also use an 
extended version of this model for the long term as it was difficult to fit in the tail. What we 
find is that, even with the former group, that extended model was used. It gets more and more 
difficult to fit the models because of low-interest-rate environments and the pair that we’re 
trying to fit. 

There is another model that we use, the Brennan–Schwartz, known as the BS model, that is also 
a reference model. The end of this exercise was really to recommend the criteria for the long-
term return, the short-term return, and the slope criteria, long-term being expressed as a 
percentile matrix for different horizons. The short-term, the same likewise, and the slope 
criteria really being the difference between the long-term and the short-term.  

Before I get into the inputs of the process, the URR median is based on historical data, whereby 
what we look at for the long-term and short-term, the high and low URRs, they’re based on the 
calibrated model. As an input to the URR process, once the models were calibrated, the lowest 
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at 30 percent interest rate and the highest 30 percent interest rates were input for the process 
of URR high and URR low. Ten thousand scenarios were used for this process.  

In terms of the other part, which is the ultimate rate of return determination, there is a CALM 
model and it’s an exercise of aligning the CALM deterministic valuation with a stochastic 
valuation. There is a model with some life business built into it, quite simplified, and a model 
with life insurance and payout annuities, and there’s a portfolio of a typical supporting asset 
that’s a rough approximation to what people might be doing, but you may have very different 
portfolios. Then the draft, the primary URRs, which are the lowest average 30 percent rates and 
the highest. They are fed into the determination of the CALM scenarios and those would be 
adjusted by comparing and making sure that CALM valuation falls within CT 60 to 80, but we 
were aiming a little more around 70 to 80 on the range, the upper side of the range. The end of 
this process is to have a recommendation.  

Some of the challenges include the fact that the rates were so low that when you take the 
calibrated models and you project them forward, they barely converge within the horizon that 
we are trying to project under CALM, so it’s a little bit of a challenge. Therefore, you want to 
make sure that if you want a long-term view, you actually start with a rate that’s not necessarily 
the current conditions but, for comparison, to determine the long-term expected view. That’s 
one of the challenges.  

The other thing is that the European countries had experienced negative rates for their short-
term maturities. Therefore, we didn’t want necessarily to ignore [them], so we contemplated 
some scenarios where we allowed models to go negative. We ended up not opting for the 
accident CIR but we did leave the Brennan–Schwartz model to go negative.  

Another challenge that we’ve had is when you look at the data available for interest rates since 
many years ago, since 1936, there were periods where we didn’t have the one-year 
observations but we had short-term type observations, like three months. The approach that 
was followed at the time was more of a ranking approach and then interpolation. We gave 
some thought to that . . . because today’s environment is so low that the observation got mixed 
with the ranking of the interpolation approach and it impacted [on] the determination of the 
rates. We didn’t want this to happen; we thought that it created undue volatility. I’m going to 
talk about what we did there.  

Another challenge that we’ve had is that, in the tail, when you look at many calibration points, 
there are going to be points that are going to be constraining, and we found that some of the 
points were constraining, whereby other points had quite a bit of slack. It becomes a [balancing 
act] of finding a way to calibrate so there is not excessive slack, but you still have the 
constraints of the calibration points impacting.  

Another thing was the mean reversion speed, which is the speed at which the rates revert to 
the long-term view. [It] was a question, but for the actual URR determination, the primary URRs 
that feed into the model, it was not too sensitive, so that it was not a big worry . . .  

A couple of changes that we’ve done are we revised the approach for the extended short-term 
rates. As I said, it was one where the observations were ranked based on the three months 
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which were all available, and then there was an interpolation method used to derive the one-
year rate, which is what we were trying to model. What we’ve done is we developed various 
formulas but we opted for the simplest one that linked the return of the one-year with the 
return of the three months. We developed that relationship and then we used this instead of 
using the ranking approach.  

Another thing that we’ve done is we’ve also revised the range for the median returns so that 
because the paper was—the prior work was recommending to be between CT 40 and 60, and 
one of the key models that we worked with was the CIR model, and the extended version of it 
was too close to the bounds. We thought that it was too constraining, so we recommended an 
increase of the range and this is what happened.  

Some of the considerations and challenges for the URR were that the mean reversion for that 
aspect mattered a little bit more because when you compare something that’s deterministic 
and that has a built-in slope, and when you try to simulate various scenarios and do 
simulations, it matters a little bit more than the stable return that we weren’t putting into the 
deterministic scenarios. That was an important consideration.  

As well, one of the considerations and the challenges that we’ve had is that it’s difficult to try to 
have a good supporting asset. CALM valuation is very complicated, so the exercise was 
somehow simplistic. I think some additional testing would be good in that respect. 

The URR Committee recommendation: the URRs were derived without adjustment, and now 
we have new tools in our possession so we can repeat the exercise more frequently and a lot 
faster. It was a lot of work to put things together to be able to repeat this exercise from past 
work.  

One of the highlights of the key results is that there was a decrease of 40 basis points for the 
URR high; it went from 10.4 to 10—I’m talking about long-term here, because that’s one of the 
key things that impacts the valuation. For the long-term, for the URR low, there was a decrease 
from 3.3 to 3.2, so 10 basis points. If you look at the stochastic applications, which are the two 
next sections, there have been quite important changes. If you look, there’s going to be plus or 
minus 30 bps if you compare the prior categorization and the criteria to today’s, but by and 
large there have been decreases for the long-term horizons. For the short-term it’s larger; it 
decreased for the left tail and increased for the right tail. In terms of slope, very minimal 
changes.  

Considerations for future work: some of the things that I’ve discussed in terms of 
considerations are things that need to be reassessed or looked at in the future. They include 
the estimation of the mean reversion speed. Also, the slope of the deterministic when you want 
to be able to compare: maybe you wanted it to be inspected at the same time. As well, when I 
talked about slack and points where they are constraining, we simply follow the exercise of the 
past working groups with a number of calibration points, but there may be some work done to 
rethink: do we need all of those calibration points so that there is less slack? As well as 
reassessing model floorings as they relate to negative interest rates.  
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Calibration of equity return: this is the team that worked on the equity return. It’s a very similar 
exercise. Basically, we had data up to 2012 and this exercise really expanded the exercise by 
collecting more data and calibrating the criteria so that they are more appropriate with the 
more recent experience. As well, the key rationale was there was a recommendation from prior 
committees to look at volatility as well, which was not a criteria that was in place. Mainly the 
existing criteria were about the strength of the returns on the equity market. They never really 
looked at volatility. Now there are new criteria with regard to volatility, and some of the 
premises were to keep it simple and keep it aligned for the volatility to be somehow similar to 
what has been promulgated for equity returns. 

As I said, equity criteria is—if you’re familiar with it—a maximum accumulation factor for the 
left tail and it varies by different horizon periods. There is also a range for the mean one-year 
return that needs to be respected. When they did the work, the main recommendation [was] 
for no change because there were very minimal differences, and the new equity volatility 
criteria has been published. It’s a minimum annualized standard deviation of the continuously 
compounded monthly returns and that’s for two different horizon periods and for two different 
calibration points as well. That’s what’s new. 

The applicability of those is it applies to real world. It doesn’t apply to risk-neutral. Risk-neutral 
is intended to be a calibration based on observed prices. So it is out of the scope of this 
calibration requirement. Just a reminder that the applicability of those criteria has to do with 
anything that is stochastic, not just the guarantees in seg funds. 

That’s what it is from my part of the presentation.  

Moderator Marks: We were worried that the session was shorter than in previous years, so 
made sure that we made our presentation as concise as possible. One of the benefits of that is 
that we have a reasonable amount of time left for questions and would welcome any questions 
from any of you.  

If there are no questions, we do have 47 additional slides for the technical CLIFR details. There 
we go.  

(Laughter) 

Unknown: Just a question to Jean-Yves. Without the changes you made for the CT range and 
also the regrouping of maybe three months and one year, what would have been the impact on 
the URR? . . . You made two changes in the approach. 

Jean-Yves: Yes. 

Unknown: What would have been the impact if no changes were made?  

Jean-Yves: I can’t recall the exact impact. One of the worries we had with the synthetic was 
that it really re-casted even the past observations to be at a lower rate, just because of the 
methodology. It didn’t make sense for us to add additional data and then see that the past 
observations were moved. I think it was . . . I can’t remember, because it’s a long process to go 
to the URR . . . When we did some of those changes, we didn’t even complete the URR phase so 
I can’t really answer [about] the exact impact. But we really felt they were justified. We went 
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back to the ASB. We presented these. We were challenged and we basically went back to the 
drawing board a little bit to make sure that it was appropriate. But I don’t have an answer 
exactly for the number of bps, if that’s what you’re after. 

Unknown: I’m just wondering if [there are] any plans to review the URRs again, subsequent to 
this review, prior to 2021.  

Moderator Marks: Yes. Thank you for raising that point. It was a point I’d meant to make and I 
think Jean-Yves alluded to it. The original intent, as you probably remember, was that 
promulgations would be done quinquennially but we realized partway into this five-year cycle 
that we would have liked to do it a little sooner. As some of you may be aware, though, the first 
time through the exercise, being the first time through, a lot of people had been involved, a lot 
of spreadsheets were hidden away on different computers and the process hadn’t necessarily 
been as documented as fully as it might have been. So there was a fair amount of effort to get 
this quinquennial review done during the five-year timeline. But the good news is that part of 
that process was not only to update the material for the promulgations but also, as Jean-Yves 
mentioned, to make sure that these spreadsheets and availability and the rationale and the 
documentation was all pulled together a lot more robustly. 

We are now in a position, and it was mentioned in Jean-Yves’ slide, to review this on a more 
frequent basis and potentially to promulgate sooner next time. I guess I’m just thinking in terms 
of the math. With IFRS coming, I’m not sure how many more promulgations we would have 
otherwise. So there may be an opportunity to accelerate these, and I think it was also alluded 
to that credit risk spread may also be subject to an updated promulgation as well at some point 
in the next couple of years. We are in a position to do it more frequently, and I anticipate that 
that may well happen, but we will see. Certainly, CLIFR will be reviewing the material every year 
or every couple of years. 

Jean-Yves: Every year, we’ll put out something. 

Moderator Marks: Yes, so we will be in a position to do it more frequently . . . 

(Applause)  

[End of recording] 


