
  

Minutes of the Subcommittee on Actuarial Standards 
London  — December 13-14, 2001 

 
 
The meeting took place on December 13-14, 2001 at the Le Meridien hotel in London, England 
 
Note:  The minutes of the meeting are roughly in the order in which the discussions took place.  
However, in order to make it easier to follow, liberty has been taken in combining certain 
discussions that were not sequential if they covered the same topic.   
 
Attendees: 
Bill Abbott, Yutaka Amino, Guy Castagnoli, Mo Chambers, Peter Clark (IASB), David 
Congram, Chris Daykin, Stefan Engeländer, Angie Felipe, Sam Gutterman, Bill Hannon, 
William Hines, Anne Kachelhoffer, Allan Kaufmann, Jean-Pierre Lassus, Edward Levay, Nigel 
Masters, Paul McCrossan, Claude Methot, Bob Miccolis (by phone), James Milholland, Mukesh 
Mittal, Ian Moran, Jukka Rantala, Francis Ruygt, David Sandberg. 
 
 
Introductions 
Sam Gutterman provided an introduction to the work of the subcommittee.  The status of the 
subcommittee is provisional.  The IAA Council will be asked to approve the subcommittee at its 
meeting in Cancun in March of 2002. 
 
Mr. Gutterman introduced the co-chairmen of the subcommittee; Paul McCrossan and Francis 
Ruygt and  attendees introduced themselves as they arrived at the meeting. 
 
IASB Activities 
Peter Clark, IASB’s Senior Project Manager for its insurance project, gave an update on recent 
IASB activities, including the following: 
 

Insurance Project 
The insurance Draft Statement of Principles (DSoP) was developed by the IASC’s 
insurance steering committee (ISC).  The ISC is now dissolved and the IASB is the 
successor organization to the IASC.  An IASB advisory committee with an expanded 
membership will provide advice to the Board.  It may not hold a face-to-face meeting.  
To date, six chapters of the DSoP have been released.  Chapters 8-12 will be released 
over the next few weeks.  Chapters on performance-linked contracts, presentation and 
disclosure need further work and are not expected until February, 2002 or later. 
 
The November IASB Board meeting featured the first discussion of the DSoP by the full 
Board.  In order to keep the momentum of the project, the Board has scheduled 
discussions on insurance accounting at each of its next few meetings.  The Board has 
expressed general agreement with chapters 1 and 2.  The Board will not decide on chapter 
3 until they get further along with its discussions.  They expect it will take several 
meetings to get through chapters 4-6.  They are very conscious of the 2005 deadline for 
adoption of IASB accounting standards in the European Union (EU).  An optimistic 

                                                   



  

assessment would have an exposure draft in 2002, with a final standard in late 2003.  
However, the feasibility of a 2005 implementation is questionable; 2006 might be more 
realistic. 
 
Nigel Masters noted that he has heard that the EU is expected to go ahead with IAS 
implementation in 2005 whether or not a final IASB insurance standard is ready for 
implementation by then. This increases the pressure of the IASB to be well advanced in 
its thinking by early 2003. 
 
Financial Instruments and Related Projects 
Comment letters on the Joint Working Group (JWG) paper on Financial Instruments have 
been summarized and the Board may start discussion in January.  A lot of people view 
this as a long term (e.g., 5 year) project.  This should ensure that something like the 
current IAS 39 will be in place for a while after the insurance standard is adopted.  
 
The Improvements project is targeted to meeting IOSCO’s comments concerning the IAS 
standards to date. Part of it addresses key features of IAS 39 to reduce some of the 
options included and to provide for fair value accounting for more assets and liabilities 
covered until it can be replaced by a more comprehensive standard addressing fair value 
accounting for financial liabilities. 
 
Mr. Clark also gave a synopsis of the following relevant accounting standards: 
 
IAS 32 – deals with disclosure and presentation of assets and liabilities.  Insurance 
contracts are excluded so the insurance standard needs to deal with these disclosure and 
presentation issues.   
 
IAS 39 – deals with the recognition and measurement of financial instruments.  Assets 
are classified as follows: 

• Trading Securities – requires fair value accounting with changes in value going 
through income. 

• Hold to Maturity – requires historical cost accounting with changes in value going 
through income. 

• Available for Sale – requires fair value accounting with a choice of whether the 
change in value will go through income or directly to equity. 

• Originated loans/receivables – measured at cost. 
• Derivatives – all classified as trading securities.  This is similar but not identical 

to SFAS 133. 
 
There is an expectation that some guidance will be added to IAS 39 for insurance 
company products that do not fit the definition of insurance contracts (e.g. GICs and 
certain unit-linked or separate account products). 
 
IAS 37 – deals with provisions, contingent assets and contingent liabilities.  Recognition 
is required when there is a present obligation that could lead to a change in future cash 
flow.   

                                                   



  

 
IAS 40 – deals with investment property.  There is currently a choice between: 

• fair valuation with change in value going through income. 
• depreciated cost valuation, with disclosure of fair values. 

 
Performance Reporting 
The IASC had a project on Performance Reporting that filed a report just before the 
IASC was replaced by the IASB.  In addition, two of the major national accounting 
standard setters have projects underway on performance reporting.  The ASB (UK) 
recently issued an exposure draft on this topic and has received some comments – the 
IASB might get some useful input from their project.  The FASB has also begun a project 
on Performance Reporting. 
 
IAS 30 deals with disclosure of financial activities by banks.  There is a project to update 
this IAS -- the revised International Financial Reporting Standard (IFRS) is expected  to 
apply to activities of lending, securities and deposit taking rather than just disclosure as 
applied to banks.  Insurance companies are expected to be affected, as they conduct 
similar activities. 
 
It was noted that, with regards to performance reporting for many insurance companies, a 
key constraint to consider is how accounting standards will affect distributable earnings 
to shareholders (particularly in Europe), in addition to the effect on general financial 
reporting. 
 
Field Visits 
Field visits (half-day visits to insurance companies) have taken place in Canada, UK, 
Italy and Germany (with one more to go).  The French field visit will take place on 
December 14. The Japanese field visits are scheduled for February. The major feedback 
received from all the visits to date has been that many practical implementation issues 
will exist, with a long implementation period needed. 
 
Other Projects that are Not Active But are Planned, include: 

Revenue Recognition – there is a conflict between current guidance and the IASB 
framework.  The UK is doing some work on this topic. 

 
Liability Recognition vs. Equity – FASB had an exposure draft on this topic earlier 
this year. 

 
Present Value Project – This project was intended to provide guidance on 
measurement once an accounting method was chosen for the valuation of an asset or 
liability.  Chapters 4-6 of the Insurance DSoP drew on the work conducted in that 
project.  Its work might be taken up in a project on Measurement. 

 
Transition/First Time Application Project – In this important project for many 
companies, IFRSs need to be applied as if they had always been in place.  This 
guidance will have to be modified for practical purposes.  Currently the IASB 

                                                   



  

requires income statements for one full prior year for comparison purposes.  It was 
noted that the SEC currently requires five years of restatements.  

 
The IASB does not want pleadings from individual industries.  They want consistent 
treatment across industries. 
 
In response to a question, Mr. Clark indicated that the IASB has not discussed the 
relationship between accounting standards and actuarial standards.  It was noted that the 
SEC and the FASB have released concept statements indicating that it is important to 
have an entire infrastructure in place supporting accounting standards.  Mr. Clark 
indicated that he feels actuarial standards are a key component of the infrastructure of the 
proposed insurance accounting standard. 
 
Mr. Clark agreed to pass on relevant IASB information to the subcommittee as 
appropriate.  It was suggested that the subcommittee’s drafting group receive copies of 
the current IAS for ease of reference and to help understand the style in which they are 
written.  Mr. Clark provided the drafting group with four copies of the current IAS on day 
2 of the meeting. 

 
It was noted that under IAS standards, the English language version controls the standard.  All 
other translations are working documents.  In IAA documents, English and French have equal 
weight, with all other translations being working documents. 
 
A question was raised as to whether there were important stylistic differences in the IAS 
standards.  Mr. Clark said there were and that the staff was trying to identify them and will 
suggest a common style for the new IFRSs.  It may be desirable for an actuarial standard to adopt 
a similar style. 
 
 
 
The Subcommittee’s Drafting Group 
By the end of the second day, the Subcommittee’s drafting group was determined to include: 

Dave Congram (Canada) 
Stefan Engeländer (Germany) 
William Hines (US) 
James Milholland (US) 
Mukesh Mittal (UK) 
 

 The drafting group will work closely together with the co-chairs of the subcommittee and the 
chair of the parent committee. Effectively, eight persons are managing the effort involved in this 
project.       
 
It was noted that several in the drafting group have primarily life insurance background.  Dave 
Congram and Stefan Engeländer, however, indicated that they have experience with both life and 
general insurance. Also Francis Ruygt and Sam Gutterman both have experience in both life and 
non-life fields. 

                                                   



  

 
The drafting group was directed to prepare a report to the subcommittee on “issue 
identification.”  The object is to use an edited report to support the approval of the subcommittee 
and its terms of reference at the IAA’s Council meeting in March in Cancun, Mexico, as well as 
to form the basis for discussion at that meeting. 
 
In preparation for Cancun meeting, material needs to be distributed to attendees by the end of 
February. 
 
The following needs to be distributed by the drafting group to the subcommittee by the end of 
January: 

• A glossary of terms – how we are interpreting/using the terms and wording used by the 
IASB. 

• An issues list  (it was noted that the style of the DSoP might be a good model to follow) 
• A list of items that need to be considered by the subcommittee in its subsequent 

discussions 
• A list of problems that have been identified 
• Comments on the applicability of currently existing (or proposed) actuarial standards, 

guidance notes, education notes or technique papers published by national actuarial 
organizations. In this regard, all IAA member associations will be asked to submit 
(hopefully in electronic form) by the end of the first week of January 2002, material that 
they felt might be of use to the drafting group.  

 
The following suggestions were made for the drafting group to review in the immediate future: 

• The insurance DSoP of the IASB. 
• IAS 32, 37, 39, and 40 
• Relevant actuarial standards of Canada, the UK, and the US 
• CIA technique paper on valuing guarantees in segregated fund (unit-trust) products 
• UK industry standards on achieved profits 
• Public statements submitted by IAA committees to the IASC, IASB, IAIS and IFAC. 

 
It was suggested that the drafting group create a list of embedded options (policy features) in 
contracts in addition to the issues list for the subcommittee to review. 
 
It was suggested that the issues list be prioritized by the drafting group. 
 
Subcommittee Membership 
It was suggested that the IASB, IFAC and IAIS be invited to have membership in the 
subcommittee.  Mr. Gutterman noted that the IAIS has already been invited to have a 
representative join the subcommittee (via e-mail), but due to logistical reasons one was not able 
to attend this meeting.  Mr. McCrossan indicated that he will contact the IASB.  Mr. Gutterman 
has begun a dialogue with IFAC with the hopes of developing closer ties. 
 
Mr. McCrossan noted that members of the subcommittee represented members of the IAA.  He 
requested a formal representative liaison of the Groupe Consultatif (the umbrella organization 

                                                   



  

representing all actuarial associations in the EU) be requested because of early implementation 
of IASB standards in Europe. 
 
Separate representation from industry was discussed as an option versus soliciting comments 
from publicly posted information.  It was decided that the subcommittee will pursue the latter 
approach.   
 
Soliciting Adequate Input 
Concern was expressed about the difficulty in surfacing issues that countries not represented on 
the drafting group will face.  Particular concern was noted for countries in Asia.  The following 
was decided: 
 
An e-mail will be sent by the president of the IAA to all member representatives requesting them 
to provide the subcommittee with any actuarial standards, guidelines, technical notes, etc. that 
they would like to be considered by the subcommittee in its work. 
 
A meeting is proposed with representatives of the Institute of Actuaries of Japan (and possibly 
with representatives of the Japanese accounting profession and the Japanese industry 
associations) to follow immediately after field visits to two Japanese insurance companies 
planned by the IASB in February, 2002.  The purpose of the meeting will be to discuss specific 
Japanese issues of concern.  It was suggested that at least one member of the drafting group be 
present at this meeting. 
 
It was suggested that it would be a good idea to hold meetings to address Asian and Latin 
American concerns to the subcommittee at special sessions during the Cancun International  
Congress of Actuaries  (ICA) meetings in March. 
 
It was suggested that the subcommittee also solicit input from users of financial statements such 
as investors and analysts, and rating agencies.  In this regard, the AIMR had UK and US 
representation on the IASC insurance accounting steering committee and would have 
representation on the new IASB insurance advisory committee. 
 
Public Disclosure of Subcommittee Work 
It was decided that the work of the subcommittee should be as open as possible without 
inhibiting the progress of the group towards the timetable being set. 
 
It was proposed that the IAA set up a list server and an internet bulletin board for the drafting 
group (the 5 members + 3 chairs of the subcommittee and parent committee).  It is expected that 
the use of these will be opened up to the full subcommittee around the end of January when 
information becomes available from the drafting group. 
 
It was requested of Peter Clark to investigate whether a link to the subcommittee’s bulletin board 
could be embedded in the IASB web-page concerning its insurance project describing the status 
of the actuarial standards aspects of the insurance accounting project. 
 

                                                   



  

Currently, the important message to get out is the process the subcommittee is following.  We 
should be communicating publicly what the subcommittee is addressing.  In this regard, the 
January 2002 publications of the Society of Actuaries (The Actuary) and of the Canadian 
Institute of Actuaries will contain feature articles on the IASB insurance accounting project.  
Other subcommittee members should distribute this message as well. 
 
It is likely that we will distribute these minutes to some organizations such as the IASB and 
IAIS.  Future meetings will be open to observers from IAA member associations and from the 
IASB, IAIS and IFAC. 
 
Actuarial Standards Approval Process 
Chris Daykin, chairman of the IAA Professionalism committee, gave an overview of the process 
of getting actuarial standards approved.  There is an existing IAA process for establishing 
actuarial standards.  This includes: 
 
• Providing evidence that a standard is needed and adopting a motion by the IAA Council to 

approve the subcommittee and its mandate to prepare draft standards (planned for Cancun) 
 
• Creating a preliminary exposure draft.  This exposure is expected to solicit any substantive 

changes to the initially exposed draft standard. 
 
• Creating a “final” draft standard, with an exposure period of six months.  The discussion 

from this draft is intended to be on whether or not the standard should be approved.  If 
substantive changes are required, another draft would need to be exposed for six months. 

 
The Professionalism Committee’s responsibility is to make sure that the process for establishing 
a standard is followed.  It is not to review the content of any proposed standard. 
 
Terms of Reference for Subcommittee 
The terms of reference of the subcommittee were finalized as was the motion to be put before the 
IAA Council for approval of the subcommittee and its work. 
 
The scope of the terms of reference was discussed.  It was decided that the terms of reference 
would include:  
• insurance contracts as defined in the insurance contract DSoP,  
• contracts issued by insurance organizations that do not fit the DSoP definition of insurance 

contracts and presumably would fall under guidance provided by IAS 39 and 
• certain provisions, contingent liabilities and contingent assets as defined in IAS 37. 
 
It was noted that the terms of reference provide boundaries for the work of the subcommittee, but 
do not require that the actuarial standards address all of the categories of products/liabilities 
outlined in the terms of reference. 
 
Contract forms that are to be looked at include: 
• Contracts that are legally insurance contracts and fit the IASB definition of insurance 

contracts. 

                                                   



  

• Contracts that are legally insurance contracts but do not fit the IASB definition of insurance 
contracts. 

• Contracts that might not currently be regarded as insurance but which have insurance 
guarantees that fit the IASB definition of insurance contracts. 

 
Structure of Standards 
A discussion took place with regards to how a core set of issues that would apply equally to all 
actuarial standards that will be developed should be addressed.  These include such items as data 
quality and reliance on the work of others.  These issues should be addressed in the insurance 
actuarial standard. 
 
Reliability 
The topic of reliability and consistency of measurement was discussed.  How should the actuary 
balance market observed data with independent valuations?  How should the actuary establish 
estimates when only limited data is available? 
 
Examples of difficult issues were given: 
• AIDS 
• Preferred underwriting and smoker status 
• Option utilization 
 
If a company has proprietary information, when is it appropriate to reflect it in the best estimates 
and what actuarial audit procedures are appropriate? 
 
Bill Hannon cited the concept of “collective judgment” that has emerged in Ireland as one to 
consider.  In certain cases, it is deemed that collective judgment reached by the profession should 
override individual judgement.  The goal stems from the belief that “No two actuaries put in the 
same circumstances should produce significantly different values.” 
 
ESV vs. FV 
Mr. Gutterman indicated that for the time being, the subcommittee should assume that entity 
specific value (ESV) will be the paradigm we need to deal with in the initial IASB IFRS on 
insurance contracts.  It is believed that the IASB staff will provide more specificity for the IASB 
Board further details with respect to what ESV means and implies. 
 
Recognition vs. Measurement 
Accountants are used to measuring only items that are consequential.  As a result, both 
recognition and measurement are important and separate concepts that are considered. 
 
On the other hand, actuaries traditionally focus on measurement, reflecting all contingent events 
and often base their measurement on all events, even those resulting from future events to which 
the insurer is subject. 
 
Best Estimate 
Best estimate should be neutral.  A question was raised as to whether best estimate (BE) 
represents a range of values or a point estimate.   Best estimate is defined as the “expected value 

                                                   



  

(mean)” under IAS accounting (that is, a point estimate). The DSoP recognizes that probability 
distributions and stochastic processes might be required practice in the future and that 
distributions of financial results, rather than point estimates of the expected result might be used, 
at least in disclosure.     
 
It was noted that market value margins (MVMs) may need to be disclosed separately from the 
best estimate liability. 
 
There was sentiment for disclosure of what the best estimate assumptions are and the sensitivity 
to various assumptions.  This issue will be addressed further. 
 
There was sentiment that the best estimates should represent what the company really thinks 
about the future. 
 
Issue:  Should there be a link between best estimates and market value margins? A starting point 
might be that BE and MVMs should be derived from the same risk distribution.  This would 
ensure consistency of MVMs in any initial standard. But ultimately MVMs might have to be 
validated against any available and relevant market observations.  Credible observations might 
be required if the regulators achieve a common regulatory framework, with liabilities based on 
IFRSs, together with consistent international capital levels.    
 
Issue:  Reliability vs. Relevance – what are the prudent trade-offs between these? 
 
Documentation of judgments used.  Such documentation goes well beyond disclosure in 
financial statements – should enough information be available for an independent actuary to be 
able to reproduce the values and judgment used?  What level of documentation/disclosure is 
material for financial statements and actuarial reports? 
 
Issue:  Peer Review – should there be a different standard for those who prepare the values 
versus those who review them? 
 
Actuarial Opinion 
The subcommittee has been told that the IASB will not require an actuarial opinion.  A 
possibility that was raised is whether the IAA should request that the IASB consider disclosure 
requirements of whether an actuarial opinion was provided and what actuarial methods were 
used?  If such an opinion is referenced or if we require an opinion in satisfying the actuarial 
standard, the subcommittee will have to specify a suggested form to use. 
 
Drafters should develop a sample actuarial opinion.  The prototype opinion is likely to be 
addressed to Board of Directors of the insurance organization.  Although it is unlikely that an 
actuarial opinion will be mandatory, if an actuarial opinion is given, it must be in the prescribed 
format. 
 
A signing actuary must disclose her/his qualification to provide the opinion – including whether 
he/she is a properly qualified member of an IAA member organization or is an individual 
member of the IAA. 

                                                   



  

 
The opinion should include a discussion of the scope of the opinion and that it is prepared in 
accordance with applicable actuarial standards. 
 
In developing a sample opinion prototype, the subcommittee will ask member countries for 
sample opinions – especially prescribed formats. 
 
Scope of opinion could include: contingent liabilities, technical accounts, and notes/disclosures. 
 
The question was raised, but not resolved, of whether such an opinion should be provided for just 
insurance companies or should it also be provided for their holding company or other 
organization with insurance liabilities, such as banks? 
 
Solvency requirements – If insurance company disclosures include solvency or risk based capital 
requirements, should an opinion be given on this issue? 
 
An actuarial standard could identify certain factors that should be considered that could differ 
either if the report is directed to a Board of Directors or if the report is published with the general 
accounts (e.g., more responsibility – are all the pertinent numbers reported).  Special 
consideration may be needed for an opinion subject to statutory requirements. 
 
Credibility of Data 
The subcommittee discussed several issues with respect to the use of judgment in setting 
actuarial assumptions.  Included was how objectivity and comparability in assumption setting fit 
within the context of actuarial standards. 
 
Concern was expressed about the evaluation of the reliability of statistics such as experience 
studies and the use of non-actuarial models (such as stock market behavior and meteorological 
models). 
 
One member suggested the use of a scorecard as part of a feedback loop (a type of actual to 
expected analysis).  This led to a discussion of what the definition of expected should be.  One 
member indicated that if a risk-neutral probability approach to assumption setting was used, the 
risk-free rate should be assumed.  However, if an Arrow-Debreu security approach is assumed, 
then an equity rate of return could be assumed, but the company would not be “rewarded” in 
financial reporting until the return was actually earned.  Another member noted that some 
approaches do not seem to take into account what risk the enterprise undertook throughout the 
year to get the actual results.   
 
Several issues raised involved the determination of MVMs.  For example, should these include 
parameter risk and/or process risk?  Should cost of capital be included as an explicit component 
of MVMs?  The subcommittee was directed to review several papers from the Bowles 
Symposium held in Atlanta in May 2001 that addressed this issue (among them a paper by 
Girard and a paper by Babbel, Gold, and Merrill). 
 

                                                   



  

It was felt that credibility analysis should feed back into the measurement of MVMs.  An 
example cited was a capital charge that was based on the past volatility of investment returns. 
 
Choice of Investment Model 
A general question of how does one calibrate investment models was raised and how to reflect 
them in liabilities for insurance contracts was discussed.  One member noted that Arrow-Debreu 
securities extend the idea of replicating portfolios and provide a framework for the calibration to 
the market. 
 
How do we decide between relevant market data from which to determine rates versus mean 
reversion (in countries in which interest rates are at historical lows or highs, can or should 
actuaries assume these rates will last forever)?  Discussions in Japan can be expected to focus on 
this issue. 
 
It would be desirable (and maybe necessary) to recommend an approach to take in dealing with 
the current Asian situation of long term liabilities supported by short term assets earning low 
interest rates. 
 
Profit at Issue 
It was felt that a great deal of rigor should be applied if a large profit (positive or negative) at 
issue was reported.  This led to a discussion of how a large profit at issue could take place.  Some 
differences of opinion were expressed as to whether to expect profits or losses at issues.  Many 
felt that it might be likely that a loss at issue might be more common. 
 
It was felt that values should not be accumulated at high rates of interest and then discounted 
back at lower rates, effectively creating phantom assets. 
 
It was suggested that an entrepreneurial product that has some competitive advantage (as 
reflected in best estimate assumptions) could create a large profit at issue.  However, it was 
acknowledged that such a product should also have higher MVMs to reflect the lack of 
experience on such a product.  Large negative profits at issue could be expected when a company 
was deliberately selling at a loss to build market share. 
 
Renewals and Embedded Options 
Although the current DSoP limits the recognition of liability to the situation in which the 
policyholder held valuable renewable benefits, one question raised was who will decide what is a 
valuable benefit?  Guidance will be needed from some source. 
 
An innovative product could lead to higher expected profits at issue, but should also lead to 
higher MVMs. 
Could this be an area where financial reporting and management reporting diverge? 
 
This led to a discussion of embedded options.  Some feel they need to be recognized before they 
are in the money, but when should these start to be recognized.  Examples discussed were 
minimum interest rate guarantees, minimum guaranteed annuity options, unit linked maturity and 
mortality guarantees and surrender options.  

                                                   



  

 
An issue was raised as to if and how options held by insurers should be reflected.  These options 
include the ability to change interest credit rates and mortality rates. 
 
One member questioned whether current insurer practice with regard to these options created a 
constructive obligation.  Can there be a difference between company practice, a company’s 
expectations and policyholders’ expectations?  What role should policyholders’ reasonable 
expectations play?  Does disclosure remove the necessity to value a constructive obligation? 
 
Should actuaries be expected to model how management will act in the future (for example how 
dividend policy might change in reaction to declining interest rates while still preserving PRE)? 
 
One member suggested that the actuarial standards should indicate how to reflect management 
discretion.  Another member wondered if management discretion should be reflected in 
disclosures (for example when a dividend or bonus reduction was probable but not yet in effect). 
 
Stochastic Models 
Several aspects of the use of stochastic models were discussed.  Some of this discussion is 
captured by the following:   

• How should stochastic models be selected? 
• Do the new Canadian guidelines provide a good model (requires the chosen model to fit 

certain parameters)? 
• Should there be an accreditation process where approaches are determined to be 

acceptable?   
• Should stochastic models be introduced after issue when not used at issue? 
• Should there be an independent body to deal with these issues and provide guidance?  
• Should there be evidential provisions in the actuarial standards (if you used model xyz, 

what evidence is required that the model you used meets the standards)?   
• Could the actuary refer to a public scientific refereed journal as evidence of the model’s 

validity? 
• Do we need an independent review of stochastic approaches? 
• It was suggested that how a model modeled market behavior may say something about its 

validation. 
• Fat tail models (typical of stock market behavior) cannot be easily validated. 

 
It was noted that the goal is to instill some discipline in the process used by the actuary.  
However, concern was raised regarding the possible stifling of innovation if actuaries were held 
to “accepted actuarial practice.” 
 
Performance-Linked Contracts 
It was noted that there had been limited input from the Insurance Steering Committee to the 
IASB staff on this topic.  It was noted that as the DSoP is currently written, unit-linked contracts 
will not be valued the same as mutual funds.  Such contracts (e.g., unit linked life insurance and 
annuities) can include investment margins if specified in the contract.  It was also noted that this 
may be inconsistent with how traditional participating contracts may be valued under the DSoP.  
A preference for a consistent approach was noted. 

                                                   



  

 
It was noted that IASB staff has indicated that additional guidance may need to be added to IAS 
39 to properly account for unit-linked contracts that do not fit the DSoP definition of insurance 
contracts. 
 
Other Issues Identified 
A number of other issues were identified.  It was noted that many other issues will need to be 
explored.  Some of the issues discussed include the following: 
 
The extent of actuarial guidance needed to determine the extent of insurance risk needed to 
qualify a contract as insurance was discussed.   
 
Should the actuarial profession provide guidance with respect to communication with the 
auditor?  Several countries provide such guidance. For example, Canada provides sample letters 
for such communication.  If the answer is yes, how this guidance should be provided needs to be 
answered, e.g., separately discussed with IFAC or within an actuarial standard? 
 
Both insurance and reinsurance need to be addressed.  Experts in both fields need to be involved 
in the development of actuarial standards. 
 
How principle based vs. prescriptive should the actuarial standards be?  If principle based (which 
most present seemed to favor), how should guidance be provided as to how to apply them in 
practice and how should this responsibility between the IAA and IAA member organizations be 
split? 
 
Materiality is a topic that needs to be considered.  Whether it should be treated independently of 
accounting or auditing standards? How should this concept be addressed in actuarial standards? 
 
Timetable and Expectations 
The following is a timetable anticipated for the early stages of this project. 
1. Minutes (this document) to be out by the end of the year. 
2. By the end of January 2002 an initial draft of issues and possible approaches will be 

distributed to the subcommittee for comments.  Comments will be needed quickly to turn 
around a final draft.  Of most importance is what members feel has been left out or what is 
disagreed with. 

3. By the end of February 2002 a final draft of issues and possible approaches will be available 
for discussion at the Cancun meeting of the subcommittee. 

 
The IAA will contact its member associations to provide information that they would like 
considered.  The deadline will be January 4, 2002 in order to get full consideration in initial 
draft, but information will be accepted at any time during the process. 
 
Other expectations included: 
1. The drafting group will divide the topics up and assign a drafter and reviewer for each one. 
2. There will be an attempt to identify a style for the standards. 

                                                   



  

3. There will be a leaning towards a principle-based set of standards.  The drafting group will 
look for areas where member input will be needed with regards to the local application of 
principles. 

4. A bulletin board will be investigated to facilitate the work of the drafting group and it will be 
opened up to the full subcommittee when information is ready. 

 
How Public Should our Discussions Be? 
Initially, discussions will be contained within the subcommittee and representatives of 
organizations such as the IASB, IFAC, and IAIS.  
 
Minutes of all formal subcommittee meetings (including these minutes of the first meeting) 
should be regarded as public documents. 
 
The IAA Secretariat will be asked to develop list servers and bulletin boards to facilitate 
communications.  
 
Next Meeting of the Subcommittee 
The next face-to-face meeting of the subcommittee will be held prior to the March ICA in 
Cancun.  A further meeting schedule will be discussed at that time.  It is anticipated that most of 
the work of the subcommittee and its drafting group will be conducted through electronic media. 
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