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1. Significance of the adverse effects of over- or underestimating future mortality

Do respondents have any views on the significance of the adverse effects that the over- or
underestimation of future mortality may have on pension scheme members, scheme sponsors, life
insurance policyholders and life insurance companies, as set out in section 2?

As a rule, we agree both under and over-estimating can have a significant effect on pension
scheme members and sponsors, for all the reasons BAS cites. We estimate that a one year
increase in longevity would increase the total pension liabilities in the UK by 3%.

For some purposes, such as determining contribution levels, it may be possible to “correct” the
consequences of any over- or understatement over time (e.g. by increasing or decreasing
contributions in future). However, this may be some hostage to fortune and, for others, such as
calculating transfer values, this is not possible: the choice of mortality assumption has an
immediate impact on the transfer amount the member receives. It is worth noting that trustees are
statutorily required to make a best estimate of mortality for transfer values and to consulting their
actuary as part of this process.

We also recognise that mortality is a key assumption for the majority of life insurers and thus the
adverse effect of over or under-estimation of mortality is potentially very significant. Market forces
may encourage under-estimation of future mortality, with the extreme result being company
insolvency.

In general, the potential of misestimating mortality should be considered from the viewpoint of all
the various stakeholders, including the providers of capital. We note that many companies have
significantly revised future mortality assumptions in the recent past. When this immediately reflects
changes in understanding, this may require more education of stakeholders; where it lags, it could
result in less credible reporting.

Lastly, it is vital that the standards applied to setting best estimates for mortality for life insurance
companies and for pension funds are consistent; otherwise all estimates could lose credibility.

2. Issues surrounding mortality assumptions

The BAS has discussed some of the issues surrounding mortality assumptions in section 3. In that
context:
a) Do respondents have views on appropriate methods of communicating the extent and impact of
the inherent uncertainty involved in mortality assumptions?
b) Do respondents agree that the use of separate assumptions for base mortality and future
changes in mortality, not taking the form of margins in other assumptions, would be desirable?
c) Do respondents have views on appropriate methods of communicating the significance of
assumptions, both in absolute terms and relative to that of other assumptions?

a) Methods of communicating the extent and impact of the inherent uncertainty

It is important that information reported meets the needs of users and that there is consistency
between different companies, enabling meaningful comparison.

In our opinion, the assumptions need to be communicated in 3 ways, depending upon the
audience:

i. Description in “layman” terms, that can be understood and used by those with a non
actuarial background;
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ii. Exhaustive, technical description of basis, suitable for use by those with a more specialised
actuarial background; and

iii. For any audience, information on the sensitivity of outcomes to changes in these
assumptions.

In our view, appropriate methods are scenario testing and, in some circumstances, stochastic
modelling.

The extent of uncertainty could be communicated by pointing out that, increasingly, some people
live to 110 and beyond; and that life expectancy in the population at large has increased by [x]
years over the last [y] decades. And then going on to list, qualitatively, a range of factors (to be
agreed) (a) which are known to have an impact and (b) which some speculate may have an impact.

Confidence intervals may be useful in illustrating random variability (e.g. for small pension
schemes) but must be qualified with statements about bad winters, pandemics etc.

The impact of uncertainty in base mortality can be communicated by stochastic methods – i.e. by
providing confidence intervals to quantify how likely it is that a dataset of experience does or does
“fit” a base mortality table. However, for future changes this is much less straightforward because
of the difficulty of generating a meaningful and credible – and generally accepted - probability
distribution.

b)(i) Separate assumptions for base mortality and future changes in mortality

We agree with BAS that actuaries should always use (and disclose) separate assumptions for base
mortality and future changes. Transparency is vital. Any other approach would not in our view
meet the aim of improving understanding and comprehensibility amongst recipients of advice.

b)(ii) Margins in other assumptions

For the same reason we agree that assumptions about mortality should ideally be explicit and not
made by taking margins in other assumptions. Convenience of calculation should not compromise
transparency, understanding and comprehensibility.

(c) Communicating the significance of assumptions

To some extent, the type of illustrations envisaged in 2(a) above will communicate the significance
of assumptions. However, these figures will not illustrate the importance of mortality compared
with other assumptions. We think the idea of illustrating the impact of, say, a 1% change in
investment return, for comparison is a good one, although this can disguise how rapidly changes
are taking effect (e.g. cohort effects can be “smoothed out”).

In addition, a potential mortality assumption change should be communicated as the absolute
impact on all the products an insurance firm holds, since worsening experience on one product
(e.g. increased longevity on annuity business) may have a corresponding financial gain on another
product (e.g. term assurance).

3. Summary statistics and benchmarks

Some proposals regarding the use of summary statistics and benchmarks in reporting on mortality
assumptions are considered in section 3.
a) Do respondents foresee any practical difficulties in communicating the assumptions about
subsequent changes in mortality rates underlying life expectancy statistics?




