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What's Past is Prologue 

As Actuaries we have all been trained to look for trends in 
past experience and on the basis of those trends to project forward 
to try and make a reasonable estimate of the course of future 
events. If we accept this as a reasonable method and try to apply it 
to the future trends in the development of our own profession, 
then the past and current North American experience bodes i l l  for 
our profession. The actuarial profession in North America has 
had its toes trodden on, its range of activities curtailed, and, at the 
very core of its being, has been dictated to with regard to permissi- 
ble ranges of assumptions by various groups including legislators, 
the legal profession, employers and unions. Where once before the 
'actuary was able to take shelter behind the "mysteries" of his 
profession he is now being dragged into the open by more and 
more groups of interested parties who are not prepared to allow 
him complete independence in his work, and who are not pre- 
pared to accept that he has, in all circumstances,-the right theo- 
retical training and background for the job. 

Perhaps one or two examples from the writer's own work 
area may illustrate some of the types of restraint that are being 
experienced. In Canada, the federal government has stipulated a 
valuation basis for the calculation of the cost of a pension plan 
providing benefits principally for shareholders who are employed 
by the Company and who own more than 10% of the shares of the 
Company. The maximum costs which may be deducted for tax 
purposes must be based on a valuation rate of not less than 8% per 
annum. If post retirement indexing is included in the benefit, the 
assumed rate of inflation adjustments in the pension benefits must 
be at least four percentage points lower than the investment 
assumption. In Canadian economic terms, a long term economic 
assumption of that large a spread, and the implicit assumptions of 
that degree of real positive economic growth is not easy to sub- 
stantiate. However, that is the stipulated basis for the calculations 
ofcosts. 

In Canada as well as in the United States the onset of the 
control of pension funding has created a nightmare of confusing 
and sometimes conflicting legislation. In Canada the federal legis- 
lation and regulations are intended to prevent overfunding - 
that is to limit the amount that Companies can deduct for tax 
purposes. The provincial legislation has as its thrust the preven- 
tion of underfunding, because the purpose of the provincial 
legislation is to protect the accrued pension benefits of plan 
members who have either retired or who have met the minimum- 
vesting standards. While we have had the provincial legislation for 
fifteen years the provincial authorities have largely stayed out of 
the area of dictating valuation standards. There is now a working 
paper being discussed by the provincial authorities which will seek 
to impose minimum valuation standards. 

In United States the pension legislation which deals with 
funding standards stipulates the basis on which assets may be 
valued. It requires the use of market values for everything except 
fixed income securities, which may be valued alternatively on an 
amortized cost basis. 

The trend in both Canada and United States is that the 
actuary is becoming very much more of a functionary, justifying 
company contributions to plans for tax purposes and satisfying 
regulatory authorities that plans meet vesting and disclosure 
standards. 

Another example from a direrent arena. In some recent 
labour negotiations, the two parties agreed amongst themselves on 
the valuation assumptions and the valuation method to be used in 
establishing the cost of benefit improvements in a pension plan. 
Each side fortunately had sought some advice before the bargain- 
ing sessions began as to the ranges of acceptable values for interest 
assumptions and alternative methods. Luckily moderate opinions 
prevailed at the bargaining table and the dictated basis was not 
unacceptable. 

The worrying part of this episode is that the actuary was 
not going to have total freedom in his work. The parties to the 

plan clearly considered that the basis was theirs to decide. There 
have been other examples of this type of "informgement" by 
clients who want to do more than "rubberstamp" a valuation 
basis and who want to be more assertive in the valuation process. 

A third example ofintrusion - this one from the Courts. In 
recent pecuniary loss cases over the past four or five years 
involving large sums of money, the evidence of economists has 
been considered to be more reliable as to future trends in invest- 
ments and inflation than the actuary and the actuary has been 
restricted to giving the arithmetic results of calculations based on 
the assumptions of the economists. In the more recent past, the 
Courts, having become tired of conflicting and confusing 
economic arguments, have dictated the net interest rates to be 
used in calculating present values where allowances have to be 
made for future inflation and future levels of real productivity. 

These examples - and there are others - are all indicative 
of a future trend in our profession where our independence is 
being eroded and where the value of our particular expertise is 
being challenged. As a result of the recent happenings, I come to 
some worrying conclusions: 

(i) The actuary's role is being denigrated to that of a 
clever calculator. 

(ii) The value of his theoretical training in economic 
matters is being questioned and found wanting. 

(iii) The traditional qualities of conservativeness are 
perceived as being negative qualities. 

(iv) The value of his judgement as to trends in future 
events is being challenged. 

These are very disturbing thoughts and ones that we would 
all do well to reflect on. 

Are we, in fact badly prepared and poorly trained in the 
area of economic analysis. Are economists any better or worse 
than we are in presenting likely economic scenarios. The days 
when one could make a realistic assumption of I% or 2% for long 
term inflation have long since gone. We all become increasingly 
nervous as we head towards double digit assumptions and we all 
long for something solid to base our numbers on. The economists 
however, avoid long term projections like the plague and it is 
difficult to get even an expression of opinion from them as to the 
likely trend of events six months down the road. Even so the 
economists are regarded as being more qualified than the actuaries 

.in this~area. 
In North America, the Society ofActuaries does not pursue 

a very exhaustive course of study in economics. The young 
actuary completing his fellowship examinations is poorly pre- 
pared to face the real financial world and unless he has had some 
financial courses during his University training, he will not be able 
to cope very well. Once qualified there is nothing done by the pro- 
fessional bodies to keep their members up to date. 

Are we too conservative? In setting our bases are we being 
deliberately super conservative. Clearly the public's perception is 
that we have disclosed and undisclosed margins in the values we 
calculate. The Canadian Institute of Actuaries now require 
actuaries to disclose in their reports the extent to which they think 
their calculated values are conservative. The legislation in the 
United States requires the actuary to calculate pension funding 
costs using his "best estimates" of future contingencies although 
there is still doubt amongst actuaries as to the real meaning ofthat 
phrase. I suspeci that tfie words were intended to get the results 
closer to reality - with all conscious margins removed or 
revealed. One'has to come to the conclusion that we are perceived 
as being overly conservative. 

There are two other areas of concern arising out of recent 
consulting experiences which are of importance in the North 
American scene. The first is the growth of the management con- 
sulting groups. There has been a worrying development in that 
consulting actuarial assignments which have emanated through 
large scale management consulting assignments have treated the 
pension and other benefits programs as a minor part ofthe overall 



compensation program of the client company. The actuary has 
been asked to work within very limited confines reporting to  the 
management consuiting group as pdri oTa ieam ihai i r i d d s ~  tax 
planners, industrial psychologists, labour relations specialists and 
other professionals. The actuary has 601 been reporting directly to 
the client. 

The last area to which I would like to draw some attention 
is the rapid development in computer technology and the con- 
tinued expansion of microchip technology and the reduction in 
costs and sizes of computing machinery and the availability of 
equipment and packaged programs. 

Many professional groups are, I believe, threatened by the 
growth in computer capability. Each professional group has 
concentrated in a particular area of expertise and has built up a 
body of knowledge in that subject. For a person to be allowed to 
operate in that area of expertise, he must be able to demonstrate 
an ability to deal with the subject matter, usually through an 
examination process. While these tightly formed professional 
groups have worked to the advantage of the public in the past, it 
has t o  be recognized that it has led to the formation of an elitist 
group who can, if they wish, control the growth of the size of their 
professional ranks. 

I believe that within the next two decades we will witness an 
extraordinary change in the nature of many professional organiza- 
tions. Much of the nature of the work of many groups of 
professionals is capable of being translated into computer pro- 
grams. Given the enormous size and capability of the present day 
computer, many programs will be developed which will stripaway 
much of the need for specialized training. in particular, for the 
actuary, many new packaged programs will be developed which 
will be sold a t  very low cost to the public which will remove from 
the actuary a source o fa  substantial part of his present revenues. 

So what will we have been left with. What do  we have to do 
to survive in an increasingly competitive world? 

In the area oflegislation, I believe that we have to be part of 
the group that is proposing new legislation. I believe that we have 
to provide more and more experienced inpui inio iiwsr groups 
that are seeking to institute new rules and regulations, new 
standards and new methods. We cannot be cast in the role of pro- 
viding negative comment after the new legislation has been pro- 
posed. We have to help form opinion. T o  that end we and our 
professional bodies must become more visible, more vocal and 
more available. 

In our training programs we must broaden our outlook to 
try and bring the economic aspects of our work more clearly and 
more definably into our sphere of interest. We must maintain our 
credibility. If the arithmetic part or our work is now taken out of 
our hands by computer programs, we must maintain control over 
the selection of methods and assumptions. We must be able to 
demonstrate that our projections are reasonable in the 
circumstances. 

In our methods of reporting to our clients, we must be far 
more explicit in giving reasons for the methods which we use. We 
must show reasons why there is a need for conservativeness and 
then demonstrate the degree of conservativeness used. 

We cannot, in the future, hope to survive ifwe continue to 
make implicit assumptions rather than explicitly stated assump- 
tions. The management information systems used by many 
corporations are far more complex than the typical valuation 
systems commonly used by actuaries and the business managers 
can readily appreciate and understand the typical cash techniques 
which' we use. 

The present outlook that I have for our profession is by no 
means bright. We are being challenged in many areas and it will 
require a concerted effort on the part of us as individual 
consultants and our professional bodies to resist an erosion of our 
authority. 


