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Moderator A. David Pelletier: What we are going to do today is to take you through a summary of what we are doing
here. We will basically be talking about the standards, what they are all about, and the whole rationale behind creating
Consolidated Standards of Practice (CSOP) – why do it? We will take you through a bit of history of the development
of them. It is possible you may have wondered why it has taken so long to develop them, and, just in case you are
wondering about that, we have some answers. We will also go over the activity since the August 1999 discussion draft,
the “Green Monster” at the time.

Then, the focus of today’s session is actually the general standards. As you know, the standards are out in five pieces,
and so, today, we are focussing on the general standards and a little on the interpretation of them. We will touch
particularly on some of the high profile issues. At the end, we will be taking questions and comments, and so we ask
that you hold your questions and comments until the end so that we can get through the introductory material first of
all.

Now, I have said “we” a number of times. In fact, it is really “they” – the three speakers here. Up on the screen are
the members of the Committee on CSOP: James G. Paterson, David F. Howe, Christiane Bourassa, Kenneth T. Clark,
John M. Higgins, Charles C. McLeod, William G. Osenton, Robert J. Thiessen, and Claudette Cantin

I don’t think you have any idea how hard these people have worked over the last many, many years, but particularly
in the last two. As you know, the CSOP process has been going on for a long time. In the last two years, it has come
together terrifically; a huge effort put in by the committee. You can see their names up here. Christiane Bourassa came
on just a couple of years ago, and Claudette Cantin, as well. Mark Campbell was a valued member of the committee
until he left when he came onto the Board. Ken Clark has been on this, I think, since 1931. John Higgins has been
on, not as long as Ken, but also for a number of years. For David Howe, it is the same thing. Charles McLeod came
on as vice-chairperson two years ago. Bill Osenton came on about the same time. Jim Paterson came on as chairperson
two years ago and has done a wonderful job of getting this process marshalled forward. Bob Thiessen also came on in
the last couple of years. This list wouldn’t be complete without mentioning the whole CIA staff actually, but in particular,
Sheila Gallant-Halloran. As you know, we are able to make use now of some paid resources on the part of the CIA,
and Sheila has done a huge job – in particular, in the last few months – in getting this whole process with all of these
various pieces put together with all the right approvals obtained, and getting the thing out. As well, some of the other
CIA staff – Martine Joly and Brenda Warnes – have done a terrific job in getting this material marshalled together.
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As well as the committee itself, there have been some very active practice committees reviewing all of this work. Again,
I won’t list all the names here, but all of these committees have been heavily involved in responding to some of the stuff
coming from the Committee on CSOP, making a lot of comments on them – not just on their own standard but also
on the general standards – and sending that back to the Committee on CSOP. That material, in turn, was reworked by
the committee, and sent back out to those committees. So, all of these committees deserve an awful lot of credit for the
effort that they have put in and the work they have done. Now, we have five pieces out there currently being reviewed,
and that is a tribute to the CSOP committee and to these other various committees.

We have several people speaking to us today, on these standards, the general standards, in particular. Following my
portion, we will have Jim Paterson. Firstly, Jim has been the chairperson of the committee. I have a CV here from Jim
and it is just amazing what he has been involved in over the years in the CIA – at least 10 or 12 different committees.
He was a vice-president of the CIA at one point, a member of Council prior to that, and a member and chairperson
of various committees along the way. He has made a key contribution here in the CSOP process. Following Jim, we will
be hearing from Ken Clark. Ken has really been “Mr. CSOP” over the years. He started the ball rolling, I think, back
in the late 1980s, and has been instrumental in developing this material. A lot of the elegance of the wording in this
document really belongs to Ken. We will have Claudette Cantin speaking as well. Claudette has been on the committee
just for the last two years, I believe, and has brought the property and casualty (P&C) influence onto the committee,
which has been a big part, as well, in making sure all parts of our Institute were well represented. We were to have
a fourth speaker up here, John Higgins, who has done a lot of work on the general standards, in particular. In fact,
he coordinated the subcommittee on the general standards on the part of CSOP. There is good news and bad news about
John. The bad news is that he has food poisoning, and, as a result, will not be joining us this afternoon. The good news
is that he is not staying at this hotel, and has not eaten at this hotel and so this is not where he picked it up.

So, I will turn over the podium, first of all, to Jim Paterson.

Mr. James G. Paterson: Good afternoon. I should comment briefly about John Higgins’ absence. He is sorely missed as
chair of our subcommittee that developed and did all, or most, of the work on the general standards. You can see that
it is a 100-page document, and he had to deal with eight practice committees and get two-thirds approval from all eight
before we could issue this. His work was invaluable and he was the key guy. He put together the presentation and so
if you see us fumbling as we try to get the thing to work, we sorely miss him. But, despite the food poisoning, which
he really has, he still managed to retain his sense of humour. He was the author of the “good news/bad news” thing.

The next item on which I just want to briefly touch, following on Dave’s comments, is I find that what went on in the
last six months very interesting. It was about the beginning of this year when we realized there was a chance we could
get most, if not all, of the drafts of CSOP out in time for the general meeting, and we tried putting together a schedule
that was just about impossible. But if every subcommittee met every deadline and every committee met every deadline
and the Practice Standards Council approved their part of it, well, just maybe we could. We ended up having a
paramilitary operation with the Practice Standards Council serving as the War Cabinet. The cabinet minister responsible,
the minister of war, was none other than our chair here, Dave Pelletier. The War Cabinet was supported by a large civil
service – technical and administrative support, and communications people – consisting of Sheila Gallant-Halloran. Then,
as the navy with eight divisions, we had all these practice committees that you heard about. They, too, received technical
support, with most of it – a lot of it – coming from Sheila Gallant-Halloran. Then we had the air force. The Institute’s
legal counsel dropped about 100 pages of commentary on the draft somewhere near the end of the process, and we had
to deal with that – 75 pages on the general standards. Then the army, the Committee on CSOP, with five regiments
of subcommittees, army and the field, with administrative support from particularly the CIA Secretariat, with Rick
Neugebauer, Brenda Warnes and Martine Joly looking after the French translation and printing. But, for most of the
technical, administrative, and communication support, again, it was Sheila Gallant-Halloran. I don’t think Sheila’s in the
room, is she? I wish she were here because she should stand up and be recognized. She put in hundreds and hundreds
of hours. But, at any rate, if Dave will show me which button to push, I will quickly move on.
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Standards – what are they? The Consolidated Standards of Practice will initially consist of five pieces. (Initially, it will
be three pieces and two others will be added quickly after.) These are the general standards plus four practice-specific
standards. The general standards apply to work in all areas. The practice-specific standards address circumstances specific
to specific practice areas. Two of the practice-specific standards are at the exposure draft stage – the pension standards
and the public personal injury compensation plans standards. Those have changed name over time. They were once the
workers’ compensation standards, then, they were the public insurance plans standards, and now they are the public
personal injury compensation plan standards. The other two areas – insurer standards and actuarial evidence – are just
at the discussion draft stage. So, they are being discussed at this meeting but they will come back six months or a year
from now in an exposure draft form. Beyond that, there will be other new standards and expansions to these standards
after the consolidated standards have been adopted.

Consolidated standards – why do it? First of all, at the moment, we have what could be described as “standards sprawl.”
There are standards that have been independently developed over the years by different practice areas. There are a
number of inconsistencies between practice areas, and there is duplication of standards, and all that. Standards should
define our profession, and so, on the issue of “what you get when you ask an actuary,” we would like to have one clear
answer to most of those things. We are trying to get as much as we can into these general standards so that even actuaries
practising in areas where we don’t have practice-specific standards – particularly new and emerging areas – have a core
of standards to which they can look for guidance. They will know what the Institute and the profession expect of them
if they are practising in any other area.

I am not sure to what the “black box” was meant to imply as John put this together. Does anyone here know what the
“black box” refers to? Ah, good, Ken. Ken is going to jump in. Well, that is a segue; Ken is taking over at this point
anyway. Come on up and tell us about the black box.

Mr. Kenneth T. Clark: Thank you, Jim, and thank you for covering the slide that had previously been assigned to me.
That may account and justify your perplexity about the black box, and, since what I intended to say contains some
historical gems, I will repeat everything in different language from what Jim used.

We adopted our first standards of practice almost a quarter of a century ago in 1977 and their adoption was both
controversial and hesitant. The controversy did not go away but the hesitancy did. And in the 1980s, a torrent of new
standards gushed forth from the machine. There seemed to be no foreseeable end to the hodgepodge. It was a case of
“standards sprawl,” which reminds one of the line by Stephen Leacock, “Lord Ronald flung himself from the chair, flung
himself from the house, flung himself upon his horse, and rode off in all directions.” There was much duplication; too
much inconsistency. The standards, moreover, were technical and incomprehensible to lay-people.

Standards, ideally, should define the profession, define what you get when you ask an actuary to do a piece of work,
and define it in a way in which the outside world can understand. Each set of standards dealt exclusively with a particular
established area of practice. There was no core, and, hence, no guidance for actuaries entering new fields of practice.
They were thrust naked into green fields – a multi-faceted “black box.”

A number of us were dismayed, but what to do? I had the advantage, if that is the word, of being President of the
Canadian Institute of Actuaries. As President, I could do nothing. A President of our Institute in those days could not
control his agenda. And, Dave, I suspect that, “plus ça change, plus c’est la même chose.”

I persuaded the Council to create a Committee on Standards of Practice to deal with the mess. Creating a committee
is something a President can always manage, and I persuaded my successor, Dick Crawford, to nominate me as its first
chairperson so that I would have something to do in my retirement. Some retirement! Dave said that happened in 1931,
but I assure you, what he said was a numerical inexactitude. It was 1987. In 1989, we had a special meeting on standards
in Whistler where, between the ski slopes and the saloon, the outline of the CSOP took shape. There followed a decade
of progress and lack of progress, and here we are today.
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Why has the process taken so long? It was mismanagement, I suppose, and I have to take the responsibility for that.
But it was also the environment. We were consolidating a moving target as more and more single-purpose standards
emerged. There was no way to fix that problem. The standards had to be created. The profession was meeting a need
and doing its job. Our committee had too much on its plate. In addition to the CSOP, we were responsible for
recommending all new standards to the Council for approval. That was not a rubber-stamping job. The full plate was,
fortunately, fixable; in 1993, it was fixed. The Council took away that additional responsibility, leaving us free to
concentrate on the CSOP.

From day one, a key element in our proposed due process was, “no standards without consensus.” That is fixable, too,
but I hope that we forego the fix because consensus seems to me to be desirable. We should continue the requirement
for it as long as we can. But consensus was elusive for several reasons. As standard-makers, we were an immature
profession, notably in our tendency to avoid comment until adoption is imminent, but then to dissent vocally and in
spades. Discipline chill was in the air. We have, fortunately, put that behind us. Litigation chill was in the air also, not
so much for us as for other professions, but with the fear that it might spread to us. We have, unfortunately, not been
able to put that behind us, and so we strove for caution, not consensus. Delay above all was, perhaps, from our striving
for balance. Our committee resisted all pressure for motherhood standards. It is easy to get consensus for standards that
permit everybody to do his or her own thing. We resisted the other extreme: pressure for standards that are definite,
orderly, and, where possible, appropriate. These are standards the regulators would write and will write if….

Standards should articulate the accumulated wisdom of the profession without shackling actuaries by the dead hand of
the past. I fear that the chartered accountants are losing control of their destiny – at least, in respect of standards. A
mischievous combination of litigation chill and regulatory pressure is undermining the professional character of their
standards. Mind you, they have to deal with intractable regulators, which we, fortunately, for the most part, do not. As
for the medical doctors, they seem to have articulated no standards, but that has not protected them from outside attack.
My impression is that accepted medical practice is determined by the courts.

We are still masters of our own destiny. We have some time but no guarantees and no exemptions. Confucius said, “Man
who stands still with mouth wide open, wait long time for roast goose to fly in.”

Ms. Claudette Cantin: I am speechless after that. Maybe I should switch to French. I will sound better.

Okay, I will review with you the activity that has been going on since August 1999. As Dave and Jim have mentioned,
there have been some changes to the committee membership since August 1999. The reason members have left the
committee is due mostly to conflicts because they were elected to other positions in the CIA. It is not because they were
tired of the process, although, I am pretty sure, along the way, there must have been some who were. But the addition
of six committees, I think, has added new blood and more energy to the process. But I must admit that even the members
that have been there for a long time have shown a lot of energy. Ken and John have put in a lot of effort over the last
year in getting this process going and issuing the discussion and exposure drafts for this meeting.

The committee has been subdivided into five subcommittees: one for the general standards and four for the practice-
specific standards (actuarial evidence, pensions, insurance, and public insurance). That has really helped the process,
as members of the Committee on CSOP were assigned to each one and we could really get all the efforts going at the
same time. Jim has done a really good job managing this project and making sure that things were moving along. As
was mentioned before, the hired staff person, which was Sheila, has been really helpful in taking minutes of every
meeting, and making sure that things were followed up and helping Jim a lot in the project management.

We did meet on average every other week, had conference calls all the time, and it really helped us to stay on schedule.
I don’t know who did the calculation, but it was estimated that there was over 5,000 hours spent since August 1999
on that effort. Not only have the CSOP committee members really been working on that, but the Practice Standards
Council and all the practice committees and the legal counsel have also invested a lot of time in the process. As mentioned
by Jim before, legal counsel dropped a lot of pages on us at the last minute. Some of this has not been addressed and
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it is mentioned in the exposure drafts, but it will be taken care of over the summer and we don’t think any of it will
be material.

Now, let us move on to the interpretation of the standards. This is important because, obviously, non-compliance with
the standards is a violation of the Rules of Professional Conduct, and, as the standards are drafted, we do our best to
make sure that recommendations won’t be in violation of any of the rules. But, obviously, in the very unlikely occurrence
of that, the standards are written as guidelines so that we avoid the situation where we would be in violation. The
strongest word used is “should.” “Should” is only used in recommendations, and “would” is used in all other guidance.
Deviation from the standards is permitted, and I think it is Section 1300 that describes the permitted deviations. They
are permitted when there is conflict with law. That has been the case on the property and casualty side, for example,
where regulators did not allow discounting of liabilities, and so we had deviation from the standards there. Deviations
are also permitted for terms of engagement, but that is not always the case, and, actually, this is likely different because,
in terms of engagement, the actuary can also decide not to take on the engagement.

I think it is also important to note that a “strained” interpretation is not acceptable as the sole justification for actions.
There is always room for judgment.

Finally, “materiality” is also applied to the standards. The standards are a goal of practice, but, if an actuary, given the
time and resources, believes that although the results are not according to a standard, if it is not fully material, the
standards are presumed to have been met. The onus will remain on the actuary to prove that the results are, or the item
is, immaterial.

There are still a few issues that are high-profile issues, and they are outlined in the letter in the exposure drafts and Ken
will talk about that.

Mr. Clark: At a breakfast meeting of the panel, when we learned of the digestive difficulties of John Higgins, I was asked,
by a vote of three to one, to substitute for him. John has identified what he called high-profile issues, which are the
issues that drew the most comment on the discussion draft.

Permitted Deviations
The permitted deviations from accepted actuarial practice are only the two cases where there is a conflict with law or
conflict with the terms of the engagement. And that is relatively rare. But permitted deviation from a recommendation
or other guidance in the standards is quite common. The first is not common, namely that the standards just don’t cater
to the situation because it is unusual or unforeseen. But the second is very common, namely that the effect of literal
application of the standards does not materially affect the result. That happens in virtually every engagement. If
application of a standard has no material effect, then disregarding it saves time and money.

Definition of the Actuary
The question was raised, “We keep saying in the standards that the actuary should do this and should do that, but what
is an actuary? Don’t we need to define one?” This is something that Canada has been unable to do, and we, therefore,
didn’t feel bad that our committee was unable to do it. But there is no need to define the word “actuary” because our
rules make it plain that these standards apply to Fellows and Students (a.k.a. Associates), and if other persons in the
world choose to be governed by them, that is their choice about which we can do nothing. So, for that reason, there
is no definition of actuary.

Actuarial Versus Non-Actuarial Assumptions



6

Délibérations de l’Institut Canadien des Actuaires, Vol. XXXII, no 2, juin 2001

Section générale des NPC (TR #13)

This was a distinction in the discussion draft that raised a lot of comment and the conclusion was that we were trying
to make a distinction that didn’t make sense. We didn’t really need to distinguish between assumptions that are within
the domain of actuarial practice and those that are not. But we do need to deal with, and the exposure draft before you
does deal with, the question of who makes the assumptions. The norm, of course, is that the actuary selects the
assumption, but now and then, clients or other people like to get involved. That is okay if it is handled properly and
the standard deals with the issue.

Review of Another Actuary’s Work
In the discussion draft, we had a distinction between what we called “a review” and “a second opinion.” We discovered
that the number of definitions of “second opinion” is equal to the number of Fellows in the Institute – maybe more –
because I, at least, have changed my mind on a couple of occasions. So, we just got rid of that and the section, as now
drafted, deals both with a review in the sense where the reviewing actuary doesn’t re-do the work – he just looks at
what the first one did – and the situation where the second actuary re-does all the work. It has been made plain that
these standards don’t apply to peer review, either the internal peer review that we have in most consulting firms and
in some insurance companies. And they won’t apply until somebody writes standards for the new and very controversial
peer review, which John Brierley will implement if he is allowed to live.

The issue of the comparison of current and prior assumptions we could not solve. We just have to face the fact that there
are two kinds of actuaries and they take different views on this. All we can do is go on talking about it in the hope
that we can somehow get to one actuarial solution.

Moderator Pelletier: Okay, it is now your turn. Undoubtedly, all of you have been devouring the “Green Monster” from
the moment you received it. We welcome any questions or comments on some of the contentious issues that Ken and
Claudette highlighted just now for us. If you have a question or comment, please come to one of the two microphones
and identify yourself, in particular, for the sake of our recorder today, Paivi Liitela. But don’t all rush at once.

Mr. Murray A. Segal: I would like to just make a very brief comment, first, that I believe the Committee on CSOP is
to be commended for finally removing the artificial distinction that was made in the August 1999 discussion draft between
actuarial and non-actuarial assumptions. Identifying the assumptions by who specifies them, I find, is much better.

There are still, however, a few points – relatively few – in the general standards exposure draft as well as in the discussion
draft on actuarial evidence. I will have more to say about this tomorrow, but with respect to the general standards draft,
I believe the standards are at variance with currently accepted practice, at least among many of the practitioners in this
area, around Ontario and around Québec. Implementation of these would make life unnecessarily difficult for me and
others in that specialty without any offsetting gain to the public interest.

I will be specific (and some of these were items touched on by Ken and the others). On page 32 of the standards, Section
1410.06, it says, “An engagement’s appropriateness is not likely affected if the actuary’s client or employer selects particular
assumptions as part of the terms of the Section 1420.02 on page 35, which says, near the end, “It is not inappropriate
for the actuary’s client in litigation to call on the actuary for calculations based on assumptions which favour its side of
the litigation, given an appropriate engagement and given appropriate disclosure in the actuary’s report.”

Also in Section (I believe it is) 1820.28 on page 91, there is an example. That example is of the sort of thing that would
be acceptable to say in an actuary’s report: “On your [lawyer-client’s] instruction, I assume that the career path of [the
injured high school student] is to complete her high school education and then to obtain an undergraduate university
degree.” This is something that happens quite frequently in the sort of work that I do. However, all of this seems to
conflict with Section 1720.03 on page 66. Maybe I am misreading it, and perhaps this can be answered by some of the
members of the Committee on CSOP. This section says, “If the actuary does not take responsibility for an assumption,
then the actuary should so report, and, if practical and useful, should report the result of an alternative assumption.”
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In my sort of work, unlike some other practitioners in this field, including actuaries and economists, I don’t feel myself
qualified in 99% of the cases to comment on whether that assumption, such as in the example just given, is reasonable
or is unreasonable under the circumstances. I am not an employment counsellor. I am not going to start assessing the
person’s grades or whether the grades in that particular area are such that the child would, or would not, have achieved
a certain level of education. I take that as an instruction from my client and I specify that in my report. Should I really
be bound by giving an alternative assumption? If so, I don’t know what alternative assumption I should choose. Should
I choose going into one of the learned professions? Should I choose that the kid would have, perhaps, dropped out
of high school the day after the accident? I simply don’t know and I am not qualified – I don’t consider myself qualified
– to be able to choose an assumption in that area.

I think that this could possibly be remedied by saying, in Section 1720.03, that if the actuary does not take responsibility
for an assumption, the actuary should so report, of course, and, if practical and useful, might consider reporting the
results of an alternative assumption. I know some of my colleagues do that and there is nothing wrong with it; and I
can see that other actuaries may very well want to do that. I would find it as an unnecessary crimp in my work. The
judge understands this; the jury understands this; and when I come in and say that this is an assumption you asked
me to make, I assume there is other evidence from employment counsellors and from educational counsellors that will
deal with the validity of that particular assumption. I think this is better than for me to choose an alternative when the
assumption is, in fact, specified by the client.

The next item that I have is in Section 1530.03 on page 45. This talks about data and says, “If the actuary intends not
to take responsibility for data, then the actuary will report with reservation.” It is virtually universal in my field of activity
to accept data that is given by the client when that is data. For example, a client will send me a letter saying that the
injured person was born on such and such a date, and her husband was killed on such and such a date. I take that
for given and I give this in my reporting letter and I say, “You advised me that.…” I repeat that data where it is critical
to my calculation. Do I really have to state in my reporting section the reservation that, subject to the fact that I didn’t
check the data by asking for birth certificates and death certificates and things like that (which I don’t think anybody
does), this report is not in accordance with generally accepted actuarial principles, or, with that exception, that it is? Do
I really have to state that as an exception when, in fact, that is the standard which is applied?

In one example – and I know the committee must have struggled with which examples to include and which examples
not to include – in Section 1820.27, which talks about assumptions that do not fall within the purview of the actuary,
on page 91, it gives the example, “An assumption about the personal income tax system is outside the domain of actuarial
practice, but, in my opinion, it is reasonable to assume that the combined federal-provincial income tax rates remain
constant.” That is the sort of assumption that I make in my work every single day of the week in most reports that I
issue. I believe that it is very much within the domain of actuarial practice – no less so than making assumptions
regarding future inflation and interest rates which are, perhaps, a little bit more iffy. This is iffy as well. I think that
is a particular example, where, for some actuaries, what it says in here is not the case. I think the simplest thing to do
would simply be to drop it. As an example, I don’t think it really adds anything useful.

The final comment that I have and that is, again, in Section 1820.29 on page 91, where it says, “The actuary would
usually identify himself or herself simply as ‘Fellow, Canadian Institute of Actuaries.’” To add additional identification,
such as the actuary’s relationship with the client or employer, or the actuary’s other professional qualifications, such as
Fellow of the Society of Actuaries (FSA), may create confusion about the actuary’s qualification to sign the report, and
about the standards governing the work, and may diminish the standing of the Institute.” My own feeling, first of all,
is that I worked very hard for my FSA designation. I am proud of what it stands for. I don’t believe that it enhances
the status of the Canadian Institute to prohibit the addition of that sort of thing. In the sort of work that I do, I see
other professionals putting in their qualifications – not in a CV but directly in the report – and will often, for example,
include not only membership in the professional licensing body (for example, the Ontario Medical Association), but they
will also indicate they are Fellows of the Royal College of Physicians and Surgeons. They also may very well indicate
that they are on the staff, or are professors at a certain university. Similarly with economists, they are chairpersons of
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certain departments, and so on. These are people that I deal with and must, in a sense, compete with on a day-to-day
basis. Absolutely, Fellowship in the Canadian Institute of Actuaries must be included, and I must state that this report
was prepared in accordance with generally accepted actuarial principles as laid out by the Canadian Institute of Actuaries,
and so on. However, I don’t see how the status of the Institute is really enhanced by prohibiting the mention of other
particular qualifications in the report itself.

I apologize for having taken up so much time. I am sure there must be others who want to talk as well. I am sorry for
having taken time away from them.

Mr. Paterson: Murray, thank you very much. Just as a point of procedure, I don’t think we will try and respond in
detail on the spot to your comments, but what we would really like to do is encourage all of you to keep coming up
to the microphone, identifying yourselves, and making more comments.

Mr. Segal: I didn’t really expect a detailed response. All I am asking is that these comments be considered by the
Committee on CSOP.

Mr. Paterson: We are recording the whole session, will have transcripts of it, and we will go over it line by line. I can
assure you that both we, and the practice committees, will consider your comments very seriously. I encourage all of
you to please get up and tell us as much as you can about your views on the draft.

Mr. Segal: Thank you.

Moderator Pelletier: Do we have some further comments? Murray, you are allowed to make some more, if you want.
Ah, here comes Ram.

Mr. Shriram P. Mulgund: I just have one quick comment. One of the reasons that was stated now, and even before, for
coming up with the Consolidated Standards of Practice and also the line-specific standards of practice was the assuming
of the valuation technique papers (VTPs), which are probably out because of a certain need for guidance for the
professionals required. Some guidance had to be given and a number of technique papers were published and those
papers probably caused inconsistencies. The understanding – at least, that I had – was that whatever was said in the
technique papers relevant to the particular line of business or the consolidated standards would be put into the “Green
Monster” or the line-specific directions. Now, I attended a session in the morning which dealt with the life insurance
side and some of the comments which I heard there were that the standards of practice may not go into details. They
probably will gloss over them, and then it may be left to the educational notes to deal with the specifics or more detailed
items. So, does that mean that VTPs will be replaced by educational notes? We will just change the work and probably
we will have another reason to have another level of standards of practice so that we can eliminate the educational notes?

Mr. Paterson: The VTP material is not automatically going into the educational notes. In fact, I would say that the vast
majority of it is going to be in the standards. But, in looking at some of the VTP material, we found some lengthy laundry
lists of things – minute detail – that we thought would be more suitable for educational notes. They just lengthened the
standards without being of equal importance to the other material in the standards. So, we discussed each of these
instances with the practice committees, and, I think, in every case, they have also been comfortable with the idea that
some of these very technical, narrow issues should be dealt with in educational notes. But most of the stuff in VTPs will
find its way into the standards or is in the standards now. Do you guys agree with that?

Mr. Clark: By VTPs, I presume you mean all of the present standards, Jim. There aren’t many VTPs in effect; I only
know of one.

Mr Paterson: Aren’t there 10 or 11?

Mr. Clark: No, they vanished quite some time ago.
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Moderator Pelletier: Ken, I beg to differ. On the life side, there are a number of VTPs that are still in force until just
now when the LSOP came out.

Mr. Clark: That is what I mean. We have no VTPs on the insurance side, which are still in effect.

Moderator Pelletier: Jacques, you can speak to this.

Mr. Jacques Tremblay: Maybe I can help out. The VTPs that are referred to are what we know as VTP 1 through VTP
11. There is no VTP 7. VTP 1 talks about lapse-supported products; VTP 10 is on par; VTP 11 is on universal life;
VTP 9 is on annuities, and so forth. Certainly, the core of it is in the life section.

I didn’t mean to mislead anybody this morning, but, if you look at VTP 6 on mortality, there is a section on mortality
in the life practice-specific standards, and so forth. I don’t know the percentage but the consensus is in there and will
still provide guidance. We have a task force within CLIFR to look at what is missing.

Yes, I did say “educational note” this morning. There will be an educational note, but there may be a better spot for
items like a “how to proceed with” column and “the steps of” column. But they haven’t been lost; they are there. What
is not specifically there and that the membership wants, we will find a spot for it.

Mr. Paterson: There is also an unnumbered VTP on pension plan wind-ups, for the valuation of wind-up, and most
of that material is also in the pension or general standards with a little bit going to the educational note.

Ms. Lesley B. Thomson: The distinction between educational notes and standards is that educational notes are meant to
illustrate the application of standards of practice, and, therefore, should be in compliance with standards of practice. But
they aren’t necessarily the only way to be in compliance with the standards of practice. So, when you are talking about
a particular way of doing something, a particular practical calculation approach fits much better into an educational note
because, in fact, under different circumstances, another calculation approach might be just as appropriate and just as
much in compliance with standards.

The other thing that everyone should remember is that we actually have two sets of life standards of practice in place
right now. The LSOP is in force, but it didn’t replace all the old VTPs and recommendations officially until October
1, and so, right now, for the year-end 2000 valuation, either set of standards was appropriate.

Moderator Pelletier: We have some more comments. Allan, you are always good for one.

Mr. Allan Brender: I have a couple of things. You were talking about the fact that it is possible to deviate from the
standards of practice under certain circumstances. You didn’t tie it at all to the question that, if you are going to deviate
in any material way, maybe you should get an opinion about it, a second opinion, or something of that kind. I think
that if something is serious enough that you move away from the standards, even though the situation might call for
it, in a case like that, the situation is something that maybe more than one person should appraise.

One of the things that come to mind is this whole question of the going-concern hypothesis, which underlies almost
everything we do. However, if you get into an insolvency, it is not always clear when you apply it and when you don’t.
Perhaps, occasionally, you ought to have some kind of peer review about that kind of thing and maybe it is reasonable
to have it in the standard.

There are two general points. One is – I guess this is John’s item – a statement somewhere here that says, “Standards
are not changed in advance of changes in accepted actuarial practice but in response to such changes.” I agree. Standards
should be the codification of what is acceptable actuarial practice. The problem in this Institute is that, over the last 10,
15, or 20 years, there has been such a rush to make standards that, very often, when a new situation comes up, there
is an impetus to create a standard. This, in effect, creates a practice before there is any accepted actuarial practice. We
have a problem, we want to fix it, and we sort of create a law to dictate. This doesn’t necessarily come with any previous
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understanding of what is reasonable and what is not. We just have some task force decide. That is the way we have
been behaving, and I think that that has been a problem. I really like the words that are here. I really believe that is
what it should be. I don’t think it has always been the way we have acted.

Thirdly, as you know, we have been doing, or enforcing, peer reviews for a while to get the Institute to do its thing.
One thing that has come up over the last couple of years is this: there are different kinds – lots of different kinds – of
actuaries, but I will just draw the distinction. There are some actuaries who are very literal-minded and read standards
and say, “This is what I must do.” There are other actuaries who say, “This is my guidance and as long as I act in the
spirit of these things, that is fine.” Now, if you get someone who works in the spirit and is reviewed by someone who
works in the spirit, things are fine. If you get someone who is literal and is reviewed by someone who is literal, as long
as they both agree – and very often, in a very nit-picking kind of way – they will agree. If you get somebody who is
very literal and is reviewed by someone who works in the spirit, well, obviously, they have complied with the spirit
and they have done everything in detail.

But the last case is terrible. You get somebody who, in fact, goes by the spirit and doesn’t necessarily dot every “i” and
cross every “t,” and they are reviewed by somebody who is an incredible nit-picker about standards and so, you have
18-page letters consisting of, “I think you have done a great job but….” It is 18 pages and it causes no end of trouble.
I don’t think we have dealt with this problem and it is not easy. I know you have taken a lot of care with the word-
smithing, but I think I would like you to think about whether, in fact, it is possible to read things two ways and create
these problems because they are real.

Mr. John F. Brierley: I would like to solve Allan’s problem by replacing that problem with being able, if you are doing
a peer review, to select your own peer reviewer. That is one of the advantages of having a peer review program. So,
perhaps that will go away when the peer review standard is incorporated into CSOP.

Moderator Pelletier: Do we have any more observations or comments?

Mr. Paterson: I will just jump in and answer one of yours, Allan. We do have a section on spirit and intent where we
actually do try to articulate some guidance about the spirit being what is intended. It is at Section 4.05 for anyone who
wants to do some reading.

Moderator Pelletier: Are there any other questions, observations or comments? Everybody loves the CSOP? Good.

Mr. Paterson: Maybe we can actually get a sense of how you all feel. Does the silence mean that you really haven’t looked
at it and haven’t read it, or are you really comfortable with this stuff? What kind of feedback can we get from this? I
wonder, Dave, if you want to try a show of hands on some sort of question like that?

Moderator Pelletier: This is going to be a tough one but let us try that. It is a little difficult given the fact that a lot of
you received the stuff very, very, very recently and may not have had a chance to digest all of it. But maybe we can
get a show of hands of the people who have read it. First of all, let us make it a three-part question – one of three possible
answers. The first would be people who simply have not had the opportunity to read it yet and have no view. Second
would be people who have had a chance to read this and are generally quite positive. Third would be people who have
had a chance to read this and are generally quite negative. I guess by this, I don’t mean just the general standards,
whatever you have seen of CSOP so far.

So, first is “ don’t know,” second is “like,” and third is “don’t like.” So, let us take, first of all, the “don’t knows.” Okay,
I think that one is going to win. But let us go on and take the next two. So, how about – “I have had a chance to
look at it and I am generally quite positive.” Oh, good, that is very refreshing. And how about the third, which is, “I
have had a chance to read it and basically don’t like it.” That is very good news. That is great news.

Are there any other straw polls anyone would like to take? Are there any other observations from the panel before I close
this up?
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Mr. Muglund: One concern, or unease, that I have is that when we translated the VTPs, which really had a lot of detailed
instruction or guidance to the actuaries, to the educational notes – or whenever those educational notes are prepared –
will anything be lost in the translation? I think the VTPs had a lot of guidance for the actuaries, a lot of safe harbours.
Actuaries could say, “If I follow this approach, I will be okay.”

I understand that it is impossible to translate everything into the CSOP or the line-specific standards of practice. You
have to generalize it. You have to cut into the length; otherwise, you would have put in the VTPs and their appendices,
and say that these are our new standards. So, I understand all that. But in that translation, has it lost something? Would
the actuaries be losing anything? Because even if you convert that into educational notes, actuaries may not be comfortable
in using that because they may not read those things as being safe harbours. That is my concern: Have we lost something
in the translation?

Mr. Paterson: I would like to try and respond to that. First, very little of it has found its way to educational notes. Almost
all of it is in the standard. It may be in the practice-specific and not in the general, but it is in one of those two places.

Secondly, quite a bit of care has been taken to not lose pieces of guidance that are now in the VTPs, or were in the
VTPs. That is not to say that we didn’t miss one somewhere along the way, but between the practice committees and
ourselves, we vetted the thing very carefully to try and make sure that we brought forward all of the policy elements
from the VTPs into the CSOP. Maybe some things are worded differently or structured differently, and in a different
order, and so forth, but we brought them into the CSOP, and then the practice committee served as an audit committee.
They would let us know very quickly if we left any important policy elements out of the CSOP. So, it has been reviewed
pretty carefully, plus we are now going through the exposure to the membership. If somebody points out to us that we
did miss something along the way, we will get it in there unless it is immaterial.

The intent is not to drop any pieces in the course of this. There was a benefit in all of this, too. By reorganizing everything
into the general and practice-specific standards and paralleling them, and all of that, we actually picked up some
inconsistencies in our standards that, once identified, everybody who has seen them agrees that we have to be cleaning
up and rectifying. We have been able to do that, and I don’t know of any other process that would have brought them
onto the table for us.

Ms. Thomson: I would just like to give one example to illustrate something that we did drop, but quite intentionally.
VTP 2 deals with a particular way of providing for the possibility of mortality deterioration on the renewal of term
insurance. What we decided to do in the CSOP – and, actually, we did this in the LSOP as well – is to keep the
requirement that the actuary has to concern himself or herself with the fact that mortality might deteriorate at renewal
of term contracts. We didn’t think it was necessary to specify exactly how the actuary went about doing that (i.e., the
actual calculation methodology of how you measure the impact of mortality deterioration).

I think, given accepted actuarial practice and the history of it, if you followed the methodology in VTP 2, it would
definitely be in compliance – there is no question about that. So, if that is what you mean by a safe harbour, I think
we still have the safe harbours of our collective past. When it comes to the actual application, or the particular issues
of application – and, again, the same would be true of educational notes – the understanding is that educational notes
would be considered to be in compliance generally. So, if you do them – if you follow the approach that is in an
educational note – you will be in compliance. If that is what you mean by a safe harbour, then you have it.

Mr. Mugland: To carry on the discussion, since Lesley took a specific example, if you look at it ten years from now when
the people who are practising at that time would not have heard about the VTPs – the old copies of the VTPs may not
even be available – how would they know that there are other methods, which were in VTP 2, that give a method of
computing the effect of deterioration of mortality on renewals?

To give another example, Jacques mentioned VTP 6, establishing mortality assumptions. If I remember correctly, there
is a company credibility factor. If a company did not have adequate experience on hand, the VTP had suggested a
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methodology where you can combine the industry experience and the insurance experience and use some credibility
factors depending on the number of deaths in the experience study. That concept of a credibility factor – I don’t think
it is in the LSOP – is a method available to the actuaries and would not be available anymore unless it is put into the
educational notes.

Moderator Pelletier: Allan, do you have one last comment?

Mr. Brender: Actually, I have two things. If I understand Ram correctly, he is saying something that has always bothered
me, which is that the Institute has not had a very sound publication policy by establishing a professional body of literature
in terms of saying that new techniques, in fact, are available. When I look at the UK, every time there is an important
issue to be discussed, they have a working party task force, or whatever you want to call it, and it results in a paper
that is published in the British Actuarial Journal. That is how you build practice. It is something to which people can refer.
It is in the library and it can be read and people can be educated.

We have been terrible about this. We have written VTPs and things like that. Now, we discard them and we make no
provision for that kind of stuff. We have a committee to look at something. The committee always thinks its job is to
come up with a standard, not to talk about what we really should be doing and provide proper education. I don’t think
we have been doing that very well. I have made this point a couple of times before.

I want to make one last point. Something that gets referred to often when you start talking about standards of practice
is that there are always exceptions. If the regulator says you can’t do something, then you can’t do it. I have to tell you
that the one example that always gets used is this example of discounting in P&C. I just want to point out that, at the
moment, the regulator’s stance is that, yes, we objected because we felt that maybe the world wasn’t quite ready. Now,
in fact, we see absolutely no reason why we shouldn’t, in fact, go along with actuarial standards and the CIA and let
this discounting happen. Basically, the stance is that the CIA knows what it is doing, and so, let the CIA do it. You
will be amazed at the resistance that is coming and the sources from which it is coming. The world is sort of acting as
if we are doing something instead of removing a prohibition. It is an incredible thing to watch.

Mr. Paterson: I just want to comment on this issue of things being dropped or changed from the existing standards. We
have gone to quite a bit of pain to try and list, in the introductory notes, or highlight in the different papers, as the
case may be, any changes that have been made. Now, that is particularly in the discussion drafts. In the life draft and
the actuarial evidence draft, the introductory notes list the significant policy shifts, if there are any. For the exposure drafts,
that is the general, the pension, and the public personal injury compensation plans, we have used redlining and
strikeouts in the draft. So, you can follow a full audit trail of any changes that have been made from the discussion draft
to the exposure draft. We have tried to be very open and clear where there is any shift at all so that every member, in
reviewing it, can pay particular attention to those things and make sure they are comfortable with any changes.

Moderator Pelletier: You guys are clearly just getting warmed up. If we had another couple of hours, I am sure this
session would just keep going. At any rate, thanks so much for your comments just now, and also, please make sure
to send any other comments to the Committee on CSOP. The e-mail addresses and names are in the document. So, please,
by all means, do get them to the committee.

Thanks a lot for your comments today. Some of you may have felt at the beginning of the session that more time than
was necessary was spent on going through the past, and the effort, and so on. In spite of the quote of how many hours
have been involved, I don’t think you guys have any idea of just how much has been involved – in particular, the time
and effort made by this committee and the practice committees, these guys, and Sheila Gallant-Halloran, as well, who
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actually marshalled this together and got it done. So, please join me now in thanking these people for the work today
and the job.

Thanks very much. This session is adjourned.


