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EXPLANATORY NOTES TO

CANADIAN  INSTITUTE OF

ACTUARIES’ RECOMMENDATIONS

FOR INSURANCE COMPANY

FINANCIAL  REPORTING

The following pages contain Explanatory Notes, as provided for in Recommendation 1.05, for those
Recommendations for Insurance Company Financial Reporting which are listed overleaf.  These
Explanatory Notes are not binding on any member:  however, it is hoped they will be helpful in ampli-
fying or illustrating the meaning of the Recommendations, at least under certain circumstances.

These Explanatory Notes are the only ones which have been produced by the Committee on Finan-
cial Reporting at this time.  Furthermore, these Explanatory Notes are not necessarily complete in
regard to any Recommendations.  Additional and revised Explanatory Notes will be issued from time
to time.
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PART ONE
INTRODUCTION

1.01 Institute Objectives

Because it is desirable that actuarial information determined by a member for an insurance
company’s financial reporting

a. be properly determined and

b. be fully and clearly disclosed, with no withholding of material information, favourable or
unfavourable;

and because it is desirable that the determination and disclosure

c. be in a form which permits the member’s peers, if his conduct has been challenged, to make a
judgment as to whether his conduct was in accordance with good actuarial practice; and

d. merit the respect of and acceptance by the public and Superintendents of Insurance;

the Council of the Canadian Institute of Actuaries has approved the following Recommendations for
conduct as valuation actuary of an insurance company.
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1.02 Definitions

“1978 Canadian Method”  means the method referred to in subsections 82(4) and 82(7) of the Cana-
dian and British Insurance Companies Act, and subsections 38(4) and 38(7) of the Foreign Insurance
Companies Act.

“1978 Canadian method with Cash Value Floor”  means the 1978 Canadian Method modified by
using a zero withdrawal rate and replacing the amount so calculated by the guaranteed cash value if
higher.

“C.I.A. Recommendations”  means these recommendations.

“CSV shortfall reserve”  means the additional amount established for a policy in the government
statement because its policy benefit liability is less than its guaranteed cash value, or less that zero
where there is no guaranteed cash value.

“Footnoted reserve”  means the amount, required to be shown in the government statement, of an
alternative determination of policy benefit liabilities.

“Government statement”  means the annual financial statement required to be deposited, together
with a report of the valuation actuary, with the Superintendent of Insurance.

“Guaranteed benefits”  means guaranteed:

a. death, endowment, annuity, disability, and health care expense benefits,

b. cash surrender and other non-forfeiture benefits,

c. conversion, renewal and option to purchase insurance rights,

d. settlement options which are not fully self-supporting, and

e. benefits of any other kind under the terms of a policy.

“Insurance company”  does not include a fraternal benefit society.

“Non-guaranteed non-forfeiture benefits”  means non-guaranteed cash values and related non-
forfeiture benefits at the company’s present scale or, alternatively, at a different scale which  is rea-
sonable having regard to the company’s philosophy and its projected operating environment.

“Policy”  is any instrument or plan providing death, disability, accident and sickness, pension, or other
insurance and annuity benefits.

“Policy benefit liabilities”  in the case of a life insurance company means all liabilities related to
policy payments after the valuation date, including those in respect of events which occurred before
the valuation date, but excluding any appropriations of surplus.  “Policy benefit liabilities” in the case
of an insurance company other than a life insurance company means the corresponding liabilities for
non-cancellable accident and sickness insurance, and for claims under accident and sickness insur-
ance (whether non-cancellable or not) payable in instalments.

“Policy payments”  means payment of

f. guaranteed benefits,

g. policyholder dividends,

h. non-guaranteed non-forfeiture benefits,
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i. benefits which have become established concessions, and

j. issue, administrative, and investment expense.

“Policyholder dividends”  means all distributions of surplus to policyholders as dividends or experi-
ence refunds, plus the related transfers to shareholders’ account, at the company’s present scale, or
at a different scale which is reasonable having regard to the company’s philosophy and projected
operating environment.

“Superintendent of Insurance”  means the federal or provincial Superintendent of Insurance having
responsibility for administration of the Act under which the company is registered.

Explanatory Note

It should be noted that the definition of “policy benefit liabilities” is somewhat broader, in connection
with accident and sickness insurance, for a life insurance company than for a non-life insurance
company.

The following items are included in the term “policy benefit liabilities”:

a. basic actuarial liabilities

b. provision for unreported claims

c. provision for dividends in the following year

d. outstanding claims

e. amounts on deposit

f. premiums paid in advance

g. segregated fund liabilities.

These items are appropriate to be included in policy benefit liabilities as they value payments to be
made under policy contracts after the valuation date.  While the valuation of some of the above items
may be accomplished without using “actuarial” techniques, the member is in a position to know whether
the amount is calculated consistently with all  the terms of the policy, and to control the policy records.

Where the member feels it is appropriate for his report not to cover all the policy benefit liabilities, he
should specify which liabilities are covered by the report as described in Section 5.02.
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1.03 Conformity with Recommendations

The member should conform to the C.I.A. Recommendations, except in unforeseen circumstances
which make them inappropriate.  In those circumstances, he should consult with the Committee on
Financial Reporting as soon as is reasonably possible.

Pending advice from the Committee, he should adapt the Recommendations to the circumstances
and, when signing his opinion in accordance with Part 5, may regard the valuation as conforming to
the Recommendations.  The Committee should propose an appropriate change to the Recommenda-
tions if it agrees with the member that they are inappropriate.  Pending action on that proposal by the
Institute, a member who conforms with it is not thereby in breach of these Recommendations if his
conduct is in accordance with good actuarial practice.

The Committee may, upon request, advise a member about the application of the C.I.A.
Recommendations.

Final Approved June 1979
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1.04 Changes

These C.I.A. Recommendations reflect the present state of actuarial practice and the insurance busi-
ness. Institute policy is to change the Recommendations from time to time to take account of ad-
vances in actuarial science, the evolution of the insurance business, and changes in the environment
of that business.  To that end, the Committee should actively seek changes in the Recommendations
and propose them to Council.
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1.05 Explanatory Notes

The Committee on Financial Reporting may distribute Explanatory Notes to the membership.

An Explanatory Note should amplify the C.I.A. Recommendations or illustrate their application, but is
not as such binding on any member.

Final Approved June 1979Final Approved June 1979
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1.06 Documentation

The member may be called upon to justify his work.  He should therefore compile and retain docu-
mentation which enables him to show that he has conformed to the C.I.A. Recommendations.

Explanatory Note

Whenever a member is asked to show that he has conformed to the Recommendations, he will be
required to produce adequate documentation that he has considered the why’s, what’s and how’s of
the task.  This basically means that he will be asked to show that he has verified the data; that he has
considered all the contingent events to be encountered under the various policy types; that he has
provided an explicit assumption for each such event with an appropriate provision for adverse devia-
tions; that he has documented the sources of information used in establishing the appropriate explicit
assumption and whether he has evaluated these assumptions as material or immaterial; that he has
considered the valuation methods to be used as well as any approximations he intended to use or has
used and the relevant tests of materiality of all these items.

The member should have in his file the considerations he has contemplated, the evaluations of these
considerations and the final conclusion reached as a result of all this work.
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1.07 Approximations

An approximation to an assumption or method is acceptable where it reduces the cost of, or improves
the member’s control over, the valuation, but does not materially affect the result.

The member should be able to show that each approximation does not materially increase or de-
crease the policy benefit liabilities or net income.

When the member discloses an assumption or method, he should disclose that which he considers
appropriate, rather than any artificial (but practical) one which he has substituted as an
approximation.

Explanatory Note

There are many methods and approaches to approximations.  It is impossible to include in this note
an all-inclusive list.  Members are referred to the Society of Actuaries study material on valuation
which includes material on approximations.  Mr. E.A. Arnold’s paper in T.S.A. VII, page 366, is the
current reference material on approximations.

Mr. Chambers’ paper presented at the September 29 and 30, 1977 special C.I.A. meeting on financial
reporting entitled “Reserve Calculation Methods” included a section on approximations.

The member should place greater significance on the effect of an approximation when he believes
that (a) the valuation is less conservative as a result of the approximation, (b) the continued use of the
approximation has an increasing or one-sided effect on future valuations.

Generally, the member is free to make greater use of approximations when a company is in a very
sound financial position and all indications are that the future financial position will continue to be
strong.  However, as the strength of the company diminishes, so does the freedom to use
approximations.

The member should review the effect of an approximation the valuation and he should be especially
concerned if the use of an approximation results in the value of liabilities fluctuating from year to year
around the theoretical value.  Such an occurrence would have a severe effect on income in that in one
year, it would produce a small increase in the reserve and, hence, a larger increase in income, whereas
in the following year, there could be a larger increase in reserves and, hence, a smaller income.

There are many examples of cost savings which could be attained through the use of approximations.
One such example would be the use of a single decrement valuation assumption in place of a double
decrement assumption.  Control over a valuation could be enhanced through a model approach as a
method of approximation.  Hence, through the work in establishing a model, a better appreciation of
future trends in the valuation could be obtained.

A member may take two explicit assumptions such as a 5% interest assumption and an annual ad-
ministrative assumption of $Y a year per $1,000 and combine these two assumptions into one ap-
proximate interest assumption of 4%.  Through this action, the member has implied that a 4% interest
assumption approximates two explicit assumptions as stated earlier.

In valuing participating policies, the member may take on of the following approaches:

a. under an explicit approach, the provision for future policyholder dividends is provided through
separate, clear and exact assumptions as to the magnitude and timing of policyholder dividends
in the future, or
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b. he may use an implicit approach by providing for future policyholder dividends through the use
of a set of assumptions at levels that represent net experience after allowance for the dividends
in each like assumption.

This latter implicit approach of providing for dividend liabilities does not represent an approximation.

Final Approved June 1979
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1.08 Materiality

A difference is material if it is significant to a user of the financial statements.  The member should
choose a standard of materiality which will reasonably satisfy each normal user of the financial
statements.

Explanatory Note

A member should consider the following potential users as persons who may rely on a valuation:
(a) federal and provincial government departments, (b) external company users which are repre-
sented by shareholders, financial analysts, industry research bodies, industry organizations, and fi-
nancial and industry newspapers, and (c) internal company users such as management and auditors.

The member should expect that a user may take the published financial statement apart and summa-
rize by the finest breakdown available across all statements.  It is important that such an approach
does not result in material distortions in the final result.  For example, in the Government Statement,
one may assume that the breakdown of actuarial liabilities by line of business is the most refined
breakdown which should be of concern.

Uniform measurements of materiality applicable to these refined breakdowns of actuarial liabilities
are impossible to set.  A member should be satisfied that any user may make an assessment of the
company’s operation within each line of business.  He should feel that the user can use the informa-
tion so provided and derive an interpretation therefrom which in the member’s opinion, would not
require a qualification because of the use of an approximation in determining the actuarial liability for
the line.

In deriving standards of materiality, the member should recognize that appropriate limits depend on
the circumstances of the company and its policies in force.  Consideration could be given to limits
expressed in terms of percentages of liabilities or surplus.  For example, one life insurance auditing
firm suggests that the total effect of all approximations is material if it is more that (a) 1% of the total
actuarial liability or (b) the total surplus is changed by more that 10%.

The member should  consider the total effect of the approximations to be material if he believes that
the net income of the company for the period just ending may become a net loss or vice versa as a
result of the use of an approximation.

In the case of a small company or a small line of business, the member may sue specific dollar
amounts rather than percentage limits.
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PART TWO
VERIFICATION OF DATA

2.01 Familiarity with Procedures

The member should be familiar with the procedures for the administration and accounting of the
company’s policies.

Explanatory Note

While the member must perform his valuation based on the data which is available, he must neverthe-
less satisfy himself as to the appropriateness of this data within the context of the total operations of
the company including:

a. accounting practices;

b. details of obligations to both individual and group policyholders in accordance with contractual
provisions and company operating practices;

c. record keeping system.
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2.02 Establishment of Check Procedures

The member should establish suitable check procedures to verify that the valuation data are consist-
ent with the terms of the contracts, the record keeping system, and the accounting practices, and
make any appropriate corrections.

Explanatory Note

The primary objectives of the consistency checks are consistency of the accounting method used for
recognizing revenue and its application, having regard to the method used for determining actuarial
reserves; and a determination of assumptions for the various contingencies, which adequately reflect
the promises made to policyholders, either written or implied, and the normal practices in selecting
insureds and setting claims.  Check procedures could include:

a. Review of policy forms and operating practices, particularly new forms and practices, and changes
introduced since the last valuation;

b. Review of policy settlement and claims settlement procedures;

c. Sample checks of valuation data against original records and vice versa.

It will usually be necessary to establish separate check programmes for each significant line of
business.

Where check procedures have been established by someone other than the member or his staff, it
should be acceptable to rely on these procedures so long as the member satisfies himself that the
procedures are effective.
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2.03 Reconciliation with Other Data

The member should verify the consistency of the current valuation data with the previous valuation
data, with the financial statements, and with the records of policy movements.

Explanatory Note

The member should satisfy himself that the numbers with which he is dealing make sense.  This
requires the member to turn his attention from policy level detail to the relationships between aggre-
gate figures both within the current valuation procedure and elsewhere.

Examples of the type of comparison which might be made are:

1. Reconciliation of current valuation data with similar data from previous valuations.

2. Reconciliation of valuation data with policy in-force and movement exhibits.

3. Reconciliation to major accounting items, including collected premiums, payments on death,
maturity and surrender, annuity and disability instalment benefits and policyholder dividends.

In comparing current valuation data with similar data from previous valuations, the member usually
assumes that historical trends continue.  Where the member observes a break in an historical pattern
he should satisfy himself that there is a good reason for the deviation and that the impact on his
valuation data is reasonable.
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PART THREE
ASSUMPTIONS FOR A VALUATION

OF
POLICY BENEFIT LIABILITIES

3.01 Appropriateness

Each assumption should be appropriate to the circumstances of the company and the policies in
force.
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3.02 What Assumptions Needed

The member should make an appropriate assumption about each contingency which materially af-
fects the company’s net income for the policies in force over their lifetime.

The member should not make the same assumption for two policies unless he expects that their
experience for that assumption will be similar.

Explanatory Note

We have to distinguish between what actually happens and what is assumed to happen.  The net
income for the policies in force over their lifetime  is determined by what actually happens and is not
determined at all by what is assumed to happen.  The net income for the policies in force in any
particular accounting period  is determined, in part, by what is assumed to happen, because the
assumption determines the policy benefit liability, and the policy benefit liability determines the inci-
dence of net income over the lifetime of the policies.

Consider, for example, the standard ordinary life insurance policy issued at age 35.  The age 40
mortality rate will affect net income over the lifetime of the policy; if the rate is high, net income will be
low, and conversely.  The member should therefore assume a mortality rate for age 40 because the
actual mortality rate for age 40 will affect net income over the lifetime of the policy.  (The age 40
mortality rate will also affect net income during the 6th policy year, but that does not affect the present
point.)

It is impossible for the member not to make some assumption about “each contingency which mate-
rially affects the company’s net income for the policies in force over their lifetime”.  An apparent failure
to make an assumption is really an implicit assumption, usually zero.  For example, the failure to make
a withdrawal rate assumption is really an assumption that the withdrawal rates are zero, which may or
may not be an appropriate assumption.

The member will usually have to make assumptions regarding mortality, morbidity, withdrawal, remar-
riage, interest, issue expenses, administrative expenses and inflation.  In addition, the member should
give due consideration to other events such as the policyowner’s right to renew, convert, purchase
additional insurance or elect special policy provisions (extended term insurance, reduced paid-up,
settlement option, survivor’s and widow’s benefits election) and analyse their effect on the calculated
liability.

Where pertinent to the policies being valued, an assumption will generally be made for each of these
contingent events; in actual practice, however, the member may calculate liabilities disregarding cer-
tain assumptions if the effect on the resulting reserves is not material.  For instance, the member may
choose to ignore withdrawal rates when it does not materially affect reserves.

If two policies, such as a policy issued through normal underwriting and a policy converted from a
group or term contract, are not expected to generate the same future experience, the member should
select different assumptions to the extent that it makes a material difference in the liability.
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3.03 Critical assumptions

The member should give more careful study to those assumptions to which valuation premiums and
policy benefit liabilities are more sensitive.

Explanatory Note

The previous explanatory note (3.02) lists the various contingent events for which the member should
make an assumption.  Depending on the type of policies being valued, certain assumptions will sub-
stantially affect the resulting actuarial reserves while others will not.

The former should be given more careful study and analysis than the latter.

For instance, when valuing term policies, especially yearly renewable term, the member should test
his mortality and inflation assumptions much more carefully than his interest assumption as the latter
will generally have only negligible effects on the term reserves.  For whole life and endowment poli-
cies, the interest assumption will generally be more critical that either the mortality or the expense
assumption.  Annuity reserves will generally be affected by the interest assumption during the accu-
mulation period and by both interest and mortality assumptions during the pay-out period.

For disability reserves, waiting period is a critical assumption for both active and disabled lives (how-
ever, for disabled lives, it is often difficult to reflect precisely.)
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3.04 Change in Assumptions

The member should choose assumptions which are appropriate at the valuation date, except that he
need not change from those of the prior valuation unless the effect of the change is material.  The
member’s standard of materiality should be more rigorous for a change which increases policy benefit
liabilities and less rigorous for a change which decreases them.

The member should not spread the effect of a change in assumption over more than one valuation.

Explanatory Note

The assumptions selected must be appropriate to the total circumstances of the company as these
circumstances are assessed by the member at the valuation date, including expected experience, the
method of valuing assets, statutory constraints on the valuation of policy benefit liabilities, and the
release of surplus.

There are two schools of thought as to the general approach for the selection of assumptions which
are appropriate at the valuation date.

Some feel that the issue assumptions approach (i.e. retaining unchanged the assumptions deter-
mined at issue), with adjustments for deteriorating experience, may be appropriate.

In other circumstances the strictly prospective approach determined at the valuation date (i.e. modify-
ing the assumptions at the valuation date to reflect then current experience) may be appropriate.  For
many companies one approach may be appropriate for certain blocks of business coupled with differ-
ent approaches for other blocks of business.

At least until the subject is developed further, the responsibility for determining the most appropriate
approach or combination of approaches, rests with the member based on his assessment of the total
circumstances of the company.

Where a change in the environment or in emerging experience is occurring in an uncertain manner,
the member may conclude that, based on currently available data, only part of the observed change
should be reflected in the current valuation assumption, and that the balance should be reflected in a
future valuation to the extent that further data develops to confirm the observed change in experience
or environment.  This deferral of part of the change in a valuation assumption may be particularly
appropriate where the change results in a reserve weakening.  Such action is not in violation of the
requirement that the effect of a change in assumption not be spread over more than one valuation.
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3.05 Disclosure of Effect of Change

Where (i) the assumptions differ from those in the prior valuation and (ii) the difference applies to
policies having material policy benefit liabilities at the prior valuation and (iii) the effect of the differ-
ence is material at the valuation, then the proper charge on account of the policy benefit liabilities for
those policies is separated into a regular charge and an unusual charge.  The regular charge is equal
to a.-b., where

a. = the policy benefit liabilities at the  valuation date using the assumptions of either the valuation
or the prior valuation, and

b. = the corresponding liabilities at the prior valuation date.

Where a. and b. are determined using the assumptions of the valuation date, the unusual charge is b.
-bb.  Where a. and b. are determined using the assumptions of the prior valuation date, the unusual
charge is aa. - a., where

aa. = a., but determined using the assumptions of the valuation date, and

bb. = b., but determined using the assumptions of the prior valuation date.

Explanatory Note

The member is responsible for calculating the effect of a change in valuation bases and is concerned
with the treatment of this item in the financial statements insofar as such treatment affects the charge
in the income statement on account of policy benefit liabilities.  Such treatment will be influenced by
the accounting practices adopted for the financial statement.

It will be necessary for the member to determine when a change of basis has in fact taken place and
in this regard, consistent treatment from one year to the next is an overriding concern.

When a net level premium method is used, any change in assumptions which results in a change in
the amount of the net premium and/or the amount of the policy benefit liability for a particular policy at
the same date, would normally be regarded as a change in assumption requiring disclosure if the
effect is material.

In circumstances where a prospective approach to the setting of assumptions is used, there may
however be circumstances where the member may conclude no change of assumptions requiring
disclosure has taken place despite a change in the net premium and/or amount of policy benefit
liability.  For example, if the member uses an n year select period for interest, he may choose to use
the same interest rate for n years from the valuation date at successive valuation dates.  This would
lead to a different net premium since the select period has been extended a further year but the
member may feel in this case that no change has occurred.

Until such time as experience indicates otherwise, this is a matter for the member to determine in
consultation with the company’s accountants, in the light of the total circumstances of the company,
including any statutory constraints, subject always to the maintenance of consistent treatment from
year to year.
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3.06 Construction of Assumptions.

Each assumption is a combination of the expected experience and a provision for adverse deviations.
Although the member uses the combination in calculating the policy benefit liabilities, he should,
wherever feasible, be able to separate the expected experience and the provision for adverse
deviations.

Explanatory Note

The member should be able to separate expected experience and the provision for adverse deviation
for each assumption.  The member will then find it easier to compare expected experience with past
or most likely experience and the provision for adverse deviation with the various criteria enumerated
in 3.09.  Also, the expected experience is needed for the test of reasonableness in Section 3.10 of the
Recommendations.  Sometimes the member will adjust his provision for adverse deviation in a par-
ticular assumption such that the cumulative impact of the margins in each assumption does not be-
come excessive.  Such an adjustment might have to be removed when that particular assumption is
the critical assumption (as defined in 3.03) for certain type of policy.
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3.07 Expected Experience

The member should discuss current and projected company policy with the officers responsible for
investments, underwriting, claims, marketing, pricing, policyholder dividends, and administration.

Where it is indicative, the member should for each assumption study the available recent experience
of the business in force and the most comparable recent published intercompany experience.  The
member should not necessarily assume that expected experience is as favourable as intercompany
experience.  The member should not assume that expected experience is more favourable than
intercompany experience except to the extent he has statistical evidence.
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3.08 Anti-Selection

Where a policyholder may create, prolong, or stop a policy benefit, the member should assume that
policyholders who benefit from doing so will tend to act to the company’s detriment.

Where the company’s reinsurance assumed may be recaptured, the member should assume that a
ceding company who benefits from doing so will tend to act to the accepting company’s detriment.

Explanatory Note

The member should assume that a policyholder will act in a way which could be detrimental to the
company.

In some cases, this could lead to the deterioration of the experience of the company.  When interest
rates are high, for instance, policyholders will generally tend to increase their policy loans for policies
where the policy loan interest rate cannot be adjusted upward.  This leads to lower yields than other-
wise available or, worse still, disinvestments when the market value of assets is low.

In other cases, anti-selection could prolong or terminate a policy benefit.  If interest rates decrease
and/or mortality improves, guaranteed settlement option could become a substantial benefit to policy-
holders and their beneficiaries and be more full utilized.  Similarly, if expense rates continue to in-
crease, guaranteed premiums on term policies, particularly yearly renewable term, could become
such an attractive bargain that policyholders will not be inclined to lapse their policies.  On the other
hand, improved mortality and higher interest rates could lead to lower new premium rates; healthy
policyholders would then be induced to replace their current policies with a new one from the same or
possibly different company.  The original block of policies could then be left with slightly substandard
lives and experience worse than average mortality.
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3.09 Provision for Adverse Deviations.

It is not possible to determine expected experience with complete confidence.  Actual experience may
be better or worse than expected experience.  The member should therefore

a. always make some provision for adverse deviations in each assumption, but the cumulative
effect of all provisions should be reasonable.

b. make a provision which increases policy benefit liabilities.

c. make a larger provision (compared to the expected experience) where

i. he is less confident of the expected experience,

ii. he is using an approximation with less precision,

iii. the event assumed is farther in the future, or

iv. the event assumed is more subject to statistical fluctuations,

and a smaller provision when the opposite is true.

d. subject to c., make a provision which is consistent among generations of policies and consistent
among lines of business

The provision for a participating policy may be less than the provision for a comparable non-participat-
ing policy by an amount which depends on:

e. the size of the policyholder dividends, and

f. how readily the company will adapt its dividend scale to changing conditions.

The provision in the company’s assumption for premium rates is not necessarily appropriate for the
valuation.

The member should not make provision in the policy benefit liabilities for abnormal adverse deviations
from expected experience, for catastrophic events, or for major unexpected alterations in mortality or
morbidity.

Explanatory Note

Cumulative Effect:   In determining various assumptions relating to mortality, interest, withdrawal,
etc., each assumption will be determined separately.  For this purpose the expected experience will
be assessed and some margins will be maintained to allow for possible deviations.  The effect of
these margins should be to increase the policy benefit liability.

It is not expected that the adverse deviations under all  assumptions will take place simultaneously so
that, if set separately, the total of all the margins could be excessive.  The cumulative impact of the
margins could be ascertained by calculating the excess of the actuarial liability using a most favour-
able basis for each assumption over the actuarial liability using a least favourable basis for each
assumption.  If this excess is considered to be unreasonably high, margins for deviations should be
used that are less conservative than the least favourable levels and which are compatible for the
combination of assumptions.

Increase in Liability:   It is generally expected that the use of margins in various assumptions will
produce an increase in the actuarial liability.  However, in certain situations the effect may not be in the
same direction for various ranges of age duration, etc.  Such situations could arise for:
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a. Mortality table margins, where the slope of the mortality curve determines the reserve level.
This can be seen from the reserve formula for a whole life policy, i.e.

tVx = 1       äx + t

                   äx

If the margins for ages between ages x and (x+t) were more than the margins for ages after x+t,
the ratio of the annuity values could increase, resulting in a decrease in reserves.

b. Decreasing interest assumptions for annual premium policies.  The variations in the interest
rates could result in the ratio of the annuity value in the above formula being increased and
hence in reducing the reserve.

Care must be exercised therefore in establishing margins for any policy group so as to recognize the
group’s characteristics and ensure that, overall, the liability is increased.

Size of Provision:   In determining the size of the provisions, the member should use an “Expanding
Funnel of Doubt”, the vertex representing the point of certainty, i.e. the valuation date, and base
representing the range of possible variations in the future.  The widening of the base could arise under
a variety of circumstances as follows:

1. The experience of the block of policies under consideration may be difficult to predict because
of small size, new product type, etc.  This could be especially applicable to a small company.
The size of the provisions would then depend on its retention limits.

2. Various elements in the valuation become more difficult to estimate as one moves further into
the future.  This is particularly so for interest and expenses.  Thus for single premium or paid-up
policies, the reinvestment of future interest and future expenses assumes great importance.
Predicting the assumptions over longer periods would need increased margins, whereas the
assumptions applicable to shorter periods could be ascertained with a reasonable degree of
confidence.  Accordingly, the future average life of the block of business must be taken into
account in determining the margins in the various assumptions.

3. For benefits which have been introduced in the recent past, availability of a firm statistical base
is likely to be difficult.  Similar situations will arise when the group of policyholders is non-
homogeneous as different classes and benefits may be required to be grouped because of
small volumes.  Even the intercompany statistics available may not be broad enough.  Under
these circumstances, substantial margins may be required to be retained in the assumptions.
These would, of course, be reviewed as increased intercompany and company data became
available.

Consistency Among Generations :  The assumptions chosen for a particular generation of policies,
in conjunction with the reserving method used, will determine the incidence of income from that gen-
eration.  Conservative assumptions will tend to defer profit to later years while more liberal assump-
tions will advance the flow of profits to earlier years.  The member should introduce the same degree
of conservatism in the various assumptions selected for each generation of policies and, if possible
and practical, use the same reserving method so that the emerging income for one generation of
policies is not materially inconsistent with that of any other generation.

Participating vs. Non-participating:   For two policies which are similar in nature except that one is
non-participating and the other is participating, considerations in the choice of the margins in the
various assumptions will be similar.

For participating policies, however, the sensitivity of the dividend scale, to changing conditions and
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the magnitude of the dividends will be additional factors to be taken into account in determining the
size of the margins.  To the extent a change in experience can be reflected quickly in the dividend
scale, the need for the margin will be reduced.  If the review and/or change of the scale is infrequent
or limited by the size of the dividends, the cushion available to absorb the adverse deviations will be
reduced.

Since such a cushion will not be available for the non-participating policy, the margins retained for
such a policy should not be less than the corresponding margins retained for a participating policy.

In determining a provision for adverse deviations, group policies providing for experience rating re-
funds or dividends should be considered as a special category where the refund of experience profits
may tend to reduce the cushion available for absorbing the adverse deviations.

Scope of Margins:   The various margins are intended to cover variations around the mean statistical
base as well as the movement in the mean itself over the period of years.  For example, the mortality
table represents the expected mortality rates in the future.  The mortality rate for any age can be
considered to be the mean of a range of rates applicable to the age.  The margins will then provide for
the variation of the rate around the mean.  However, secular changes in mortality would tend to affect
the mean mortality rate itself, e.g. secular improvement in mortality rates to be considered for annui-
ties.  The chosen margins thus should deal with the movement of the mean as well.

The purpose of these margins is not to make a provision for catastrophic occurrences such as mass
surrender of contracts, massive deaths due to war or earthquakes, effect of epidemics on mortality
and disability, etc.  Since such events cannot be statistically estimated they do not form a part of the
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actuarial liability.  The member may assume that the losses caused by such events would either be
covered by the surplus retained by the company or through governmental action.

3.10 Test of Reasonableness

From time to time the member should test the reasonableness of his assumptions by projections of
profits of representative policies.

The assumptions are not reasonable to the extent that projected profits:

a. are negative for any year (other than at issue), or

b. are a consistently decreasing proportion of the concomitant premiums, investment return, or
some other element of income or outgo which is a reasonable base, or

c. are unstable year-by-year.

Explanatory Note

In testing the reasonableness of his assumptions, the member might consider a projection of future
profits using the expected “no margin” assumptions in the following manner:

a. current and projected policy benefit liabilities are those calculated from the member’s
assumptions and method,

b. on the opening day of the projection, the assets supporting the policy equal its policy benefit
liability,

c. projected profits are in accordance with expected experience (i.e. ignoring provision for adverse
deviations).

Profits so generated should:

d. always be zero or positive after the first policy year,

e. trend fairly well, and

f. increase (or at least remain level) with duration relative to some appropriate measure of in
force.

This is a test of the assumptions prior to performing the valuation itself.  Not every policy needs to be
tested as this would be much too expensive but the test should rather be applied against a few
policies in each class (major plan group and valuation basis).  Failure to meet the test indicates that
the assumptions are inappropriate while satisfying the test does not in itself mean that the assump-
tions are necessarily appropriate or that the resulting reserves should be used.

When analysing the results of the test, the member should consider the concept of materiality.  For
instance, a slight decrease in the unit profit at a few durations in the future should not be construed as
a failure of the test.

Where high renewal commissions are paid under a policy, the reserve held should include the value of
such commissions yet to be paid; otherwise, the test in a. may not be met.

In lieu of this profit projection, the member may be able to demonstrate the reasonableness of his
assumptions through an algebraic calculation.

The provision for income tax can be difficult to calculate since the income tax basis in some territories
is exceptionally complex.  Also the timing and amount of income tax generated  by a block of business
can be independent of the annual profit of such business.
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The calculations performed for this test should be retained as part of the documentation required by
Section 1.06.

3.11 Investment Return

The member should base his investment rate of return on:

a. the method of reporting investment return and valuing assets in the government statement and

b. the method by which he expects the company to allocate investment return and explicitly or
implicitly to allocate assets among classes of policies.

The investment rate of return for a class of policies depends on:

c. the projected rate of return on its assets at the valuation date

d. where cash flow is expected to be positive, the expected new money rate of return on its assets
acquired after the valuation date,

e. where cash flow is expected to be negative, the expected capital gains or losses on its assets
disposed of after the valuation date,

f. its expected investment tax rates,

g. its expected investment expense rates,

i. its expected losses from default, and

j. the provision for adverse deviations.

For new money investment rates, the member should make a provision for adverse deviations which
reflects the fact that no one can with any confidence predict new money rates beyond a short time
following the valuation date.

In the case of a participating policy, provision for adverse deviations should reflect the company’s
ability and willingness promptly to compensate for an adverse deviation by a reduction in policyholder
dividend scales.

The member should assume that borrowers who benefit from doing so will tend to exercise their
contractual options to the company’s detriment.

Where the projection of cash flow requires a projection of new business, the member should not,
unless he has an explicit reason to do so, assume a change in its recent composition or rate of growth
which reduces the policy benefit liabilities.

The member need not verify the existence and the ownership of the assets owned at the valuation
date.  He should, however, base his assumption upon their characteristics and his appraisal of their
quality.

Explanatory Note

Allocation of Assets:   The determination of the investment rate of return to be used in valuing a
company’s liabilities must recognize the earning power of the assets which are required to support the
liabilities.  As the type of asset required varies by type of liability a separate assumption for the
investment rate of return will be made for policy groups.

The grouping of policies is dependent upon the company’s practice for allocating its investment return
to satisfy the matching requirements underlying its gross premium, benefit and dividend structures.
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The criteria for matching would involve type of product, term of coverage, investment strategy and
contractual requirements such as policy loans.  The allocation of assets and investment return might
be explicit or implicit.

New money products are an example of a policy group requiring an allocation of investment return.
These products have reflected new money rates rather than average rates and have been supported
by investments which specifically recognize the contractual liability, e.g. short term mortgages for
guaranteed interest type contracts and longer term mortgages for immediate annuity contracts.

The actuary must satisfy himself that the allocation of investment return for valuation purposes is
appropriate for the liabilities being valued.  This consideration would require a review of the nature
and quality of the assets allocated as to their appropriateness in matching liabilities.  For example,
mortgages with their payment of interest and principal are particularly suited to immediate annuity
liabilities.

Expected Rate:  The assumption for the investment rate of return will be a combination of an
expected rate and a provision for adverse deviations.

The starting point for the expected rate would be the current investment rate of return being earned on
the allocated assets as derived from values employed in the government statement in recognition of
the fact that the liabilities form part of the balance sheet of the company for which the value of assets
has been specified by law.  This approach recognizes that the balance sheet is in effect the valuing of
investment income on the asset side and the valuing of income and outgo on the liability side.  The
rate at which these items are valued must therefore be consistent for a logical balance sheet
presentation.

The investment income used in calculating the expected rate includes capital gains and losses, both
realized and unrealized, as allowed in the government statement for which the valuation is being
made.  This income would be reduced for investment expenses, investment taxes and depreciation
allowances on real estate, but not for company income taxes.  (In practice the investment rate may be
reduced for income taxes as a simplifying calculation device when income tax is primarily a function
of investment income.)

An adjustment to the current rate should be considered so as to reflect any possible changes in the
future in the investment income rates of the present portfolio, expenses and taxes.  The consideration
of future investment income would involve the levels of capital gains and losses and the dividend rate
on equities.  Adjustment for the expenses and taxes should recognize inflationary conditions and be
consistent with policy expense assumptions being made for valuation purposes.

The current rate, adjusted as above if necessary, is a suitable expected rate for a policy group if the
asset cash flow (principal and interest) and liability cash flow (policy income and disbursement) are
suitably matched.  Should these flows be significantly different recognition must be given to reinvest-
ment (assets shorter than liabilities) and disinvestment (assets longer than liabilities) situations.  (So-
ciety of Actuaries’ Study Note 79-12-76 may be referred to for background in this area.)

For the reinvestment circumstances an investment rate for the future must be assumed and this
should be conservative reflecting long term underlying interest rate trends, e.g. a rate applicable in 10
or 15 years might be 4%, being a 3% underlying rate and a 1% reflection for inflation.  For the
disinvestment circumstance the possibility of capital losses should be assessed and if such losses are
likely the investment rate of return should be reduced accordingly.  It would be conservative to not
make any adjustment for future possible capital gains.
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Adverse Deviation Provision:   The provision for adverse deviations should cover the possibility of
default on the assets, the nature of options against the company (under both assets and policy con-
tracts), the uncertainty of future investment rates, and the company’s philosophy for policy dividend
scales.

The risk of default would be a function of the quality of the assets, their term, and economic condi-
tions.  To the extent possible historical rates of default should be reflected but judgment would be
required to assess the appropriateness of historical rates in looking to the future.  If adequate data is
not available, or is suspect, an assumption should be made as to the possible loss of income and this
loss should be reflected in the investment rate of return.

It is prudent to assume that selections of options will tend to be against the company for both options
under investments and options on policy contracts.  On the policy contract side policy loan provisions
will be more fully utilized when interest rates are high and attractive settlement options provisions will
be used if interest rates are low.  On the asset side repayment options will be exercised when to the
borrower’s advantage.  Such actions may lengthen the term of liability or shorten the term of assets
and therefore need to be recognized in deriving the investment rate of return.

The examination of cash flows referred to above will indicate if assumptions of future new investment
rates are necessary.  Provision should be made for the possibility of investing positive cash flows at
lower rates than on current new investments and the possibility of experiencing capital losses on
disinvestment.  The provision will be more conservative as the time of investment is assumed to be
further in the future.  For example, for investments to be made ten or more years in the future for a
non-participating policy group the rate of interest could be taken as one-half the present new invest-
ment rate but be limited to not less than 4% or more than 5%; while for investments within the next ten
years the rate could be derived by interpolating between the current rate and that applicable after 10
years.

For participating policies any adjustment to provide for adverse deviations should reflect the compa-
ny’s ability and willingness to react to changing conditions in its dividend scale.  The company’s past
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actions and present dividend philosophy would indicate the extent to which dividends could be em-
ployed to absorb adverse deviations.  Assuming a good reaction capability, the assumed level of
future new investment rates would be equal to a “critical rate of investment return”, i.e. the highest rate
of investment return to which the earned rate must fall before the dividend scale would be significantly
reduced below the scale contemplated in the valuation.

3.12 Expenses

The member should make assumptions for the rate of (i) investment expense, (ii) issue expense, and
(iii) administrative expense.

Investment expense is the expense allocable to the investment and safekeeping of  assets.

Issue expense is expense incurred for the production of new business: i.e. the sum of:

a. the expense payable at and after issue as a direct result of the issue of policies, and

b. the expense payable before issue which directly results in the issue of policies.

Administrative expense is the expense allocable to the maintenance and servicing of policies, includ-
ing premium taxes and charges for licenses and government supervision, but excluding investment
expense and issue expense.

In determining the policy benefit liabilities the member should not take account of the other types of
expense which the company incurs.

In making the investment and administrative expense assumption, the member should assume:

c. that a company which is, which intends to remain, and which can remain, open to new business
continues as such,

d. that a company which is closed to new business continues as such and as a going concern until
such time as it is desirable and practical to reinsure the policies in force, or to amalgamate the
company into another company,

e. in any other case that the company presently becomes closed to new business, incurs transi-
tional administrative expenses during a period of retrenchment, and thereafter operates as in d.

Explanatory Note

For valuation purposes, the determination and review of expense factors applicable to each policy
group should be made by the member as part of the process of selecting reserve assumptions appro-
priate to the circumstances of the particular company.

For purposes of the reserving process, most regularly incurred expenses of a life insurance company
may be considered as being divided into three components:  investment expenses, administrative
expenses and issue expenses.  Not all expenses, however, need fall into one of these categories.  For
instance, rate book development costs might not be included in the definition of issue expenses or
administrative expenses.

Investment Expense

Investment expenses represent regularly incurred expenses associate with acquiring, servicing and
disposing of investments.

They are not limited to direct expenses of the investment department, but also include related indirect
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expenses such as employee benefit costs and a fair share of overhead expenses such as the cost of
the personnel department.

Some jurisdictions have introduced an income tax based on investment income or a derivation thereof.
Such tax should be treated as a direct investment expense.

Administrative Expenses

Administrative expenses represent regularly incurred expenses associated with the servicing of poli-
cies in force such as premium collection costs.  As with investment expenses, they should include
indirect expenses and a fair share of overhead expenses.

A capital expenditure, such as the purchase of a new computer, is not to be treated as an expense in
the year of purchase but should be appropriately depreciated over a number of years.

Unusual expenses, such as start-up costs for a subsidiary company, need not be considered in the
reserving process.

When the income tax is based on the profit of the company, the member should be aware that future
taxable income may exceed future statutory profit in such a situation, the income tax should be treated
as an administrative expense.

Issue Expenses

For valuation purposes, the definition of issue expenses will usually be more restrictive than for
ratemaking purposes.  The member should consider only those costs that vary with the production of
new business.  To be treated as an issue expense, there must be a cause-and-effect relationship
between the expense and the production of new business, i.e. issue expenses generate new busi-
ness and new business generates issue expenses.

For instance, expenses such as research studies and rate book development costs should not be
considered issue expenses.

Subject to the above, for a company operating on the branch office systems, issue expense could
include all or part of the following depending on the circumstances of the company:

First Year Commission and Bonuses
Some Heaped Renewal Commissions
Agency Convention Costs
Agency Manager Salaries
Regional Manager and Head Office Sales Supervisory
Executive Salaries
Agent Support Costs (e.g. Proposals)
Out-of-Pocket Underwriting Expenses (e.g. Inspection Report Fees)
Head Office and Field Underwriting Staff Salaries
Policy Issue Staff Salaries
Expense Related to the above expenses (e.g. Rent and Fringe Benefits)

For a company selling by mail order, some issue expense is incurred before issue:

Out-of-Pocket Expense for “Rental” of Mailing List
Cost of Mail Order Campaign

The member should make a provision for adverse deviations in issue expense which is:
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a. negative for expense payable at or before issue,

b. positive for expense payable after issue, and

c. negative in the aggregate.

The provision for adverse deviations in issue expense should be negative in the aggregate because it
is conservative to defer less rather than more expense.  This is especially the case with expense
which is payable at or before issue:

Sales Support Expenses
Underwriting Expenses
Expenses of a Mail Order Campaign
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However, the provision for adverse deviations for issue expense payable after issue should be posi-
tive.  For example, the member should assume:

Agency termination rates less than expected if renewal commissions are not vested.

Fringe benefits more than expected in connection with renewal commissions.
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3.13 Inflation Rate and Investment Return Rate

It is said that the new money investment return rate tends to be correlated with the inflation rate.  The
member should not adopt that theory for a policy whose policy benefit liabilities appear to him to be
more sensitive to the inflation rate assumption than to the investment return rate assumption; he
should assume that inflation continues indefinitely.

PART FOUR

METHODS FOR A VALUATION OF
POLICY BENEFIT LIABILITIES

4.01 Policy Benefit Liabilities to be Determined

The member should determine the policy benefit liabilities for all the policy payments after the valua-
tion date for the policies then in force.

4.02 Change in Method

Section 3.05  applies, mutatis mutandis, to methods.

4.03 Consistent Emergence of Income

The member should reflect any similarity between two classes or generations of policies in his
methods for those classes or generations.

4.04 Matured Policy Benefit Liabilities

The policy benefit liability for each policy payment resulting from events occurring before the valuation
date is equal to its present value at the valuation date, including any interest guaranteed or expected
to be credited to it, and including administrative expense, excluding the reinsured portion.

4.05 Acceptable Methods

The member may determine the policy benefit liability by any method in accordance with law and
good actuarial practice.

4.06 Unmatured Policy Benefit Liabilities

The remaining sections of this part describe the determination of the policy benefit liability for each
policy payment resulting from contingencies occurring after the valuation date where the determina-
tion is made by the 1978 Canadian Method or by the net level premium method.

4.07 Gross Premiums Not Fixed

Where the gross premiums payable after the valuation date are not fixed by the terms of the policy,
the member should assume a scale of gross premiums which makes provision for adverse deviations.

4.08 Non-Participating Policy

The policy benefit liability for a non-participating policy is the present value at the valuation date of
a.-b.-c., where

a. = its policy payments after the valuation date

b. = its valuation premiums, if any, payable after the valuation date
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c. = its reinsurance deduction , if any.

N.B. The Explanatory Notes appear at the end of 4.14.

4.09 Valuation Premium

A policy has a valuation premium for each of its gross premiums.  The valuation premium is the lesser
of (i) the gross premium and (ii) the sum of four component valuation premiums:

a. A valuation premium for guaranteed benefits, whose present value at issue equals the present
value at issue of those benefits.

b. A valuation premium for non-guaranteed non-forfeiture benefits and for benefits which have
become established concessions, whose present value at issue equals the present value at
issue of those benefits.

c. A valuation premium for issue expense, whose present value at issue equals the present value
at issue of the lesser of (i) the issue expense and (ii) the maximum issue expense which may be
deferred under applicable legislation, and

d. A valuation premium for administrative expense whose present value at issue is equal to the
present value at issue of that expense,

using the assumptions used for the determination in section 4.08.

The ratio of each component valuation premium to the gross premium is constant, except that the
valuation premium for issue expense is zero for each gross premium payable during the first policy
year.

The valuation premium for issue expenses is zero for the net level premium method.

4.10 Statutory Proviso

A policy’s administrative expense, non-guaranteed non-forfeiture benefits, and benefits which have
become established concessions should be ignored where their effect is to decrease its policy benefit
liability.

4.11 Participating Policy - Minimum Policy Benefit Liability

The minimum policy benefit liability for a participating policy is the liability determined by (i) the method
in section 4.08, but ignoring policyholder dividends, and (ii) assumptions appropriate to a comparable
non-participating policy having the same gross premiums and policy payments but no policyholder
dividends

4.12 Participating Policy - Gross Policy Benefit Liability

The gross policy benefit liability for a participating policy is the liability determined by (i) the method in
section 4.08, taking account of policyholder dividends, reduced as provided below, and using gross
premiums as valuation premiums, and (ii) assumptions appropriate to a participating policy.

The policyholder dividends are reduced by the portion thereof provided by a., b., and c., where

a. is the net investment earnings in the participating branch other than those assumed in determin-
ing the policy benefit liabilities

Final Approved June 1979



40

b. is the net income from benefits in the participating branch for which no specific policyholder
dividend is determined, and

c. is amounts in other branches.

4.13 Participating Policies - Total Policy Benefit Liabilities

The total policy benefit liability for participating policies is the greater of a. and b., where

a. = the aggregate of their minimum policy benefit liabilities, and

b. =  the aggregate of their gross policy benefit liabilities.

An alternative, where b. exceeds a., is that the total policy benefit liability is a. and the excess of
b. over a. is disclosed as an additional provision for policyholder dividends in the government state-
ment and in any published financial statements.
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4.14 CSV Shortfall Reserve

In calculating the CSV shortfall reserve, the member should treat any benefit within the policy as a
separate policy if that benefit is separable at the policyholder’s option.

Explanatory Notes  Part 4

Introduction

Sections 4.07 through 4.12 describe a method which may be used by the member to determine the
policy benefit liability.  The method is consistent with good actuarial practice and the law.

Section 4.05 permits use of methods other than the method described in the recommendations, pro-
vided that the alternative method is also in accordance with good actuarial practice and the law.

Alternative methods which meet these requirements and which conform with the recommendations in
all respects except method will be considered to conform with the recommendations and in such
cases the member is not required to consult with the Committee on Financial Reporting under
section 1.03.

However, where alternative methods are used, the member is strongly urged to submit a description
of the method to the Committee for information purposes.

Good Actuarial Practice

Section 1.01 of the Recommendations states as an Institute objective that the actuarial information
determined for insurance company financial reporting should be “fully and clearly disclosed, with no
withholding of material information, favourable or unfavourable”.

Financial reports produced by insurance companies are generally intended to satisfy, among other
things, one or more of the following objectives:

1. to disclose the cumulative net worth of the company at the end of a particular time period

2. to disclose the change in the net worth of the company that is related to the income received in
a particular time period

3. to demonstrate compliance with statutory solvency requirements at a particular point in time.

Objective 1) is met through presentation of a balance sheet which discloses all  of the assets and
liabilities of the company at a particular point in time.

Objective 2) is met by presentation of an income statement which shows the income received in the
current time period and matches  this income against the past, current or future time period payments
which this income is intended to fund.

Objective 3) is met by presentation of a statement which discloses liabilities which are at least equal
to the statutory minimums and assets whose value exceeds the liabilities and otherwise meet statu-
tory requirements.  This statement may be the balance sheet which discloses all of the assets and
liabilities of the company or simply an unbalanced statement of assets and liabilities such as that
required of British and foreign insurance companies under relevant Insurance Acts.

Given the Institute objectives stated earlier and their financial reporting objectives, good actuarial
practice requires that...

i. the policy benefit liabilities shown in the balance sheet of any financial report take into consid-
eration all future payments which are to be funded from income received prior to the date of the
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report.

ii. the income statement shown in any financial statement reflect a proper matching of income to
the past, present or future policy payments such income is intended to fund.

iii. that the actuarial liabilities shown in any statement intended to demonstrate compliance with
statutory solvency requirements be in accordance with the applicable law and take into consid-
eration all future payments as in i).

General Comments on Method

The method described in the Recommendations uses a conventional present value of future pay-
ments less present value of future income prospective valuation concept to determine the policy
benefit liability at any point in time.

In accordance with good actuarial practice the method considers all  future payments to be made
under the policy after the valuation date.  The future payments to be considered can be sub-divided as
follows:

GB = guaranteed benefits
NGBC = non-guaranteed non-forfeiture benefits and concessions which have become established

practice
ISE = issue expense
AE = administrative expenses
IN =  investment expenses
PD = policyholder dividends

These are defined in Section 1.02 as “policy payments”.  It should be noted that the recommendations
use the term “policy benefit liability” to describe the reserve to be shown in the financial report.

The policy payments are assumed to be funded as follow:

1. Policy payments GB, NGBC, ISE, and AE are each assumed to be funded by a separate com-
ponent valuation premium.  At issue, the present value of each component valuation premium
equals the present value of its related policy payment, except that, to meet statutory require-
ments, the present value at issue of the component valuation premium for issue expenses
cannot exceed the maximum issue expense which may be deferred under applicable
legislation.

Each component valuation premium is a constant percentage of the gross premium except that
the component valuation premium for issue expense is 0 in the first policy year after issue.

For certain statutory purposes the policy benefit liability is required to be determined on a net
level premium basis.  In such cases the component valuation premium for issue expenses is
zero for all policy years.

For all purposes, the assumptions to be used in calculating the component valuation premiums
should be the same as those used to determine the policy benefit liability itself.

2. Investment expenses are provided for through  use of a net expense use of a net after expense
interest rate in all present value calculations.  As a result, a specific policy payment for invest-
ment income and a specific source of income to provide for investment expenses is not
recognized in the valuation.

3. Policyholder dividends are assumed to be funded from the following sources of income.
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a. the excess of the gross premium over the sum of the component valuation premiums, if any,
and

b. the release of margins for adverse deviations included in the basic valuation assumptions,
and

c. sources of income not recognized in the valuation as future income,

d. an additional provision for policyholder dividends disclosed in the financial report which is
not included in the policy benefit liabilities.

Sections 4.08 and 4.09 - Non-Participating Policy

The policy benefit liability for a non-participating policy is defined in Section 4.08 as the excess of the
present value of the future policy payments over the present value of future valuation premiums less
the present value of the reinsurance deduction.

The policy payments for a non-participating policy are those defined previously as GB, NGBC, ISE
and AE.  Note, where a non-participating policy provides for experience refunds or other distributions
of profits or surplus to policyholders, such policies should be valued as if they were participating
policies.

Section 4.09 defines the valuation premiums to be considered.  Each gross premium payable under
the policy has a corresponding valuation premium equal to the lesser of (i) the gross premium itself
and (ii) the sum of the component valuation premiums for policy benefits GB, NGBC, ISE and AE as
described earlier.

The valuation premiums are assumed to be payable at the same time as the corresponding gross
premiums.  The value of the valuation premium is limited to the gross premium since use of valuation
premiums which exceed the gross premium would imply that part of future benefits are to be provided
from a non-existent future source of income.  This is contrary to good actuarial practice and the law.

The policy payments and valuation premiums described above have not been adjusted to reflect the
portion of policy payments which are to be funded through a reinsurance agreement or the expenses
associated with such agreements.  The excess of the portion of policy payment to be funded through
reinsurance agreements over the expenses of purchasing such reinsurance is equal to the
reinsurance deduction.

Section 4.10

The Canadian and British Insurance Companies Act and the Foreign Insurance Companies Act re-
quire reserves to be established which at least provide for the “unmatured obligations” under the
terms of policies in force in the company.

The term “unmatured obligations” is not defined in the Acts.  However, in law an “obligation” is binding.
Therefore the term “unmatured obligation” means the portion of the future policy payments that are
guaranteed benefits.

For a non-par policy the statutory minimum reserve is equal to the present value of the sum of the
component valuation premiums for guaranteed benefits (GB) and issues expenses (ISE).

In some situations the present value of administrative expenses (AE), non-guaranteed non-forfeiture
benefits and concessions (NGBC) may be less than the present value of the component valuation
premiums related to these policy payments.  The policy benefit liability for a non-participating policy
will therefore be less than the statutory minimum reserve.  In such cases to comply with the law the
member is required to ignore administrative expenses, concessions and non-guaranteed non-forfei-
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ture benefits in determining the policy benefit liability.

Sections 4.11, 4.12 and 4.13 Participating Policy

Sections 4.11, 4.12 and 4.13 describe the method to be used to determine the policy benefit liability
for a participating policy.

The method is in most respects comparable to the method described earlier for non-participating
policies.  It differs primarily to reflect differences in the characteristics of the policyholder dividends as
compared to other forms of policy payments.

Policy payments which are not policyholder dividends generally involve a commitment by the com-
pany to provide a specific benefit or service at a known or unknown but determinable future date.  The
future value of the benefit or service to be provided is known or can be determined.  Except in the case
of non-guaranteed non-forfeiture benefits the future value of non-policyholder dividend payments will
not be significantly affected by actual experience.

Policyholder dividends, on the other hand, represent a commitment by the company to return the
portion of income which, on the basis of actual past experience, was not required to provide for past
or future non-policyholder dividend policy payments or to provide for the surplus needs of the partici-
pating branch of the company (note - policyholder dividends are defined in Section 1.02 as including
transfers to the shareholders account for stock companies).  The future value of the policyholder
dividends is not known in advance except through projections of future experience.  Actual dividends
paid will be significantly affected by future experience.

The specific nature of the company’s commitment to provide future non-policyholder dividend policy
payments requires the company to use assumptions which include reasonable margins for adverse
deviations in determining the present value of such payments for purposes of calculating the gross
premiums and the policy benefit liability related to such payments.  That is, the nature of the policy
payment leads to a need for margins for adverse deviations.

The reverse is true for policyholder dividends.  Part or all of policyholder dividends are funded from
income generated by release of the margins for adverse deviation which are not actually required to
provide for other policy payments.  That is, the need for margins for adverse deviation leads to a need
for policyholder dividends.

Non-policyholder dividend policy payments are funded by part of the gross premium for the policy
together with the investment income considered in the valuation assumptions.

Part of policyholder dividends may, however, be funded by sources of income other than the gross
premiums or sources which are considered through the valuation assumptions.  Examples of such
sources of income are...

i. profits on non-participating policies which are to be distributed to participating policyholders,

ii. investment income on surplus which is to be distributed to participating policyholders

iii. earnings on supplementary benefits such as an accidental death benefit or a waiver of premium
benefit for which no specific dividend is to be provided, where these profits are to be distributed
as part of the dividends paid on the base policy to which such benefits are usually attached.

Good actuarial practice requires that all policy payments be considered in determining the policy
benefit liability.  Given that the company’s commitment to provide policyholder dividends is limited to
a return of whatever portion of current income is not required to fund other policy payments, it can be
argued that policyholder dividends should be ignored in determining the policy benefit liability.  That is,
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since the dividends will be paid out of whatever margins are not, in fact, required to provide for other
policy payments, a valuation which makes no specific provision for dividends is sufficient to satisfy
good actuarial practice and to provide full disclosure of policy benefit liabilities for financial reporting
purposes.

However, the company’s actual policyholder dividend distributions during a given time period may not,
in fact, correspond with the margins for adverse deviation actually released during this period.

Where actual dividends paid exceed the margins released during the period and this result reflects a
continuing policy of the company, net worth and current period changes in net worth may be distorted.
In such cases the Institute objective that the actual information determined be fully and clearly dis-
closed requires that policyholder dividends be considered in the method, and that the effect of this
company policy on current and future net worth be disclosed.

There may also be a concern where actual dividends paid are less than the margins released during
the period.  For many companies, the excess of the margin released over the dividend paid may be
intended as a permanent addition to the net worth of the company.

Other companies follow what might be called a temporary surplus approach.  During the first twenty or
thirty years of a policy’s lifetime a portion of the margins released is deliberately held back from the
dividend distribution.  However, at later durations the amount held back may be returned in part as an
addition to dividends and at all durations the amount held back is returned to terminating
policyholders as a termination dividend.

The amount temporarily withheld forms part of the surplus of the company and is used to finance new
business strain, to ride out temporary drops in asset values, to smooth out temporary fluctuations in
experience and to meet statutory solvency requirements as they relate to surplus.  Certain mutual
insurance companies which issue only participating contracts derive substantially all of their surplus
by temporarily withholding a part of the current income not required to meet non-policyholder dividend
policy payments.

Use of this approach by growing companies usually implies that part of the current margins released
into income are not distributed as current policyholder dividends.

In such cases, good actuarial practice requires that the effect of the company’s dividend distribution
philosophy be reflected in its financial reports to avoid a misleading statement of the company’s net
worth.  That is, the portion of the surplus that is considered to be “temporary surplus” should be
disclosed.

In summary, where a company’s dividend distribution philosophy is to provide policyholder dividends
in a current period which are different from the income generated by release of the margins for ad-
verse deviation during that period and other sources of income generated during that period, good
actuarial practice requires that the effect of the company’s dividend distribution philosophy upon
cumulative and current period net worth, be disclosed.

The recommendations translate good actuarial practice into a method which is as follows...

Section 4.11 requires the member to calculate a policy benefit liability

i. using the method described for non-participating policies,

ii. ignoring policyholder dividends

iii. using assumptions appropriate to a comparable non-participating policy having the same gross
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premiums and policy payments except that no policyholder dividends are provided.

This reserve is called the “minimum policy benefit liability”.  It is consistent with the theory that (i) the
policyholder dividends to be paid in each period will be funded by the income generated by the por-
tions of the margins for adverse deviation that are released during that period and the other sources
of income for that period and (ii) the company’s dividend distribution philosophy is to adjust dividends
to reflect the actual experience which emerges.

Section 4.12 requires the member to calculate a policy benefit liability

i. using the method described for a non-participating policy except that the gross premium is used
in all cases in place of the sum of the component valuation premiums,

ii. including policyholder dividends as policy payments except that policyholder dividends are to be
reduced by the portion of such payments which are to be funded from the following sources of
income not otherwise recognized in the method or assumptions

a. net investment earnings in the participating branch other than those assumed in the
valuation,

b. net income from benefits in the participating branch for which no specific dividend is
determined, and

c. transfers from other branches to the participating branch.

This exclusion is comparable to inclusion of these “other sources” as additional income in the
valuation method.

The reserve calculated using this approach is called the gross policy benefit liability.

Section 1.02 defines policyholder dividends as those provided at “the company’s current scale or,
alternatively, at a different scale which is reasonable, having regard to the company’s philosophy and
its projected operating environment”.

The intention is to determine the gross policy benefit liability using the policyholder dividend payments
which would result from consistent application of the company’s current dividend philosophy rather
than simply to test the company’s ability to meet its current dividend scale.

The member is, however, required to disclose that an alternative dividend scale has been considered.

Section 4.13 defines the total policy benefit liability to be shown for all participating policies.  The total
policy benefit liability to be shown is the greater of the (a) aggregate of the minimum policy benefit
liabilities and (b) the aggregate of the gross policy benefit liabilities, except that where (b) exceeds (a)
and the excess is disclosed as an additional provision for policyholder dividends, the policy benefit
liability is the aggregate of the minimum policy benefit liabilities.

Where, as may be the case if a three factor dividend formula is used, there is a period by period
relationship between (a) the difference between the assumptions used in calculating the minimum
and gross policy benefit liabilities and (b) the policyholder dividends considered in the gross policy
benefit liability, and the value of the difference in assumptions is greater than or equal to the value of
the dividends, the gross policy benefit liability will be less than or equal to the minimum policy benefit
liability.  Where this relationship can be demonstrated algebraically only the minimum policy benefit
liability need be calculated.

If a temporary surplus dividend philosophy is used the gross policy benefit liability will exceed the
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minimum policy benefit liability.  The difference is the net income of temporary surplus.

The gross policy benefit liability will also exceed the minimum policy benefit liability where the value of
policyholder dividends considered is in excess of the value of the difference between the gross and
minimum assumptions.

As noted earlier, good actuarial practice requires that the value of this difference be disclosed in the
financial statement.

The recommendations allow the member to include the difference either as part of the policy benefit
liability or a separate provision for additional policyholder dividends.

The latter approach may be appropriate where the excess arises because of a temporary surplus
philosophy.  The former approach may be appropriate where policyholder dividends have been con-
sidered as benefits in calculating the gross premium, such as may be the case for companies
following the reversionary bonus system.

The comparison between the minimum and gross policy benefit liabilities is done on a gross basis to
avoid overstatement of the policy benefit liability or the additional provision for policyholder dividends.

Relationship to Statutory Requirements

Sections 82(4) and 82(5) of the Canadian and British Insurance Companies Act describe the basic
method to be used to determine statutory minimum reserves.

The statutory method is as follows:

1. The minimum reserve equals the present value of future unmatured obligations less the present
value of future valuation premiums.  The term unmatured obligations does not include policy-
holder dividends.

2. The valuation premium is defined as the net level premium increased by an amount to defer
acquisition expenses.

3. An upper limit is placed on valuation premium, the limit is as follows:

“the valuation premium shall not in any case exceed the portion of the annual premium specified
under the terms of the policy that remains after deducting from the premium an amount that
would, in the opinion of the valuation actuary, be sufficient

i. to provide for future administrative expenses, and

ii. to enable the company to meet dividend expectations on the current scale of dividend in
accordance with changes, if any described in...” the valuation actuary’s report.

The statutory method for participating policies is the same as that for non-participating policies except
that the excess of the gross premium over the valuation must enable the company to meet policy-
holder dividends.

Where the policy benefit liability makes full provision for dividends, the statutory requirement is met
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provided that the valuation premium used does not exceed the gross premium.  This requirement is
automatically met where the policy benefit liability used is the greater of (a) the aggregate of the
minimum policy benefit liabilities and (b) the aggregate of the gross policy benefit liabilities.

Where an additional provision for policyholder dividends is required this amount together with the
policy benefit liability itself will enable the company to meet policyholder dividends.  In such cases, the
company should have, as a minimum, surplus equal to the additional provision for policyholder
dividends to satisfy statutory requirements.

PART FIVE

THE ACTUARY’S REPORT IN
PUBLISHED FINANCIAL STATEMENTS

5.01 Application

This part applies where a statement of the valuation actuary’s opinion is  included in the annual
financial statements for:

a. the global operations of a Canadian insurance company registered under the Canadian and
British Insurance companies Act;
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b. the global operations of a Canadian insurance company registered under a provincial statute
designated by Council; or

c. the Canadian operations of a British insurance company registered under the Canadian and
British Insurance Companies Act, or of a foreign insurance company registered under the
Foreign Insurance Companies Act, where a balance sheet is included:

and are presented at its annual meeting in Canada or intended for the information of the Canadian
shareholders, policyholders, or general public.

5.02 Text of the Report

The following is recommended for the financial statements of an insurance company which include an
income statement and which do not involve consolidation of a foreign subsidiary:

REPORT OF THE VALUATION ACTUARY

I have made the valuation of the policy benefit liabilities  of the XYZ Life Insurance Company  for
its balance sheet  at 31 December 1979  and its income statement  for the year then ended.  In my
opinion (i) the valuation conforms to the Recommendations for Insurance Company Financial Report-
ing of the Canadian Institute of Actuaries, (ii) the amount of the policy benefit liabilities  makes
proper provision for the future payments under the company’s policies, (iii) a proper charge on
account of those liabilities has been made in the income statement , and (iv) the amount of surplus
appropriation for policies whose cash value exceeds the policy benefit liability is proper .

Where the member intends that his report not cover all of the policy benefit liabilities, he should
replace “policy benefit liabilities” by an expression which defines the portion of them covered by his
report.  At a minimum, however, his report should cover the liabilities for policy payments resulting
from contingencies occurring after the valuation date.

The member should delete the references to income statement where the financial statements do not
include one.  The member should adapt the underlined words to his situation but make no other
change.

Where there is a consolidated foreign insurance subsidiary, the member should adapt the following
model to his situation:

REPORT OF THE VALUATION ACTUARY

I have made the valuation of the policy benefit liabilities  of the Parent Life Insurance Company  for
its consolidated balance sheet  at 31 December 1979  and its consolidated income statement  for
the year then ended.  In my opinion, the valuation for Parent Life Insurance Company  conforms to
the Recommendations for Insurance Company Financial Reporting of the Canadian Institute of Actu-
aries.  I have relied upon the valuation made by the actuary of the subsidiary company.   In my
opinion, the (i) the amount of the policy benefit liabilities  makes proper provision for future pay-
ments under the companies’ policies  (ii) a proper charge on account of those liabilities has been
made in the consolidated income statement , and (iii) the amount of surplus appropriation for
policies whose cash value exceeds the policy benefit liability is proper .

Explanatory Note

This wording should be used or adapted where the actuary who has made the valuation of the foreign
subsidiary’s actuarial liabilities has not made the valuation under the supervision of the valuation
actuary.  For example, this would typically be the case for a U.K. subsidiary which has a resident
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“Appointed Actuary” who would have the responsibility himself for the valuation in accordance with
U.K. statutory and professional requirements.

In such a situation the valuation actuary should satisfy himself that reliance on the valuation of the
subsidiary’s actuary is justified in relation to the purpose of forming an opinion as to the consolidated
liabilities.

To be satisfied of this, the valuation actuary should:

i. be satisfied the subsidiary’s actuary is competent and qualified to perform the valuation;

ii. ensure that the subsidiary’s actuary knows the liabilities are to be consolidated and that his work
will be relied on by the valuation actuary for the purpose of forming an opinion of the consoli-
dated liabilities; and that he has a general understanding of the standards of valuation used for
the consolidated statement;

iii. where the valuation used is that which was done for statutory purposes, obtain copies of any
reports and material correspondence of the subsidiary’s actuary with the foreign regulatory
authorities;

iv. have sufficient communication, in one form or another, with the subsidiary’s actuary to satisfy
himself of the appropriateness of the methods and assumptions for purposes of consolidation.
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The extent of this communication would take into account the materiality of the figures pro-
duced.  It would not normally be necessary to enquire as to the detailed calculations used or as
to the completeness of the valuation.  The valuation actuary may assume that an accurate,
complete valuation is done if he is otherwise satisfied of the valuation;
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v. not have any reason to doubt the validity of the valuation done by the subsidiary’s actuary.

Where the valuation of the foreign subsidiary’s liabilities is done by the valuation actuary or by an
actuary who acts under his technical supervision, then the valuation actuary should not express reli-
ance on the valuation made by the subsidiary’s actuary, and should adapt the normal wording of the
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Report to fit his situation.

5.03 Signing

In signing the opinion, the member should identify his connection with the company.  He should
identify himself as a Fellow of the Canadian Institute of Actuaries or F.C.I.A.:  he may also append
other professional qualifications.

5.04 Filing

The member should file a copy of his report from the auditor, where one has been appointed to report
on the published financial statements and a copy with the Board of Directors.  The filing should set
forth the amounts which the member determined.

5.05 Disclosure Notes
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The note for a situation in section 5.06 should:

a. describe the situation,

b. state its effect on reserves, surplus, and net income for the current year and each past year
reported on in the financial statements, and

c. indicate its projected future financial effect.

The note should be as short as possible.  It should use the ordinary dictionary meaning of words and
avoid jargon.

Matters covered by a note which do not lend themselves to an unqualified assertion of fact should be
qualified by words like “in the opinion of the valuation actuary”.

5.06 Disclosure Situations

The member should not sign the report unless he has reason to believe that the financial statements
will include a note drafted according to section 5.05 and covering each of the following situations
which is applicable:

a. The assumptions or methods differ from those in the prior valuation and (i) the difference
applies to policies having material policy benefit liabilities at the prior valuation and (ii) the effect
of the difference is material at the valuation or is expected to be material afterwards.  The
member may use a standard of materiality less rigorous than that used for the purpose of
section 3.04.

b. The policyholder dividend scale adopted for the definition in section 1.02 differs materially from
the present scale.  “Present scale” means the most recent adopted scale known to the member
when he signs his report.

c. The scale of non-guaranteed cash values formulated for the valuation differs materially from the
company’s present scale.  This is similar to item b.

d. The member cannot in conscience say that the data are “sufficient and reliable”, that the as-
sumptions are “adequate and appropriate”, and that the methods are “consistent with sound
actuarial principles”, as set forth in item 4. (b) of the Guides to Professional Conduct.  The
member should, however, try to avoid this situation.

e. Since the prior valuation, the company has taken an action or adopted a practice which
materially alters the timing of emergence of income or surplus.

f. Since the prior valuation, the company has taken an action or adopted a practice which materi-
ally alters the relative interest (i) of the shareholders and the participating policyholders or (ii)
among classes or generations of participating policyholders.

g. Between the valuation date and the date he signs the report, the member becomes aware of
information emerging or an event occurring whose financial implications are themselves
material and also materially at variance with the valuation.

h. The member considers any other aspect of an actuarial nature to be relevant to fair
presentation.

Explanatory Note
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New information or unusual events may arise between the valuation date and the date the valuation
actuary signs his report which may warrant, because of their material financial implication, a note to
the report.  Examples of such information or events:

1. an error in the valuation file;

2. a change in the financial markets;

3. a default in a security;

4. a change in foreign exchange rates;

5. a new foreign regulation which requires the export of surplus from Canada;

6. claim payments in excess of the reserve covering them.

5.07 Implications of Report Language

This section considers some of the professional implications of the text in section 5.02.

“I have made the valuation...”  The report includes an opinion of an actuarial determination by the
member, not an opinion about a review of a determination by another actuary.

The member may delegate a substantial part of the work to other persons who act under his technical
supervision.  The member, however, takes responsibility for the results and he should have enough
control over the work to meet that responsibility.

“Policy benefit liabilities...”   The balance sheet should have an aggregate item labelled “Policy
Benefit Liabilities” or “Total Policy Benefit Liabilities”, so that the liabilities covered by the report are
identified.

Disclosure of the unamortized acquisition expense is not necessary to fair actuarial presentation.  If it
is disclosed in the financial statements, it is understood that the member takes responsibility for it.

The member should not reduce the responsibility taken in his report simply because the auditor in his
report is taking responsibility for one or more of the policy benefit liabilities.

“In my opinion...”  These words are needed because an actuarial determination does not lend itself
to an unqualified assertion of fact.  However, the words are a disclosure, not an escape clause.  They
mean, “I hereby certify that in my considered opinion as a professional actuary...”

“...proper provision...”  is more than barely sufficient.  It is a good and sufficient provision,
determined from:

a. adequate and appropriate assumptions, and methods consistent with sound actuarial
principles, as described in these Recommendations and in the actuarial literature, or

b. where more rigorous, applicable statutory requirements.

“...future payments...”  include both amounts incurred before and amounts incurred after the valua-
tion date.  “Payments” are the policy payments defined in section 1.02.

“...proper charge... in the income statement”   The charge does not appear as a separate number
in the income statement.  It comprises a portion of several items in the income statement.  For exam-
ple, the charge for death benefits consists of a. + b. - c., where:
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a. equals the cash benefits paid during the period,

b. equals the reserve at the end of the period for incurred but unpaid benefits, and

c. equals the corresponding reserve at the beginning of the period,

but a., b., and c. need not be itemized in the income statement.

Explanatory Note

The member takes full responsibility for the policy benefit liabilities included in the balance sheet.  The
above recommendation provides for the delegation of some of the work to be done as long as the
member has sufficient control over the work done by said delegatee.

One area of concern and complication is the area of shared business, where direct delegation and
control is inappropriate.  Shared business is of particular prevalence in the Group side of the business
where a particular policyholder directs the insurer (principal company) to share the risk with another
company (assuming company).  With respect to the determination of the policy benefit liabilities aris-
ing from the shared group, the member:

a. could request from the principal company, all the relevant data and records so that he could
establish his own independent valuation assumptions and methods in determining the appropri-
ate benefit liabilities; or

b. he could rely on the valuation done by the principal company.  In this instance, the member
should:
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i. be satisfied that the principal company’s valuation actuary is competent and qualified to
perform the valuation;

ii. ensure that the principal company’s actuary knows that the liability determined by him will
be relied upon by the assuming company’s valuation actuary for the purpose of forming his
opinion;

iii. obtain from the principal company’s valuation actuary or his delegatee, copies of any
reports or material correspondence, with respect to the determination of the policy benefit
liability shared between the principal company and the assuming company.

iv. The interest assumption used by the principal company’s valuation actuary should be re-
viewed by the assuming company’s valuation actuary using the recommendation 3.11 to
determine whether this assumption is appropriate to the assuming company’s circumstances,
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since the assets supporting the shared liability are part of the assuming company’s assets.

PART SIX
THE REPORT BY THE VALUATION
ACTUARY IN THE GOVERNMENT

STATEMENT

6.01 Application

This part applies where a member prepares the valuation actuary’s report for a government statement
of:

a. an insurance company registered under the Canadian and British Insurance Companies Act or
the Foreign Insurance Companies Act, or

b. an insurance company registered under a provincial statute designated by Council.

6.02 Information to be Included

The member should describe and justify:
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a. the assumptions,

b. the valuation method, and
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c. where applicable, the policyholder dividends assumed in the valuation.

for each material component of the policy benefit liabilities.
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The justification of :

d. a new assumption should include the reasons for selecting it and the tests of its appropriate-
ness.
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e. an assumption continued from the prior valuation should describe the study of its continued
appropriateness.

The complexity of the determination and the materiality of the policy benefit liability should govern the
extent of the description and justification.

6.03 Use of Approximations
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Where an approximation is used in accordance with section 1.07, it is not necessary to describe it.

6.04 Footnoted Reserves and CSV Shortfall Reserves

The member should describe his method of establishing these reserves.

6.05 Confidential Information

The member should indicate the information in his report whose publication would, in his opinion, be
injurious to the company’s competitive position.

6.06 Disclosure Situations

For each of the situations in items a. through h. of section 5.06, the member should

a. describe the situation,

b. state its effect on reserve, surplus and net income for the current year and the prior year, and

c. indicate its projected future financial effect.

6.07 Drafting the Report

Matters in the report which do not lend themselves to an unqualified assertion of fact should be
qualified by words like “in my opinion.

The member may use terminology and formulae which will be understood by another actuary, but
which need not necessarily be understood by a layman.

When the member uses a term defined in the C.I.A. Recommendations, it is understood to have the
same meaning unless he otherwise specifies.

As a convenience, the member may refer to any section of his report for a prior year, except at a
valuation where he expects that the Superintendent of Insurance will determine (or review the
member’s determination of) the policy benefit liabilities.
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