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CMP Upgrade 2019/20 
Subject SP1 

CMP Upgrade 

This CMP Upgrade lists the changes to the Syllabus objectives, Core Reading and the ActEd 
material since last year that might realistically affect your chance of success in the exam.  It is 
produced so that you can manually amend your 2019 CMP to make it suitable for study for the 
2020 exams.  It includes replacement pages and additional pages where appropriate.  
Alternatively, you can buy a full set of up-to-date Course Notes / CMP at a significantly reduced 
price if you have previously bought the full-price Course Notes / CMP in this subject.  Please see 
our 2020 Student Brochure for more details. 

This CMP Upgrade contains: 

 all significant changes to the Syllabus objectives and Core Reading. 

 additional changes to the ActEd Course Notes and Assignments that will make them 
suitable for study for the 2020 exams. 
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0 Changes to the Syllabus objectives 

There were no significant changes to the Syllabus objectives.   
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1 Changes to the Core Reading and ActEd material  

This section contains all the non-trivial changes to the Core Reading and ActEd material.  

Chapter 1 

Page 10 

The following sentence has been deleted: 

The tax treatment of IP insurance premiums and benefits in the UK is covered in detail in 
Subject SA1. 

Page 13 

The first bullet point has been amended to read: 

 integrate with benefits provided by the policyholder’s employer 

Chapter 2 

Page 11 

The first sentence of the second paragraph has been amended to read: 

The word ‘total’ in the definition in practice usually means the failure of ability to perform a 
major or substantial part of the job or function.   

Chapter 4 

Page 8 

The first paragraph of Core Reading has been amended to read: 

It should be noted that in the USA, the term ‘major medical expenses’ is used to mean a 
comprehensive PMI product type offering reimbursement for the costs of primary, 
secondary and tertiary care as defined in the policy. 

The final sentence of Core Reading has been amended to read: 

For a low level of premium, the policyholder and family are entitled to a range of specific 
payouts dependent on certain healthcare-related events. 



Page 4 SP1: CMP Upgrade 2019/20 

© IFE: 2020 Examinations The Actuarial Education Company 

Chapter 6 

Page 5 

The second sentence of the penultimate paragraph of Core Reading has been amended to read: 

Insurance is crucial as, in most countries, State welfare benefits are unlikely to maintain 
individuals in the same financial position they were in prior to the onset of illness or 
disability.  Also, the individuals’ personal financial resources will often be limited in 
sustainability.   

Page 6 

The penultimate paragraph of Core Reading has been amended to read: 

Policyholders may also need a regular income on incapacity to cover premiums they are 
paying for other types of insurance policy (eg endowment assurance or insured pension 
arrangements).  However, because the premiums for such insurance policies are likely to be 
small, it would be unusual to take out income protection cover solely for this purpose 
(except possibly to cover substantial pension premium contributions).  

Page 8 

The following sentence has been added before the bullet list: 

Tiered benefits for CI Insurance policies may enable the CI Insurance policy to meet the 
policyholder needs better.  It: 

Chapter 7 

Page 15 

The following sentence has been added to Section 3.1 (between the first two paragraphs of ActEd 
text): 

Offering tiered benefits for a CI insurance policy could create difficulties for the insurance 
company. 

Page 19 

The example in brackets (usually a hospital plus surgeon plus anaesthetist) has been deleted 
from the second paragraph of Core Reading. 

Page 20 

In the second bullet point, the final word has been changed from eradicated to removed. 

Chapter 8 

Page 21 

In the fourth paragraph of Core Reading, the word conduit has been changed to channel. 
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Chapter 14 

Page 11 

The sentence in Section 3.1 has been amended to read: 

A large database will be needed to be able to calculate rates that are age, gender and 
duration dependent, and also allow for the influences of occupation and cause of claim. 

Page 13 

The second paragraph of Core Reading has been amended to read: 

The actuary will need separate rates of mortality, for healthy (non-claiming) lives for IP 
insurance, LTCI and CI insurance, and for lives in claim for IP insurance and LTCI.   

Chapter 15 

Page 20  

The following sentence has been amended to read: 

The investment return assumption will grow in significance as the likely benefit date is 
further into the future (eg pre-funded long-term care insurance) or where guarantees are 
given (eg on accelerated critical illness cover). 

Page 21 

The following sentence has been amended to read: 

Note for PMI, the investment return assumption is expected to have minimal impact.   

Chapter 17 

Page 18 

The following sentence has been deleted: 

The examination requires an awareness of the relevance of each point to the product being 
modelled – but students are not expected to expand on these in detail. 

Chapter 21 

Page 15 

The final paragraph of Core Reading has been amended to read: 

These assets may be valued at market value or may be discounted in certain circumstances, 
for example if they are required to be retained within the fund to cover solvency capital 
requirements.   
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Page 16 

The penultimate paragraph of Core Reading has been amended to read: 

For without profits business, the present value of future profits is effectively the release of 
any margins within the supervisory reserves relative to the assumptions used within the 
embedded value calculation.  It is important that the reserves used in the determination of 
net assets are consistent with those used in the determination of the present value of future 
profits. 

The following sentence of ActEd text has also been deleted: 

Here, embedded value is just referring to the present value of future shareholder profits (PVFP) on 
existing business. 

Chapter 24 

Page 4 

The first sentence of Core Reading has been amended to read: 

Health and care events are often less easy to predict than their life insurance counterparts 
and greater care has to be taken in the wording of options and guarantees, the prices 
charged for them and the reserves held to provide for their utilisation also require careful 
consideration.   

Page 8 

In the second paragraph of Section 4.3, the words medical expenses covers have been replaced 
by private medical insurance. 

Chapter 26 

Page 10 

The first sentence of the second paragraph of Core Reading has been amended to read: 

Generally health and care insurance tends to be reinsured on a treaty, rather than a 
facultative, basis. 

Page 30 

In the final paragraph of Core Reading, the words or attachment point and or exhaustion point 
have been deleted. 
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Chapter 27 

Page 12 

In the third paragraph of Core Reading, the second sentence has been amended to read: 

The insurer's decision will depend on the materiality of the discrepancy and whether there 
have been attempts to act fraudulently or withhold information.  

Chapter 28 

Page 12 

The fourth bullet point has been amended to read: 

 a requirement to hold a certain proportion of total assets in a particular class – for 
example government stock  

Chapter 29 

Page 23 

In the first sentence of Core Reading, the word straddle has been changed to include. 
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2 Changes to the X Assignments 

Overall 

There have been minor changes throughout the assignments, including the wordings of questions 
and mark allocations. 

Where the changes in wordings have not affected what the question is actually asking, these 
details are not included below.  Changes to mark allocations and any other (more significant) 
changes are listed below. 

Assignment X1 

Solution 1.1 

Part (d): 

The first point has been amended to read: 

The word total in the definition usually means the failure of ability to perform a major or 
substantial part of the job or function.   [½] 

Question and Solution 1.2 

The parts (a) and (b) with a combined [5] allocation has been replaced by: 

(i) pre-authorisation [2] 

(ii) preferred provider agreements. [3] 
    [Total 5] 

Solution 1.4 

Part (ii): 

The following points, formerly worth quarter marks, are now worth half marks: 

An indemnity-based product would automatically provide inflation proofing.   [½] 

Cash-based benefits may also be index-linked.   [½] 

Solution 1.5 

The quarter marks for the tabulated figures have been replaced by the following mark allocation: 

    [2 for 6 correct figures, subtract ½ for each error] 



SP1: CMP Upgrade 2019/20 Page 9 

The Actuarial Education Company © IFE: 2020 Examinations 

Solution 1.8 

Part (i)(a): 

The following point, formerly worth a quarter mark, is now worth half a mark: 

The class in which a particular occupation falls into may vary by insurer.     [½] 

Part (i)(b): 

The first bullet list has had the mark allocation amended as follows: 

    [½ for each two examples, maximum 1] 

Part (ii): 

The following point, formerly worth a quarter mark, is now worth half a mark: 

Alternatively, premiums may be reviewable at intervals, eg every five years.   [½] 

The second bullet list has had the mark allocation amended as follows: 

    [½ for two examples] 

Question 1.10 

The bullet points have been replaced by parts (i) to (v) (with separate mark allocations) as follows: 

(i) the benefits that might be provided [5] 

(ii) the policy conditions for claiming [2] 

(iii) the underwriting procedures that might be used [3] 

(iv) the premium rating structure [4] 

(v) the use of incentives to encourage the renewal of policies. [2] 

Solution 1.10 

Part (iv): 

The bullet list has had the mark allocation amended as follows: 

   [½ for each two factors] 
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Assignment X2 

Solution 2.7 

Part (iii): 

The following sub-bullet points, formerly worth quarter marks, are now worth half marks: 

– incapacitated enough so that they are unable to perform their own occupation, 
but still able to perform a suited occupation [½] 

– severely incapacitated [½] 

Solution 2.8 

Part (i): 

The first bullet list has had the mark allocation amended as follows: 

    [½ for each two variables, maximum 2] 

Solution 2.9 

Part (ii): 

The following points in the ‘competition’ section, formerly worth quarter marks, are now worth 
half marks: 

... the design of these products (eg benefit levels, claims definitions) ...  [½] 

... and how successful they have been.  [½]  
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Assignment X3 

Solution 3.3 

The following points in the ‘expense assumptions’ section, formerly worth quarter marks, are now 
worth half marks: 

Such an expense investigation would involve assigning expenses: 

 by policy type  [½] 

 as initial / renewal / termination expenses [½] 

 as fixed or variable expenses.  [½] 

Solution 3.4 

Part (ii): 

The marking of the formula has been amended to remove the quarter marks as follows: 

Under certain conditions the CAPM gives: 

   i m iE r E r      [½] 

where:   i iE E r  is the expected return on asset i (eg the company’s shares, as it is a 

proprietary company) 

  r is the market return on a risk-free asset 

   m mE E r  is the expected market return (eg the stock market)  

  i  is the ‘beta factor’ of asset i (defined as the covariance of ri and rm divided by 
the variance of rm) – a measure of the relative volatility of asset i. 

    [½ for two terms defined correctly, 1 for all four terms defined correctly] 

Solution 3.5 

Part (i)(a): 

The bullet list has had its mark allocation amended as follows: 

    [½ for each two factors, maximum ½] 

Solution 3.6 

Part (i): 

The fourth bullet point has had the mark allocation amended as follows: 

    [½ for each two types of market data, maximum 1] 
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Part (ii): 

The second bullet point has had the mark allocation amended as follows: 

    [½ for two sensible suggestions] 

Part (iv): 

The first point in the ‘disadvantages’ section has had its quarter mark allocation removed, so it 
now reads: 

Claim costs may actually be higher:  

 if treatments are more cost effective in other countries [½] 

 as there will be greater demand for hospital treatments in XYZ. [½] 

Solution 3.7 

Part (i)(a): 

The second bullet point has had the mark allocation amended as follows: 

Allowance should also be made for: 

 default risk  [½] 

 tax / investment expenses. [½] 

Part (i)(c): 

The second point (and following bullets) has had the mark allocation amended as follows: 

The insurance company will be prudent to assume high inception rates and/or low recovery rates 
(ie long durations of sickness).  [½] 

Part (i)(d): 

The first bullet list has had the mark allocation amended as follows: 

    [½ each, maximum 1] 

Part (ii): 

The following bullet points, formerly worth quarter marks, are now worth half marks: 

In addition, the pricing basis will require the following assumptions, which are not needed for 
reserving: 

 initial expenses (only future expenses are included in the reserving basis)  [½] 

 profit criterion.  [½] 
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Assignment X4 

Solution 4.1 

Part (ii): 

The bullet lists have had their mark allocation amended as follows: 

Under the multi-state modelling approach, policyholders are separately tracked through the 
various stages of ‘healthy’ and ‘claiming’:  [½] 

 healthy premium payers 

 lives falling sick within deferred period 

 lives becoming claimants following deferred period 

 lives recovering, reverting to premium payers 

 lives dying.   
    [½ for each two stages, maximum 1] 

Each subclass will have its own set of transition probabilities:  [½] 

 sickness inception 

 lapse  

 mortality 

 recovery 

 policy expiry.   
    [½ for each two probabilities, maximum 1] 

Solution 4.2 

Part (iii): 

The following points under the ‘claims’ section have had their mark allocation amended to be: 

It would therefore be better to use claims incurred instead of claims paid.   [½] 

This is the ultimate cost of claims that occur during the year, which includes: 

 claims paid during the year [½] 

 changes in the estimates of all claims reported but not settled  [½] 

 changes in the estimates of claims incurred but not reported (IBNR).  [½] 

The estimates should allow for: 

 any terminations that have happened but have not been reported 

 claim payment delays.   
    [½ for any sensible suggestion] 
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Solution 4.4 

Part (i): 

The bullet list has had its mark allocation amended as follows: 

    [½ for each two factors, maximum 3] 

Solution 4.5 

Part (i): 

The bullet list has had the mark allocation amended as follows: 

    [½ for two points] 

Solution 4.7 

Part (i): 

The bullet list has had the mark allocation amended as follows: 

    [½ for each two assumptions, maximum 1] 

Part (ii): 

The following bullet points, formerly worth quarter marks, are now worth half marks: 

Assumptions, in addition to those stated in part (i): 

 the same premium basis is used in one year’s time [½] 

 the benefit level is unchanged (at £50,000).  [½] 

Part (iii): 

The bullet list has had the mark allocation amended as follows: 

    [½ for two valid assumptions] 

The final mark allocation for this part has been amended to read: 

    [Maximum 3] 

Part (iv): 

The second bullet list has had the mark allocation amended as follows: 

The estimate in part (iii), attempts to be more realistic, but this depends on the accuracy of the 
explicit assumptions made, in particular:  [½] 

 the proportion of lives exercising the option [½] 

 the mortality/morbidity of the option-takers in year 2.  [½] 
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Solution 4.8 

Part (i): 

The second point has been amended read: 

For a low level of premium, the policyholder and family are entitled to a range of specific payouts 
dependent on certain healthcare-related events.  [½] 

The bullet list has had the mark allocation amended as follows: 

    [½ for each two items] 

Part (ii): 

The bullet list has had the mark allocation amended as follows: 

    [½ for each two items, maximum 1] 

Assignment X5 

Solution 5.5 

Part (ii): 

The first bullet list has had its mark allocation amended as follows: 

    [½ for each two factors, maximum 1½] 

The second bullet list has had its mark allocation amended as follows: 

    [½ for each two factors, maximum 1] 

Solution 5.8 

There have been a number of minor changes throughout this solution.  Replacement pages are 
also attached. 

Solution 5.9 

The first bullet list in the ‘new business volumes’ section, has had its mark allocation amended as 
follows: 

    [½ for two reasons] 

The bullet list in the ‘overall’ section, has had its mark allocation amended as follows: 

    [½ for each two items, maximum 2] 
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Assignment X6 

Solution 6.2 

The first bullet list has had its mark allocation amended as follows: 

    [½ for each two suggestions, maximum 2] 

Solution 6.4 

Part (i): 

The third, fourth and fifth points have been combined and had their mark allocations amended as 
follows: 

The next stage would be to consider to what extent the strategy can diverge from this best 
matching portfolio of assets in order to achieve higher expected returns for shareholders, ...  [½] 

... while maintaining a level of risk that is in line with the company’s capital resources.   [½] 

In the first bullet list, the second bullet point and following point have been combined and had 
their mark allocations amended as follows: 

 expenses should also be incorporated, possibly using an inflation model.  [½] 

The following two points have also been combined and had their mark allocations amended as 
follows: 

Correlations should be allowed for, eg index-linked liabilities will be linked to investment 
conditions.   [½] 

The second bullet list has had its mark allocation amended as follows: 

    [½ for each two items, maximum 1] 

In the final bullet list, the sub-bullets have been combined into the following bullet point: 

 the effect of the investment strategy on product development and pricing and/or the 
views of ratings agencies [½] 

Solution 6.5 

Part (ii): 

The first bullet list has had its mark allocation amended as follows: 

   [½ for each two items / points / examples] 

The second bullet list has had its mark allocation amended as follows: 

   [½ for each two items / points / examples] 
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Part (iii): 

The first bullet list has had its mark allocation amended as follows: 

   [½ for each two components] 

The third bullet list has had its mark allocation amended as follows: 

    [½ for each two suggestions] 

Solution 6.7 

Part (i): 

The first bullet list has had its mark allocation amended as follows: 

    [½ for each two types of expenses] 
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3 Other tuition services 

In addition to the CMP you might find the following services helpful with your study. 

3.1 Study material 

We also offer the following study material in Subject SP1: 

 Flashcards 

 Revision Notes  

 ASET (ActEd Solutions with Exam Technique) and Mini-ASET 

 Mock Exam and AMP (Additional Mock Pack). 

For further details on ActEd’s study materials, please refer to the 2020 Student Brochure, which is 
available from the ActEd website at www.ActEd.co.uk. 

3.2 Tutorials 

We offer the following (face-to-face) tutorials in Subject SP1: 

 a set of Regular Tutorials (lasting three full days)  

 a Block (or Split Block) Tutorial (lasting three full days). 

For further details on ActEd’s tutorials, please refer to our latest Tuition Bulletin, which is available 
from the ActEd website at www.ActEd.co.uk. 

3.3 Marking 

You can have your attempts at any of our assignments or mock exams marked by ActEd.  When 
marking your scripts, we aim to provide specific advice to improve your chances of success in the 
exam and to return your scripts as quickly as possible. 

For further details on ActEd’s marking services, please refer to the 2020 Student Brochure, which 
is available from the ActEd website at www.ActEd.co.uk. 

3.4 Feedback on the study material 

ActEd is always pleased to get feedback from students about any aspect of our study 
programmes.  Please let us know if you have any specific comments (eg about certain sections of 
the notes or particular questions) or general suggestions about how we can improve the study 
material.  We will incorporate as many of your suggestions as we can when we update the course 
material each year. 

If you have any comments on this course please send them by email to SP1@bpp.com. 
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Solution X5.8  

This question is taken from Subject ST1, September 2005, Question 9.   

Methods of reducing the premium will require wide thinking from a range of chapters.  It is 
important to know the main components that make up a premium, as well as the other factors 
that might affect premium rates: Chapter 19, Pricing (3), Other considerations, may be useful here.  
The material on product design in Chapter 7 will probably be the main source of ideas, however 
Chapter 8 (Distribution channels), Chapter 26 (Reinsurance) and Chapter 27 (Other risk 
management techniques) may help too. 

Many of the risks associated with each method should be common sense.  The nature of risks is 
covered in Chapters 23, 24 and 25. 

General risks 

Reducing premiums lead to lower profits, unless there are offsetting actions.  [½] 

Some of the changes made may not be in line with customer needs or expectations, and so they 
may be unpopular (with customers, employees or sellers).   [1] 

This may result in: 

• dissatisfied customers [½] 

• reduced sales volumes  [½] 

• higher lapses.   [½] 

Other changes may lead to increased expenses, eg administration and IT costs.  [½] 

Specific methods and associated risks 

The insurer could reduce or restrict benefits, ... [½] 

... eg limit maximum benefit amount, ...  [½] 

... limit benefit escalation rates, ...  [½] 

... increase deferred periods, ...  [½] 

... or offer long-term claimants with high reserves a lump sum instead of regular benefit 
payments.   [½] 

Alternatively, the insurer could offer a more restricted term, ...  [½] 

... eg lower termination age(s) or a fixed term.  [¼] 

The insurer could change the claim definition, ...  [½] 

... eg from own occupation any occupation.  [½] 
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The insurer could introduce benefit features designed to reduce overall claims costs, …  [½] 

... eg a linked-claim period, ...  [½] 

... or a rehabilitation service to help claimants back to work (possibly combined with a 
requirement to notify claims early).  [½] 

The risk here is that the expected reduction in claims cost does not materialise, eg the claimant 
might not be aware of these benefits.  [½] 

The insurer could remove or reduce options, ...  [½] 

... eg GIOs.    [¼] 

The risk here is that policyholders that would otherwise exercise an option are not able to, and so 
they take out a policy elsewhere.  [½] 

The insurer could reduce the extent of guarantees, ...  [½] 

... eg extend the use of reviewable terms ...  [½] 

... or offer unit-linked policies.  [½] 

The risks here are that: 

• customers may not understand reviewable terms and so their expectations would not met 
if premiums are subsequently increased  [½] 

• selective withdrawals increase. [½] 

 The insurer could design the product to have low initial premiums that increase in a pre-specified 
way.     [½] 

The risks here are that: 

• the low premium level is only temporary and so subsequent increases are unpopular [½] 

• there are higher future lapse rates.  [½] 

The insurer could allow for the policyholder’s previous claims experience in its pricing (eg NCD). 
    [½] 

The risks here are that: 

• the complexity of the product may put some people off [½] 

• a discount based on sickness experience may be seen as unfair or unpopular [½] 

• the premium increase after a claim may result in high levels of lapse [½] 

• the discounts offered might be incorrect (eg because they were based upon poor or 
scanty data).   [½] 
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The insurer could try to target customers with characteristics that have better claims experience, 
...     [½] 

... eg by changing rating factors (such as age and gender if permitted by legislation).  [½] 

The risks here are that: 

• the increased sales process might deter potential customers and sellers [½] 

• premium levels will increase for some customers.  [½] 

The insurer could try to reduce expense levels, ...  [½] 

... eg streamline processes, ...  [¼] 

... or pay less commission.  [½] 

The risks here are that: 

• reduced marketing costs or commissions could result in reduced sales volumes [½] 

• increased commission clawback levels would have a similar effect and incur additional 
administration expense [½] 

• reduced underwriting or claims control measures could lead to higher levels of claims [½] 

• reduced customer service costs could lead to lower levels of customer satisfaction, 
leading to higher lapses. [½] 

The insurer could use more cost-effective distribution channels, eg the internet.  [½] 

The risk here is that the assumptions used to establish that the new channel is more cost effective 
might not be borne out.  [½] 

The insurer could adjust the extent of cross-subsidies in expense loadings, ...  [½] 

... eg large policies subsidise small ones to make small ones cheaper. [½] 

This could lead to a different mix of business from expected.  [½] 

The insurer could use reinsurance more effectively, ...  [½] 

... eg make use of tax / solvency arbitrage, ...  [½] 

... or use less reinsurance.  [½] 

This might lead to the insurer: 

• being subject to more risk, eg claim volatility  [½] 

• needing more capital due to the increased risk.  [½] 

Also, any tax / solvency arbitrage opportunities may only be short lived and may be removed in 
the future.    [½] 
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The insurer could use more stringent underwriting, ...  [½] 

... eg increasing the use of exclusions, ...  [½] 

... or the number of declined applications.  [½] 

The risks here are that the: 

• cost of employing more underwriting staff may outweighs any savings [¼] 

• process involved may deter many (healthy) potential customers.  [½] 

The insurer could increase claim control and claim management.  [½] 

The risks here are that: 

• additional cost outweighs any savings [¼] 

• if a third party is used, it may not do its job properly or bring the insurer into disrepute [½] 

• there may be an increase in the number of claim disputes or unhappy claimants.  [½] 

It could improve investment performance to obtain a higher return on assets. [½] 

This could result in greater risks of volatile capital values or default, ... [½] 

... or increased capital requirements. [½] 

It may be constrained by regulation.  [½] 

The insurer could try to improve persistency, ...  [½] 

... eg through improved customer service.  [½] 

The risk here is that cost of such measures may outweigh the benefits.  [¼] 

The insurer could reduce the profit criterion..  [½] 

The risks here are that: 

• increased volumes may not be as expected (eg due to competitors cutting rates) [½] 

• losses, or even insolvency, are more likely  [½] 

• premiums need to be increased later, which may be very unpopular.  [½] 

The insurer could weaken other assumptions in the pricing basis.  [½] 

This could lead to a greater risk of assumptions turning out to be worse than expected, leading to 
reduced profits for the office.  [½] 
    [Maximum 21] 
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