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1. Introduction 

1.01 This paper is an overview of professional standards in Canada as they relate 

to actuarial advice on pension plans. It does not deal with the detailed 

substance of these standards but rather describes 

- why and how they were developed; 

- how they are being monitored; and 

- what changes are likely to occur in the future. 

Professional standards may be considered to have two main aspects, 

competenceand conduct. This paper deals with competence only and the 

profession's desire to improve the quality of advice available to the public. 

1.02 This paper concentrates on actuarial advice on pension plans. The 

Canadian Institute of Actuaries (C.I.A.) has also developed standardsfor life 

insurance company financial reporting, property and casualty insurance 

company financial reporting and actuarial evidence in the courts, but these 

are all outside the scope of this paper. 



1.03 The paper covers the topic from two perspectives. The first perspective is 

that of the Canadian Institute of Actuaries to which all actuaries practising 

in Canada belong. The C.IA. has around 1500 fellows of whom about 450 

are consultants, mainly in the pension area. The second perspective is that 

of a major consulting firm with which I am associated which has a total 

Canadian staff of 900 of whom about 100 are F.C.1A.s. 

1.04 Although I will be examining the topic from these two perspectives, I 

should, of course, emphasize that theviews expressed in this paper are my 

own and not those of the C.I.A. or the firm. 

2. The Need for Professional Standards 

2.01 Why does a profession need professional standards? I think the simplest 

answer is to ensure that the highest possible quality of professional advice 

is available and to protect the public. The public has entrusted to the 

actuarial profession certain responsibilities because it is in the public 

interest. It is in the public interest to ensure that there exists a body of 

professionals who have been highly trained in a particular special area and 

who are available to help the public respond to certain challenges in that 

area. Because our area is such a specialized one, it is in the public interest 

to entrust the members of our profession with the responsibility for 

ensuring that 

- all members have met specified standards of education and 

experience before they are admitted to the profession; and 

- once admitted, all members provide the high quality of advicewhich 

the public expects and constantly strive to improve the quality of 

that advice. 



If we as a profession fail, or any one of our members fails to provide this 

high quality advice, we will have betrayed the trust which the public has 

placed in us and we may justifiably be in danger of losing our freedom to 

practise as a self-governing profession. 

2.02 Professional standards are our way of assuring our various publics that all 

of our members will provide quality advice on which the public can rely. 

2.03 In the past, professional actuarial training followed the apprenticeship 

system and with an experienced actuary acting as instructor and mentor 

of his younger colleague. Years of experience in practice and frequent 

contact with the relatively few other members of the profession were the 

prime tutors for both competence and conduct and provided guidance for 

the action a professional should take in each situation. 

2.04 Recently, the tremendous growth in numbers of our profession and in the 

demands placed on us by our various publics may have caused us to lose 

many of the benefits of this apprenticeship or mentoring. In some of the 

larger firms, signiticant efforts are made to encourage a continuation of the 

collegial or partnership attitudes along with mentoring of less experienced 

colleagues, but the success of these efforts in larger firms is not uniform. 

These benefits are very much more difficult to achieve in smaller firms or 

with sole practitioners. The profession as a whole has an important role to 

play for the benefit of all actuaries. 

2.05 Our publics are placing increasing demands on all actuaries. We are 

increasingly challenged to justify our practices by our various publics, 

including plan sponsors, labour unions, governmental authorities and other 

professions. We have to respond to these challenges, not by hoping they 



will go away, which they certainly will not, but by reasoned discussion and 

debate to persuade our publics that we have thought through their 

concerns and are indeed acting in a way which deserves continued and 

even increased public trust and confidence. 

2.06 In Canada, we first began to hear significant public uneasiness about the 

work of some pension actuaries in the early 1970s. 

2.07 The income tax authorities were concerned aboutcorporations, particularly 

those controlled by one or a few individual significant shareholders, 

claiming excessive tax deductions for pension contributions. Those 

contributions were supported by actuarial certificates prepared using very 

conservative actuarial assumptions and methods designed to maximize the 

allowable tax deductions. 

2.08 By contrast, the pension benefits regulators, whose main responsibility is 

to ensure that plans are adequately funded, were concerned that some 

plans were becoming less rather than more securely funded. The funding 

of these plans was, however, supported by actuarial certificates prepared 

usingactuarial assumptions and methods designed to minimize the funding 

payments. 

2.09 There were even a few very creative actuaries who were preparing two 

certificates for each plan - one for tax purposes showing a very high 

contribution was required, the other for the pension benefits regulators 

showing only a very low contribution was necessary. This gave the 

employer a vely wide range of ,contributions which could be paid and 

deducted for tax purposes. 



2.10 Our publics, represented by the regulatory authorities, were not at all 

amused by the games a few actuaries were playing. Fortunately, a 

significant number of actuaries were also not amused and realized that the 

profession would have to develop more detailed written standards for 

practice in the pension area. Unless the C.I.A. took steps to ensure more 

uniformity in actuarial recommendations, the governments would step in 

and police the profession. 

3. Professional Standards of the C.IA 

3.01 As a result, the C.I.A. adopted "Recommendations for valuation of Pension 

Plans" in 1981. These recommendations were adopted only after 

considerable discussion among the membership at general meetings and 

various committee meetings. The C.I.A. felt it wasvery important to explain 

to members why the C.I.A. needed these recommendations which set 

certain limits on professional freedom. Only after the need for 

recommendations was widely accepted was it possible to discuss what 

should actually be in the recommendations. 

3.02 The recommendations contain a number of principles to be followed when 

carrying out a pension plan valuation. They do not prescribe specific 

methods and assumptions or specific lower or upper limits to any 

assumption. They still leave a wide range for the exercise of professional 

judgement. Amost important principle is disclosure. What has been done 

in the valuation must be disclosed and described in a way that is, at least, 

understandable by another actuary. 

3.03 The recommendations are not intended to be static. They have been 

revised from time to time in light of changing circumstances, for example, 

when the accounting profession developed new rules for the calculation of 



pension costs for accounting purposes. They have also been revised to 

clarify their meaning whenever a case has arisen that has demonstrated 

that the language could be improved. 

3.04 The C.I.A. has also developed "Recommendations for the Calculation of 

Minimum Transfer Value" which are to be used when a plan member 

terminates employment before retirement. These recommendations were 

developed under considerable pressure from the pension benefits 

authorities who would almost certainly have developed their own sets of 

rules if the C.I.A. had not acted. The C.I.A. felt that the profession and all 

of its publics would be much better sewed by one set of rules developed 

by the C.I.A. rather than potentially ten different sets of rules developed by 

ten different jurisdictions, some of whom have only the vaguest 

understanding of actuarial concepts. (In Canada, the pension benefits 

legislation is subjectto provincial jurisdiction and, although all the provinces 

agree on the basic principles which should be contained in the legislation, 

they all differ in the detail. In addition, certain businesses such as banking, 

inter-provincial transportation and communications are subject to similar 

federal legislation.) 

3.05 The minimum transfer value recommendations are much more specific 

than the pension plan valuation recommendations. They aroused much 

more opposition from the C.I.A. membership because they were so specific 

and because they were adopted in a much shorter time frame, when we 

had no generally accepted due process for doing this. They too have been 

revised from time to time and are now generally accepted as being much 

better than any practical alternative. 



3.06 Now that the C.IA has both general and specific standards, the members 

are almost continuously reviewing whether the standards are too general 

or too specific. Many of our publics would like to see much more specific 

standards established which would allow them to maintain an easy 

checklist to establish whether a particular report met those standards. But 

that would mean a significant curtailment of professional freedom to 

exercise the best judgement in the circumstances of the particular case. 

I believe that freedom is very precious to most actuaries and that the 

profession must beconstantly vigilant to ensure that it does not over-react 

to one or two bad examples. Freedom to exercise judgement is to most of 

us the essence of professionalism. 

4. Professional Standards of Consultine Firms 

4.01 At the same time as the C.I.A. was becoming concerned about developing 

standards for its members, many of the larger firms of consulting actuaries 

were growing rapidly and finding it necessary to develop professional 

standards for their employees not purely from a sense of professional 

responsibility to the public but also for the very sound business need to 

ensure quality control over all the advice given in the firm's name. 

4.02 In the firm most familiar to me, the professional standards committee was 

significantly upgraded and the leading professionals in the pension practice 

were gathered into a task force to develop more detailed professional 

standards. They produced a recommended format for the typical valuation 

report, some standard language for describing actuarial methods and 

assumptions and guidelines for the minimum content in a report. In 

addition, they prepared some explanatory or background material which I 

would describe more as good consulting practice rather than minimum 

professional standards. 



Once this material had been prepared and approved by the firm's 

professional standards committee, it was distributed to all of the offices 

across the country. A senior consultant in each office was made 

responsible for communicating it to all actuaries and support staff and 

answering any questions which might arise. Because of the very 

decentralized nature of the firm, it was extremely important to have a local 

professional standards representative on the spot in each office. 

The initial material approved by the professional standards committee is, 

of course, revised from time to time in light of experience. The most 

frequent discussions focus on which parts of the advice on good consulting 

practice should be incorporated into minimum professional standards. 

There is a constant desire within the firm to improve the minimum 

professional standards and a keen awareness that these standards are only 

a minimum and that most of the advice should be targeted at a much 

higher ideal level of excellence. 

5. Monitorine: of Professional Standards bv the C.IA 

After the C.IA!s standards are in place, the C.I.A. has to not only monitor 

compliance responsibly, but also be seen by our various publics to be 

monitoring compliance. The C.I.A. is in an even worse position if it has 

standards and does not monitor them than if it had no standards at all. 

To demonstrate to the various publics that it is really serious about 

monitoring compliance, the C.I.A. needs to take a proactive approach rather 

than a reactive one. For some time now, two committees of the C.I.A. have 

been responsible for responding to queries from members and thegeneral 

public about whether a specific report has been prepared in accordance 



with generally accepted actuarial principles. These committees have been 

used relatively infrequently and only when questions or complaints were 

raised. 

The C.I.A. recently concluded that this was not enough. It thought and 

certainly hoped that it probably did not have a major problem with non- 

compliance, but realized that it had absolutely no evidence from which to 

draw any justifiable opinion. It also realized that, while it may be wise to 

have a goal of 100% compliance 100% of the time, a few of its members 

may require to be disciplined for falling far short of that goal. 

The C.I.A. studied the practices of other professions, particularly the 

accountants, in ensuring compliance with their standards and concluded 

that the goal should be some form of peer review. Only another 

experienced professional practising in the same area has sufficient 

knowledge and experience to give an opinion on whether professional 

standards have been followed in that area. 

The C.I.A. decided that the initial emphasis in the monitoring process 

should be on education rather than discipline. A process of continuing 

education and follow-up with individual members will be much more 

widely supported than a witch hunt. It will also be more effective in 

increasing the awareness of standards among all members and will 

encourage them to have standards continually in the forefront of their 

minds as they conduct their daily practice. Of course, if there were a 

problem of conscious non-compliance, it would have to be monitored very 

carefully and, if it were to continue, the disciplinary process would be used. 



5.06 An immediate move to an elaborate system of peer review would place a 

huge additional burden of time and expense on our members. The C.I.A. 

felt this would be very hard to justify. As an initial step in consciousness 

raising, the C.I.A. has sent a survey to the senior actuary in each firm in 

Canada to gather information about what procedures are used in that firm 

to ensure compliance with C.I.A. standards. The results of that survey may 

help to determine the possible extent of non-compliance and will provide 

information about the best practices already being used. By sharing this 

information with the members, they will hopefully become more educated 

about professional standards and ways of ensuring that the highest quality 

of professional advice is available. 

5.07 While the survey is a first step, it is only that. It is unlikely to be sufficient 

in the long run to satisfy the various publics that the C.I.A. has in place an 

adequate system for monitoring compliance with professional standards. 

But it will, perhaps, mollify those members who feel that there is no 

problem and no need to do anything. The C.I.A. should certainly do more 

after the survey has been completed. 

5.08 The C.I.A. is also actively reviewing its disciplinary process. Up to the 

present, this process has been cloaked in secrecy because of a strong 

desire to protect any member being investigated from adverse publicity 

which would affect his professional reputation. The result has been that 

the member being investigated has indeed been protected but the 

perception among other members and many of the publics is that the 

discipline process is ineffective. The new C.I.A. legal counsel is currently 

working with the discipline committee to develop a new process which is 

both fair to the member being investigated and seen to be fair by other 

members and the various publics. 



6. Monitorine of Professional Standards bv Consultine Firms 

6.01 While the C.IA is moving to find out what methods of monitoring 

compliance will be acceptable to both its members and its publics, most 

of the major consulting houses already have some internal monitoring 

system in place. I can comment only on the system used by one firm but 

would be very interested in learning how other firms monitor their 

standards. I firmly believe that by exchanging information in this particular 

area, actuaries can not only improve on our present practices but also 

emphasize that we are true professionals rather than just businessmen 

guarding jealously every possible trade secret. Our various publics will 

certainly approve of both of these results. 

6.02 The firm prides itself on being driven from the bottom up rather than the 

top down. The firm stresses the independence of the individual consultant 

and expects him to stay very close to the client and exercise his creativity 

to identify, analyze and suggest solutions to the client's problems. The firm 

operates through 18 local offices in 14 locations across Canada from coast 

to coast. The offices range in size from 150 employees down to six. Each 

office is an independent profit centre and has considerable freedom to 

develop its own business strategy. The role of the head office is to provide 

support for local initiatives and for the individual practising consultant. 

6.03 Because of the independence of each local office, the office head is 

ultimately responsible for monitoring professional standards in the office. 

However, the office head is assisted in this role by a professional standards 

representative. The professional standards representative is responsible for 

making everyone in the office aware of new standards and changes to 

existing standards and for the day-to-day monitoring of compliance within 

the office. The professional standards representative will also meet 



occasionally with the representatives from other offices to exchange 

information about professional standards activities in the different offices. 

6.04 The cornerstone of monitoring compliance is peer review. Any significant 

consulting advice is to be reviewed by a consultant's peer before it is given 

to the client. This is the case whether the advice is given orally, in a letter 

or in a formal report. For more formal statements of actuarial opinion, two 

actuaries must sign. A peer is considered to be someone who is an expert 

in the practice area. Even acknowledged experts have to find other experts 

to peer review their advice. In the smaller offices and in the more 

specialized practice areas, it is often necessary to go outside the local office 

for assistance in peer reviews. But the improvement in the quality of the 

advice as a result of peer review and the extra assurance of compliance 

with the firm's standards more than compensates for the additional costs 

incurred. 

6.05 Monitoring compliance becomes monitoring peer review. All substantial 

peer reviews are documented. It is much easier to set up a system to trace 

whether a peer review has been carried out and documented than to 

systematize the professional judgement which must be exercised in the 

peer review itself. If a peer review has been done and documented, then 

the mere fact that two experienced professionals have reviewed the advice 

and are satisfied that it complies with professional standards should be 

sufficient. 

6.06 While the theory of monitoring compliance by peer review is fine, the 

practice is often not perfect. 



Sometimes the time pressures are such that it is just not possible to have 

a thorough peer review before the advice is given to theclient. In that case, 

the advice has to be qualified as being subject to later peer review and, in 

most cases, the clients are very understanding and appreciate the extra 

value of the second opinion. 

Unfortunately, some things slip through without peer review. Hopefully, 

there are not many of these and they will not cause embarrassment. Since 

compliance is a responsibility of each local office, the different ofices have 

established different ways of auditing the peer reviews. Some of them are 

very conscientious and effective but others have more room for 

improvement. 

7. Future Developments 

7.01 My crystal ball is no better than anyone else's but I have set out in this 

section some ideas about how I think the future may unfold. I should say 

at the outset that I am basically optimistic that individual actuaries, the 

profession and the consulting firms employing actuaries will respond 

successfully to their respective challenges. 

7.02 The public will continue to have increasing expectations and demands of 

us all. Increasingly, these will focus on protecting the rights of the 

individual pension plan member. We will have to consider more carefully 

the role of our profession as serving the public interest rather than the 

interest of the plan sponsor or government organization who is more 

commonly our direct client. 



7.03 Other professions, particularly accountants and lawyers, will be more 

demanding. They will want to see not just a handbook of 

recommendations outlining our professional standards but evidence that 

we educate our members about what our standards mean, why we need 

to comply with them, how we monitor compliance and what the 

disciplinary consequences are of non-compliance. Our clients will place 

very similar demands on our firms and we must develop an appropriate 

response. 

7.04 The world is becoming increasingly litigious and I would feel very uneasy 

if asked to provide a full defence of the current C.I.A. position in court. I 

could point out clearly the substantial progress which has been made in 

developing and monitoring standards over the last ten years but there is still 

some way to go. 

7.05 The C.I.A. has to become more serious about monitoring compliance with 

its standards. It has developed reasonably adequate standards but has no 

effective way of monitoring compliance. It has to do more than just survey 

the firms employing actuaries to find out what the firms are doing. Each 

one of us has a personal responsibility as an individual member of the 

profession. 

7.06 In my opinion, the only solution that will satisfy the expectations of the 

C.I.A.'s various publics in the long run is a greatly increased emphasis on 

peer review and continuing education combined with a fair disciplinary 

process to deal with blatant offenders. Each of these elements must be 

visible and effective in the eyes of both the members of our profession and 

our various publics. 



7.07 Some will argue that the peer review and monitoring system must be 

independent and external. Even actuaries are human and it is only natural 

to be more forgiving towards a colleague in the same firm than towards a 

stranger working in a different firm. Our publics will not accept that any 

form of internal peer review and monitoring of compliance by a colleague 

can be fully relied on, except as a stopgap measure until afully independent 

and external system is established. Our employers and clients will have to 

get used to different concepts of confidentiality of information when an 

outsider is performing a peer review. 

7.08 The C.IA. would have to obtain access to many more resources than it has 

at present in order to carry out this monitoring. Some have suggested that 

it may have to hire a number of staff actuaries to perform the monitoring, 

but I wonder if these actuaries would be readily accepted as peers by 

practising consultants. Another idea, which I would prefer, is to have the 

C.IA. contract with a number of practising consultants for a specified 

percentage of their time, for example 20%. But would the C.IA. always be 

able to obtain the services of the most qualified actuaries, who are at the 

same time the busiest? Even with the full cooperation of all members of 

our profession and their employers, the C.IA. would be able to perform 

only spot checks on a small part of the work performed by actuaries in 

Canada. However, this would be a big advance over the present position. 

7.09 Others will argue that such an elaborate external and independent peer 

review system would be taking a sledgehammer to crack a nut. They 

would suggest rather that the C.IA. should build on and help improve the 

existing peer review systems in place in the major consulting firms. Most 

actuaries employed by these firms are reasonably happy with the systems 

they are presently using, although there will always be room for 

improvement. By encouraging and facilitating an exchange of information 



among the major firms, the C.I.A. could help each firm bring the different 

elements in its peer review system up to the highest possible level. 

7.10 For the smaller firms and the actuary practising on his own, the C.M. could 

also play an important role. In these firms, the internal peer review system 

is likely less well-developed and, of course, is impossible for a sole 

practitioner. While these actuaries may well wish to learn about the peer 

review systems used by the major firms, it will normally not be practical for 

them to adopt similar systems. To assist these actuaries, the C.I.A. could 

encourage the establishment of a peer review panel of experienced 

actuaries to which they could submit some or all of their work for peer 

review on a completely confidential basis. Or these actuaries might prefer 

to establish among themselves informal peer review relationships which 

would allow one actuary to send his work regularly to another independent 

actuary for peer review. Or these actuaries could themselves develop a 

different peer review system which would specifically address the needs 

of the smaller firms and sole practitioners. 

7.1 1 The C.I.A. disciplinary process must be improved. Justice must not only be 

done but be seen to be done. The C.I.A. must be fair to the member being 

investigated and to all its other members and its external publics. Other 

professions, particularly lawyers, give disciplinary hearings regular publicity 

to all of their members, mentioning the names of the members involved, 

the nature of the case and the decision reached by the tribunal. This 

publicity helps to demonstrate to the internal and external publics that the 

disciplinary process developed by the profession is effective and to educate 

the members of the profession about what is and is not acceptable. A more 

effective and morevisible disciplinary process within the C.I.A. will perhaps 

convince all actuaries that a system of professional standards and 

compliance relying on respect for each individual's professional integrity is 



highly superiortoone startingfrom theassumption that no professional can 

be trusted and proceeding to demand that each one prove his innocence. 

7.12 In every profession, there will be one or two bad apples. But, in my view, 

the C.I.A. needs a disciplinary system which will deal effectively with the 

one or two offenders rather than a monstrous new compliance structure 

which will subject all members to an inquisitorial process, create an 

atmosphere of considerable distrust and still likely fail to catch the few bad 

cases. 

7.1 3 The C.I.A. should improve the continuing education of actuaries in Canada. 

It needs to encourage more papers on actuarial theory and practice in 

Canada and informed discussion of those papers along the lines of the 

regular papers submitted to and discussed by the Faculty and the Institute. 

Only in this way can it develop a significant body of Canadian actuarial 

literature from which all actuaries can draw to improve the quality of their 

work and on which new or enhanced professional standards can be based. 

7.14 The C.I.A. should encourage the discussion of professional standards and 

the need for peer review at its meetings. There have been a few such 

discussions but these are very recent and some of the comments made in 

these discussions suggest that many more will be needed. More 

discussions may run the risk of preaching only to the converted. Perhaps 

a post-examination professional admission course is needed similar to the 

bar admission courses for lawyers or the ethics course recently adopted by 

the Society. The C.I.A. may wish to consider continuing education 

requirements for actuaries to ensure that they remain current with 

changing professional standards and practices. Some or all of these 

elements will be needed to assure the various publics that the C.I.A. is 

acting responsibly in the interests of both its own members and its external 

publics. 



7.15 The C.I.A. should make more efforts to educate its various external publics. 

In recent years, it has made significant progress in this area but much more 

remains to be done. It has established various liaison committees and 

informal relationships with government regulatory authorities, other 

professions and labour unions. The challenge with most of these publics 

is to explain what an actuary can and cannot do so that their expectations 

of our profession are realistic. The actuary cannot be all things to all people 

and unfortunately the past mystiquewhich has surrounded our profession 

has tended to create some quite unreasonable expectations. It will take 

considerable time and effort to reduce these expectations to more 

reasonable .levels. 

7.16 All firms could do more to monitor compliance with professional standards. 

Most major firms are considerably ahead of the C.I.A. since they already 

have some effective peer review and monitoring systems in place, but their 

clients and other publics may have even higher expectations of firms. 

7.17 But, as nothing is ever perfect, I think the tirm which I know best could 

improve both the monitoring systems that do exist and the monitoring of 

the monitoring. It is already encouraging more sharing of ideas on 

monitoring among the local oftices and may soon develop a uniform 

national professional standard for the monitoring process. It could 

encourage different local offices to monitor each other rather than confine 

their efforts to a single oftice. If this idea were adopted, it could produce 

a more effective monitoring system and would itself encourage more 

sharing of ideas than presently occurs. It might appoint a team of 

consultants from different offices to be responsible for actively monitoring 

compliance with professional standards for a one- or two-year period. 



7.18 1 am sure the firm could learn a lot by exchanging ideas and experiences 

with other consultingfirms. All firms are, of course, highly competitive, but 

I would hope they might agree to cooperate in this area for the benefit of 

all firms and all of our clients and publics. Some other firms might even 

learn from our experiences. 

7.19 In summary, we have some big challenges ahead as a profession and as 

individuals employed by consultingfirms. Our responses to thechallenges 

will determineour future as a respected profession or as businessmen with 

highly specialized expertise. It was Frank Redington who said: "The actuary 

who is only an actuary is not an actuary". We need to continue to strive for 

an appropriate blend of the professional and the businessman. What I have 

been hearing recently from our various publics is that the businessman is 

becoming too dominant. I hope we will all reflect more on our professional 

responsibilities and that wewill migrate more to the place on the spectrum 

where our publics are telling us we should be. 


