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Moderator John F. Brierley: Welcome to Panel Discussion 25: “The Standard Of Practice For Peer Review.” I am John
Brierley, the moderator of this session, and I will be looking at the changes we have made to the discussion draft – the
exposure draft that has just been published. I will also be looking at what the standard means from the perspective of
an appointed actuary. David Hart will look at the standard from the sole practitioner’s perspective, and then David
Stouffer will look at what it means for a large pension firm.

Just going over some of the more recent developments, we published a discussion draft in February 2001, and we received
comments, and we received comments, and we received comments. By April, we had most of them, but not all of them.
We made changes through May. We had the CIA’s lawyer, Tina Hobday, review the draft and make some other changes.
The Committee on Application of Rules and Standards (CARS) approved the draft with a two-thirds vote in June, and
the Practice Standards Council also reviewed the draft and it passed there with a two-thirds majority vote. We published
the exposure draft on Friday before this meeting.

There is a concern by the Committee on Pension Plan Financial Reporting (PPFR) that because they did not get to vote
on the draft, perhaps we had not followed due process. We will be looking at that issue in the next little while. I believe
Tina Hobday has told us that we are not really looking to require the vote of the other committees. However, we will
be making a specific request of all of the practice committees to look at the draft, at least for this version. If, for due
process, we need to put out a new exposure draft, we will do so.

So, the next step was the June CIA meeting. Due process requires that we discuss an exposure draft at a meeting, and
this is it. Again, if we need to put out a second exposure draft, we will have to deal with that in November. We are
looking for the comments on this draft to be completed by the end of August, which will allow us to make changes
through September. We will look at the legal review again through September and October, and get the approval of all
the various committees and councils that are required by November. We will likely discuss it at the November meeting.
We would be looking for a final approval in December, with the final standard being published in January 2002 and
an effective date of January 2003.

Now, let us look at what has happened to the discussion draft. Many of the comments that we received dealt with types
of work for which reviews did not seem necessary, or were going to cause problems.

The first one is where normal standards don’t apply. That is in an area with, for example, a small life insurance closed
block with a face amount of, maybe, $10 million, and liabilities of $10 million. Typically, there are a number of those
around that used to get exemptions from the Committee on Life Insurance Financial Reporting (CLIFR) on that sort
of thing. The Consolidated Standards of Practice (CSOP) allow for avoidance of the normal standard of practice as part
of accepted actual practice. And if that is the circumstance, we would not require a peer review on it.
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The second is very small pension plans. Individual pension plans, for example, aren’t specifically excluded, but we are
leaving it up to the judgment of the actuary. We have given a benchmark of 25 to 50 times the YMPE, which would
be $1 million to $2 million of asset size that would not be required to have a peer review. That will help out a number
of the sole practitioners by having a substantial amount of their work not requiring a review.

One other technicality was that fraternal organizations were required to have their pricing reports signed by a Fellow of
the Canadian Institute of Actuaries (FCIA). That made it inconsistent with other life insurance companies. So, we
excluded the pricing for fraternal organizations (that particular report) from requiring a review, just to make it more
consistent.

Then, there are a number of areas where the work is essentially administrative. An example would be the pension benefits
guarantee fund assessment certificate. Another is that property and casualty (P&C) companies are required to file an
expense filing, such that it says the information is consistent with the latest rate filing. That is pretty much an
administrative exercise and we didn’t think that peer review was necessary in those circumstances.

The next thing that we did was look at the comments that we were getting, mainly from sole practitioners. The discussion
draft said that we were looking for input and we received input. So, we have said that there are four circumstances where
you would normally have the ability to have a peer review as an internal process, but when you are a sole practitioner
and can’t find an internal peer reviewer, you are allowed to have a sample of your work reviewed instead of having
all of your work reviewed. We haven’t really said what the requirements are for this process. We have left it up to the
people involved to determine what is appropriate in their circumstances. All we ask is that a reasonable percentage of
the work be reviewed, and that an appropriate distribution of the type of work be reviewed. CARS anticipates monitoring
this process through the annual questionnaires. If we find that this process is being abused, we will have to deal with
it at that point, but we will basically trust people to do this in a reasonable fashion.

One of the other areas that we tightened up on was where we have multiple signatories. For example, if you have one
FCIA sign and one Associate sign, that doesn’t count as multiple signatories. What we mean by multiple signatories is
more than one FCIA. In some circumstances where you have two actuaries involved, one would do part of the work
and the other would do the other part of the work. What we are saying is that, in order to qualify, both actuaries need
to review the part of the work that they did not participate in directly.

One of the challenges that the discussion draft had was that it said that the peer reviewer had to have similar or more
extensive experience. That caused a problem for the most senior person in a pension practice or for an appointed actuary,
typically in an insurance company. What we have done is that we have replaced this wording with “sufficient expe-
rience.” It will be left up to the practitioner to determine who an appropriate peer reviewer would be. It will be someone
with “sufficient” experience as opposed to someone who has had “more extensive” experience. That should solve the
problem for the senior practitioners in pension practice, and also for appointed actuaries.

The next area was that we had a five-year cycle for insurance companies that were typically multinational and had
extremely complicated reports. We have expanded that to include all insurance companies. The idea here is that, first
of all, it should be a cost reduction. Because you won’t be having an extensive report every year, you will be doing 20%
of the report every year as a fairly detailed exercise. We also felt that if that is the circumstance, we would be able to
get better value for the money because you wouldn’t be reviewing the same thing over and over again every year. You
should end up with a much more detailed, better analysis of your report for less money. There is no requirement for
how that operates. The practitioner and the reviewer would get together and determine, we hope, what the process would
be, as long as the whole thing is reviewed over the five-year period. I know that the Office of the Superintendent of
Financial Institutions (OSFI) is looking, perhaps, at a three-year cycle as opposed to a five-year cycle. I see Allan Brender
nodding his head, and so, perhaps, we will hear more about that later.

There are some other changes that we have made to the draft. We are encouraging, but not requiring, changing reviewers
from time to time. If you always use the same reviewer, you are really not accomplishing a whole lot. If you are in a
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five-year or shorter cycle, it would probably be reasonable to keep the same reviewer through the cycle, but change the
reviewer to someone else for the next cycle. We are not requiring that, but we think it is a good idea.

We have moved some material into footnotes because we felt it was better as guidance rather than as a standard. Footnotes
will not make it into the final standard; they are really to determine intent. So, things like “hold harmless” and other
contract details, details on limitations, and disclaimers in the report have been moved into footnotes.

We also added “materiality” to the list of items that should be reviewed. I have no idea why we didn’t have it in there
in the first place – maybe we thought it was immaterial.

We have had some other minor wording changes, primarily to clarify the intent. For example, we have changed the
words “pursuant to law.” Where you have “requiring an FCIA’s signature pursuant to law,” we have changed that to
“pursuant to statute or regulation.” The reason for that is because we had one comment that asked if this applied to
contract law. To clarify what we meant, we changed that to “statute or regulation.”

We also clarified the intent that, on the feedback that the CIA receives, it is the CIA that will make best efforts to avoid
disclosure of confidential information in that process. The discussion draft was not clear whose responsibility it was to
maintain that confidentiality.

We will move on now to the perspective of an appointed actuary. Why do I want this? Well, OSFI has these quasi-
random reviews and that is something that we hope will stop when peer review goes in. In the peer review process,
I would be able to select a peer reviewer for the annual report as opposed to being told which reviewer I had to use.
The opinion itself is a little less onerous. OSFI has been asking that the reviewer make a statement that the liabilities
would be at least as much as what were reported. This review is that the actuary has basically followed “accepted actuarial
practice,” although, it is a double-negative type of opinion. There is no reason to believe that accepted actuarial practice
was not followed.

Next is that this peer review process should be a client/consultant relationship. The reviewer is there to help the actuary
produce a better report. Because the reviewer is looking at multiple reports, there should be some educational value in
having a look at what other companies are doing in a fairly easy manner. Having access to that comparative information
through the feedback process is one of the most valuable parts of this peer review process from my perspective. The other
thing is that, as the appointed actuary, I know the company pretty well and so I know what things need to be reviewed.
I know the form and content of the review to get the best value. That is something that should help in the process, as
opposed to, “Let us look at this particular aspect.” It may or may not be the right thing at which to look, and would
cause money to be spent on something that really isn’t all that valuable. Also, with the new standard of practice and
CALM being introduced, it should help the way in which that actually translates into a final valuation. It should be
pretty valuable just to get some perspective on what other actuaries are doing.

The types of things that I would have reviewed are the following:

• I would get an external review of the appointed actuary’s report. The standard of practice doesn’t require this but does require
that the primary user of the report has the right to say that they want to have an external review. OSFI has made it clear that,
for the appointed actuary’s report, they would prefer to see it as an external review.

• I would get an external review for our minimum continuing capital and surplus requirements (MCCSR). There is an audit
of the MCCSR and so our auditor would look at that and we would also have an internal review to supplement that.

• Assuming that the board of directors is comfortable with having the dynamic capital adequacy testing (DCAT) report reviewed
internally, I would probably do that internally. I might have an external review once, just to see if the report that I am preparing
is reasonable in relation to what other companies are doing.

• I would have an internal review of par fund allocations. We have a closed block par fund and it is not particularly challenging
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to do that one.

• For the five-year cycle, I would probably do universal life one year. It is pretty complicated and a pretty big component of
our assets. Traditional non-par products and group life, I would do as a second one. Annuities, segregated funds and closed
block par, I would do all together. Living benefits for both individual and group, I would do, and, finally, I would look
at all the other things that are not really product-related – materiality, processes, data integrity, controls, approximations, and
all that good stuff.

So, that is probably what I would do in a five-year cycle. If it ends up being a three-year cycle, I would probably do
some combining, but universal life would probably be done by itself.

That is about all that I have to say. I think that we are going to go with David Hart next, and we will have a couple
of short presentations and then have lots of time for comments.

Mr. David C. Hart: Good afternoon. We have only an hour to discuss the draft Standard of Practice For Peer Review
and the comments received from the many actuaries, and still allow time for discussion. I am, therefore, going to keep
my comments brief. David Stouffer says that he is also going to keep his comments brief, and so we are vying to see
who can be as brief as possible.

I would like to confine my comments today to quality control, coping with change, and the life and strife of a sole
practitioner because I am really looking at this peer review standard from the point of view of the sole practitioner.

First of all, I am a sole practitioner working in the pension field. I may be one of about 20 to 40 sole practitioners in
pension practice across Canada. There may be another 20 to 40 sole practitioners who consult only in the field of actuarial
evidence. In addition, there are some actuaries who are sole practitioners consulting in the life insurance field and the
P&C field. In total, that is not a lot of actuaries who are sole practitioners in Canada.

Now, some actuaries think that these few sole practitioners may be isolated, but that need not be the case. Sole practitioners
can easily discuss ideas and concepts with actuaries. I know this because I do it on a regular basis. It is probably easier
to do in the greater Toronto area, including Waterloo, because there are a number of sole practitioners around, but, if
you get to know other actuaries in like circumstances, it gets to be easy to talk to them.

I said that I wanted to talk about quality control. The reason is that quality control is important in every field and every
company from small to large. For an actuary, quality control includes such basic requirements as continuing education
(just keeping up-to-date), and standardized products. For a pension actuary, that may be ensuring that you have good
quality standardized reports (not boilerplate; just standardized) so that you are going to keep your best efforts going along
on a continuing basis. It also means standardized office procedures, effective computer software, feedback from clients,
and peer review. The draft Standard for Peer Review will formalize one of these basic quality control requirements for
actuarial work.

I also said that I want to talk about coping with change. During the past decade, there has been quite a bit of change
– some would say turmoil – in the pension consulting field, and the changes are probably much the same in other fields.
First of all, the number of players has shrunk dramatically. The large firms ate up the medium-size firms and became
very big indeed. But the spin-off of the merger sale process of these medium-size companies being eaten by the large
ones also creates some very small actuarial consulting firms. As the pension consulting firms grew larger, they realized
that some of their small clients were actually a drain on resources and did not really fit their preferred client profile.
However, the small actuarial firms were able to step in and provide a reasonable service, which was affordable to these
smaller clients.

Another major change in the past decade was the explosion of sophisticated computer and communication systems at
an extremely affordable price. The low cost of high quality computer software office equipment and the increased
availability of research material was just a gold mine for the small actuarial firms. This explosion of sophisticated software
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provided the structured office systems that many actuaries need to provide high quality service. It also allowed small
actuarial firms to strengthen their quality control procedures.

Now, I would just like to finish off with the life and strife of the sole practitioner. Although the sole practitioner has
a lot of good tools to continually improve the quality of his work, there are still some issues that impact the sole
practitioner much more than larger actuarial firms. In fact, they may not impact larger actuarial firms at all. The draft
Peer Review Standard attempts to integrate the purity of peer review for everyone with the reality of materiality in the
business environment. John has already talked a little bit about that. A sole practitioner must deal with the following
business issues:

• Many of his or her clients are either small pension plans or individual pension plans.

• The plan sponsor is already appalled at the high cost of actuarial fees when measured per plan member. This is especially
true for the individual pension plans, and they are only willing to pay so much. However, these plans are usually not very
complex and the actuary can deal with them quite easily. In fact, with the designated pension plans, the CCRA mandates
what the actuarial assumptions will be and so there isn’t a lot of leeway there. You get it right the first time and you keep getting
it right as long as you are careful.

The draft standard allows the actuary to obtain peer review for only a portion of the actuarial reports since the small
clients may be unwilling to pay the cost of peer review of a simple report with a low level of assets and liabilities. That
is going to allow the sole practitioner to get a sample of his reports peer reviewed but will spread the cost over a number
of clients, each of whom will contribute a little bit of the extra cost of peer review.

The sole practitioner may also have a hard time obtaining errors and omissions (E&O) insurance. The insurance industry
finds it difficult to provide insurance for such a small group when they don’t really understand what the small group
does. When you are trying to establish appropriate rates for a group of only 20 to 40 people who are sole practitioners
dealing in pension practice, it is pretty hard to find someone who will sell you E&O insurance if you haven’t had it
in the past. In addition, from what I have heard, the first claim against a sole practitioner will normally be the last claim
and the sole practitioner will not be able to obtain E&O insurance at any cost. Because of that, the sole practitioner cannot
afford to be caught up in a lawsuit involving the original actuary for work that he or she reviewed. The peer reviewer
cannot actually offer a positive opinion on the work either, unless they first reproduce all of the work done by the original
actuary and that is not something that you want to do in peer review. You are just trying to review it to a point where
you feel that it is reasonable.

With internal peer review in a larger company, the original actuary and the peer reviewer are both covered by the same
E&O policy. This means that any claim is covered by the insurer of the original actuary. So, the draft standard addresses
this issue in two ways. First of all, the peer reviewer is encouraged to obtain a “hold harmless” agreement from the original
actuary, but I don’t really think that is going to be effective and it probably won’t save the peer reviewer in all cases.
I also think the lawsuits that are going to hit the original actuary and the peer reviewer are going to be few and far
between. The problem is that, with a sole practitioner, the risk of having a lawsuit is just devastating. It could destroy
his or her business. The peer reviewer will also offer a weak, but probably inappropriate, opinion that he or she has
reviewed the specific aspects of the report and has not found anything wrong. As I said before, if you are going to have
a positive response, you have to have re-done everything.

So, I hope this provides you with some insight into the issues that worry sole practitioners. On a parting note, I must
say that everyone I have talked to feels that peer review is a worthwhile tool and many sole practitioners say that they
already do sample peer review. However, many sole practitioners feel that to serve their clients effectively, formalized peer
review has to be appropriate to fit the reality of their particular business environment.

Mr. David A. Stouffer: Good afternoon. My comments have to do with looking at this standard of practice from the
perspective of the large consulting firm. It is interesting that we didn’t receive too many comments from large-firm



6

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

Norme de pratique aux fins de l’examen par les pairs (TR #25)

actuaries and those that were received commented against the mandatory feature of the standard. There weren’t very many
comments about the nuts and bolts of peer review itself, as proposed. Now, most of the large actuarial firms already have
a peer review system in place. I can’t say “all” because I haven’t been able to look at all of them, but, certainly, all of
the ones I was able to look at did have. In most cases, it was a pretty rigorous kind of review process, and, incidentally,
that review process is normally mandatory. So, on the surface, you might think that, for the large consulting firm, it is
pretty much business as usual, but there really are a few areas where there will be a difference. I will talk in a few minutes
about the special issues for appointed actuaries who work in large consulting firms. My remarks now are primarily with
respect to pension actuaries.

One significant difference is the fact that there is now going to have to be a certification to be in compliance with the
standards of the CIA. The kind of certification that you would have in a large firm now would be, perhaps, simply a
form indicating that the material had been peer reviewed in accordance with the rules of the organization. But once you
move away from that kind of certification to actually putting the professional regulating body as being the party to which
you are certifying, I think that will make for some significant changes in how seriously the actuary does the review. There
will also, unquestionably, be differences in the standards set by the CIA and the standards set by the firms. Usually, the
firms require a review of everything. Obviously, the CIA is not making that requirement. There are likely to be some
differences in the list of things that have to be reviewed and the requirements to be in conformity with that list.

Another area where I think there will be significant variation will be in how differences of opinion between the
practitioner and the peer reviewer are handled. Typically, in internal peer review, those are worked out and the peer
review isn’t deemed to be complete until there is a meeting of the minds. That is not necessarily true in every case, but
that certainly is true in our firm. If you were to get into a situation under the existing arrangements for peer review where
there was no meeting of the minds, and the practitioner went ahead and released the report, the reviewer could very
well be faced with quite a messy Rule 13 situation. Now, in the standard as proposed, that will change quite significantly
because now the peer reviewer will be protected in a review from some of the Rule 13 obligations.

I guess another point, probably a small point, is, typically, what you find for large reports is that the review is ongoing
while the work is being done. I guess the question that comes to my mind is, does that make the reviewer a part of
the team or is the reviewer still objective?

I have just a couple of comments about the special issues for appointed actuaries in large consulting firms. Currently,
in our firm, there is a rigorous peer review of all aspects of the appointed actuary’s report. It is not just a 20% review
or a total review over a five-year period. This is an area where, perhaps, the firm requirements may exceed the CIA
standards, and I don’t see any change in the consulting firm’s policy or a move to a five-year-stage review.

Here are some comments on some of the concerns that I have seen raised by people who represent insurance companies.
I think that it would be unfair and unreasonable to require an external appointed actuary to go to another outside firm
for an additional peer review and then expect the insurer to pay for a second peer review. What I am trying to say is
that internal reviews by external companies should be acceptable. I guess there is a concern, too, on the part of some
firms where there is an internal appointed actuary. There is a concern about the cost of the review by an external reviewer.
Certainly, those costs would go up, but, if you think about it, for insurers who already use an external appointed actuary
and already have a rigorous peer review practice in place, the insurer already pays for peer review and so there is maybe
a competitive disadvantage there.

Those are my comments from a large firm perspective.

Moderator Brierley: Thanks, David and David. We can now have comments and questions from the floor. Please state
your name first.

Unidentified Speaker: I have a number of comments and questions. On page 5 of this draft, about one third of the way
down the page, there is a comment about rate filings and expense filings, etc. On the following page, the second bullet
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down says, “Blah, blah, blah … fraternal benefit society is outside the scope of peer review.” You said that was for
consistency with life insurers – regular life insurers. Why did you not also include P&C insurers and not put their pricing
outside the scope to be consistent with life insurers? We don’t have hyphenated actuaries in this country, do we?

Moderator Brierley: Are you asking if there are fraternal P&C organizations?

Unidentified Speaker: No, I don’t mean fraternal P&C. All the rate filings have to be certified, for instance, in Ontario.
Why is that not put outside the scope as well?

Moderator Brierley: We felt that it was a more integral part of the process. The reason for the exclusion on the fraternals
was because they are in direct competition with life insurance companies who do not have to put it in their pricing
reports.

Unidentified Speaker: On page 6, the second last paragraph, I don’t know what “pursuant to statute and regulation” in
this context means and how it is interpreted in this particular context. But if it means that such a peer review report
for OSFI would then itself have to be peer reviewed, I think that is ludicrous. But it may not be so. Do you know if
that would be so?

Moderator Brierley: It is any review that is requested outside a normal peer review. If OSFI wanted to have a particular
aspect of the company reviewed, that is outside of the scope of this peer review.

Unidentified Speaker: OSFI is doing this sort of thing now and it is not happy with a 20% review every five years –
that kind of thing. They want the whole thing reviewed.

Moderator Brierley: Yes, but that would not be pursuant to a statute; that would be a request of the regulator.

Unidentified Speaker: Page 7 basically says that where two actuaries sign, a peer review is not required, and, as long as
a peer reviewer can be objective, it can be internal. I guess there is nothing in here that says a peer reviewer cannot peer
review hisor her own work as a practitioner; however, when I read between the lines, I am sure that is the implication
– that you cannot be the same person. But I wonder why that is so? I suspect that one of the reasons is in the general
objectives on page 4, the third bullet, where “objectivity” would be a good thing to satisfy that. However, I also think
that the appearance of objectivity would be a good thing to satisfy that, and, therefore, I have great trouble with this.
I think, perhaps, the committee ought to either strike these two sections on page 7, or else strike that general objective
on page 3 because I don’t think they can co-exist.

Moderator Brierley: Well, there is a requirement to be objective and also to be seen as being objective.

Unidentified Speaker: How can you reconcile that with internal peer reviewers and joint co-signers? That certainly doesn’t
have the appearance of objectivity to the public.

Moderator Brierley: It is the primary user of the report who has to view it as objective.

Unidentified Speaker: Finally, on page 9, there is a list of obligations of the peer reviewer. The fourth and fifth bullets
say, “The quality of the wording of the work and the reader-friendliness of the work are part of this.” Why on earth
are those there? Why on earth are those included in the list? The other things seem to have material and sensible
connection to have the numbers right and everything complete. Why do we care if it is user-friendly?

Moderator Brierley: I guess “readability” would have been another way of expressing that. Part of “quality” is whether
or not the user of the work is going to understand it. That is what it is trying to get at.

Mr. Leslie John Lohmann: First of all, I think the peer review that you have suggested for sole practitioners is going to
end up being something like a leash law for cats. I don’t think that it is going to be as successful as you might hope,
regardless of how may caveats and “outs” you put into it. In any event, the direct question for John is, if the sole
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practitioner is doing work for a client that either is, or has access to, an FCIA, or an outside-of-Canada qualified actuary
in the jurisdiction with which he is dealing, why should he or she have to have the work peer reviewed? In fact, the
client has access and can do it if he or she wishes to do it, right?

Moderator Brierley: We are only having the scope of peer review apply to work that requires an FCIA signature. The
comparison there is that you have someone from another country who is an actuary signing something. If it doesn’t
require an FCIA signature, then, even though you are an FCIA, that particular work didn’t require the signature, and
so, therefore, it is not subject to the scope of peer review.

Mr. Lohmann: I am sorry that I included that in the scope of the question. The question really is, if the work is being
done by, and requires the signature of, an FCIA, and the person for whom the work is being done (and that person
could be corporate or otherwise) has an FCIA available, why does it have to be peer reviewed again?

Moderator Brierley: Regardless of which FCIA does the work, that work has to be peer reviewed. So, even though the
client has access to another FCIA, that other FCIA still needs to have the work reviewed if it is work that actually requires
an FCIA signature.

Mr. Lohmann: I didn’t express that very well and I will give up on it. What are we going to do when we have built
these new fences around the law to make sure that no insurance company and no pension plan will ever prove
inadequate? What are we going to do when the next one folds and it has the signatures of two actuaries on it? Are we
going to go to three or maybe four? When John Palmer comes to another lunch and tells us what rotten work we do,
are we going to start pushing bigger and taller fences so that the law is adhered to no matter what, under all
circumstances?

Moderator Brierley: I would just like to say that peer review is not ensuring anything is going to happen. All we are
trying to do is promote better quality work and that does not ensure that another company will not become insolvent.

Mr. Lohmann: What do you mean by the word “ensure”?

Moderator Brierley: I mean building big fences.

Mr. Allan Brender: John Palmer won’t be coming to lunch because John Palmer’s term ends in August. We don’t have
any more meetings.

Let me give you a few remarks. One of them, believe it or not, is a point that you might think I wouldn’t talk about
– it is about fraternals. I just want to point out that you may say that they are in competition with life insurance
companies, but, if there is a requirement that the actuary sign it, it is for a very good reason. You have to understand
the management of those fraternals. (I will exclude the two or three large ones that are essentially insurance companies.)
A lot of the small ones have people who know nothing about insurance. The management, the directors, are members
of a fraternal, of a club, and, in many cases, everything that goes on in those fraternals rests upon the actuary. The actuary
has a tremendous amount to say about what the benefits are, what the cash values are, what the liabilities are, what
everything is, and I suggest that the arguments of competition don’t hold, in some sense. The need is there and it is
greater and I urge you to reconsider.

You have mentioned a lot about OSFI and so let me confirm a couple of things. We have been carrying on with our
quasi-random reviews. What “quasi-random” means is not that we are using quasi-random sequences, but, in fact, we
have said that we are doing ten companies a year. Clearly, if we have to select ten names and put them on a list, there
are certain ones that come to mind each year. The relationship managers have ideas of who they might want to have
looked at, and if there are any companies left, maybe there is some sort of random selection for them. So, it is quasi-
random in a way. We have done it for two years; we are into the third year now. I expect we will continue. We are
starting to review reports for 2000, and I expect, from your schedule, we will be reviewing reports for 2001, as well.
You said that the implementation is the beginning of 2003?
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Moderator Brierley: That is for reports published after January 1, 2003, which would include the 2002 year-end
appointed actuary report.

Mr. Brender: So, we are agreed. We are going to be doing last year (which we are starting to do now) and this year,
which we will do next year. I hope everyone understands that this is where we are now and this is what we are going
to continue doing. We had said that if somebody wants to do peer reviews by selecting their own reviewer and doing
their own review, we would not include them. We have already had a case where a company that was on our list for
this year said that they wanted to hire a peer reviewer for a three-year contract. We said, “Fine, go ahead and do that
and give us that report.” That would serve instead of having them put on our list. So, effectively, they are on our list
but they were able to pick the reviewer. That is fine.

The basic position is this – we are very happy to have the CIA pass the standard of practice and we are very happy
to go along, but we really always wanted an external or independent review for appointed actuaries. I am not talking
about pension plans. We are a regulator of pension plans, but I am not speaking for that part of OSFI right now.

With respect to appointed actuaries in all kinds of insurance companies, we do want external peer review. So, basically,
we are saying whatever the CIA decides, that is fine, except that we will say, “Oh, by the way, external please.” Now,
we sometimes use the word “independent.” “Independent” does not mean independent in the sense that an independent
actuary is required to offer an opinion about mergers and acquisitions, and all that stuff. We will accept the review by
somebody who, in fact, is external but has done work for the company.

So, the next question that comes up is “how external,” and so on. For example, the first question is that the auditors
very often have actuaries and sometimes those actuaries assist in the audit. Are they acceptable? The answer is, yes, but
to the extent that the work that they do in support of the audit – which we feel is sometimes cursory and meant to give
their auditing partners some comfort – we are saying, “No, we want a separate engagement and a separate look. It should
not be part of the audit assignment per se.”

The next question is, what about the actuary who is an appointed actuary but from an external firm? How do we handle
peer review there? It is the situation that David Stouffer was talking about. There, I think, the idea is that we want the
review. We understand all kinds of concerns about competition between consulting firms and a number of those sorts
of things, and I really believe, having been in that position, it would be unwieldy to say that you have to go to a different
consultant. So, peer review by somebody from the same consulting firm would be acceptable, but they have to have been,
at least, outside of the case. They should not have worked on that particular company and participated in that particular
valuation. So, that is the kind of thing that we are looking for. A co-signer is not, in this particular case, someone who
would be considered by us to be an acceptable peer reviewer. Besides which, the appointed actuary is not supposed to
have a co-signer; it is one person according to the law. But if you have worked on the case, we are saying, “Don’t. You
are not a peer reviewer in that circumstance.”

To confirm, we are leaning towards a three-year cycle instead of a five-year cycle. We have put all of the major financial
institutions in the country on a three-year cycle with respect to all of their supervision, and all types of examination,
not just actuarial. This applies to banks, insurance companies, and trust companies, and so on. So, we are trying to be
consistent for one thing, and the other thing is that five years is a long time. The industry has undergone incredible
changes, products change a lot, and we think that five years is too long to wait, sometimes, to make sure that you have
seen everything.

Finally, there was a question about why we have to care about whether reports are user-friendly and readable. Let me
tell you. First of all, the appointed actuary’s report is not read by actuaries in OSFI. They are read by relationship
managers. These are not actuarial people. If there is a problem, it comes to my division. We are consultants to them.
So, the basic users are not actuaries and so you don’t want these reports written in actuarial shorthand. I am spending
time trying to educate them and tell them that there is information in there that they can really understand. Well, it is
important that they get that information.
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Secondly, the thinking about this thing extends to DCAT. If you are going to be writing a DCAT report, remember whom
you are writing it for. I will tell you that you are writing it for the external director, and the external director is not an
insurance person. The directors are business people; they understand zip about insurance even though they are the
directors of the company. If your report isn’t giving them the proper description of where trouble lies, or could lie, and
where the risks are, then it is worthless from the point of view of its being an essential risk management tool. As a general
OSFI supervisory approach, you may know that when we supervise companies, the focus is risk management above all
else. We assess how good the risk management is in the company and come up with a score for that. If you do very
well on the score, we don’t bother you very much.

DCAT is a fundamental risk management tool. It is designed to be a report to management, but particularly to the board,
pointing out what the risks are. We are going to start grading that as part of our overall risk management score. We
are going to start looking at it as, “If I am an external director, can I understand what is being said?” Let me tell you
that, a lot of the times, you can’t. So, I think that all these things about user-friendliness, or readability, are all important,
and I think that it should be left in the standard where it is.

Moderator Brierley: Thanks, Allan. I am not even going to attempt to respond to that, but I would like to say that Allan
made a similar comment about DCAT at the Seminar for the Appointed Actuary last year. I was afraid he was talking
about me and so I went back and upgraded my DCAT report significantly. That is one way feedback can improve work.

Mr. Joseph F. Nunes: Just for context, I am a sole practitioner. I should first say that I have had the opportunity to speak
to all the gentlemen on the panel. Although, in a moment, I am going to disagree with some of this, I know that they
have worked hard to try and bring something together that meets everyone’s idea of what this needs to be. With that
said, I still fundamentally oppose peer review.

First, I don’t think it is the best way to go about educating practitioners. I think there are other methodologies and so
I will throw that off the list. Although we might achieve that as an ancillary goal in this process, it is not the best way
to go about achieving it.

The other thing that I really have a concern over is that, when I talk to people who aren’t actuaries, they say that actuaries
are thinking about starting the practice of everyone having their work reviewed by another person. They all look at me
quizzically – like, how could that be? You don’t do that for doctors or lawyers, why would you do it if you are a
professional? They know how long I have spent writing exams, and they just can’t understand why we are doing that.
I don’t think it increases the public’s confidence in our work. I think it diminishes the public’s confidence. I think it
says, “We don’t even believe in ourselves enough to do good work and so why should you believe in us?”

The last item is simply that I still think, for the sole practitioners, despite many efforts made to accommodate them, there
could still be legal issues around having to have anything reviewed externally. When we talk about increasing credibility
by having mandatory external reviews, people like David Stouffer stand up and say, “Well, we don’t think that it needs
to be external.” It is because they realize the legal complexity of having to go external. So, I still have that issue.

My final thought is from the gentleman who spoke at lunch. His second rule was, “Accept imperfection.” Sometimes,
in things like peer review and some of the work being done on standards of practice, people get the high-minded idea
that if we legislate this tightly enough, people won’t make mistakes and we will be a lot more popular profession with
the public. I just think that no matter how tightly you wrap this baby up, mistakes are still going to happen. We are
better off having a good code of conduct that notes that mistakes happen, and when they do, let us make sure that we
all come forward and deal with them appropriately.

Mr. Michael Kavanagh: I would just like to differ about the suggestion that an external consulting company should not
need an external peer review if it has more than one actuary in the firm who is able to do a peer review. If a very large
insurance company with dozens of actuaries cannot do an internal peer review and have it accepted, I don’t see why
a large consulting company should be able to do an internal peer review and have it accepted.
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Moderator Brierley: Actually, our standard of practice does not require any review to be external other than when the
user of the report requests it. The other thing is that, if you have a large company with an internal review process, the
external reviewer can use the work of the internal review to keep the costs down.

Mr. B. Gordon Challes: I have just two comments. The first one is related to the requirement to have a review of the
MCCSR. I work on that, but I am not so sure it is really an actuarial document. The annual report requires the signature
of an actuary and so I guess that is why it is included, but quarterly reports don’t. They have more of a CFO requirement
and so that one I see as “quasi” and I am not so sure that it should be included.

John, you, mentioned that you are looking at materiality, processes, and data integrity as sort of separate entities. I would
have thought that you would have been looking at those things as part of your review of each line of business, as opposed
to treating them as separate entities unto themselves. I would have thought that they would be part of what is being
reviewed when you are reviewing each of these blocks of business.

Moderator Brierley: I probably would get to know that after we do a few and would know if that is the best way to
go. Your other point, the MCCSR quarterly statements would not require peer reviews because they don’t require an FCIA
signature. It is just the one per year on the year-end work where it is required.

Mr. Allan Neemay: I am not an actuary – so, let me just preface with that. This is more of a follow-up question for Allan.
Thanks very much for the elaboration on OSFI’s position. There is just one point on which, perhaps, I could ask you
to comment, and that is the difference of opinion between what OSFI has asked for in its peer reviews and the opinion
that is being asked for in this exposure draft. Will that satisfy OSFI moving forward?

Moderator Brierley: For the record, he gave a shrug. I guess this next one will be the last comment.

Mr. Brender: If the question is about the statement we had in there saying that the reviewer notes that the numbers were
pretty much what they would have come up with if they had done the calculation, I am not going to commit myself
right now, but I am not convinced that this is going to survive in what we want. I am not convinced that this has to
be the right statement. I haven’t really read the way this draft is worded. There is stuff that we have to consider and
so I am not taking a hard-line position.

Moderator Brierley: Thank you very much. I would like to thank our panelists and Allan Brender, our fourth panelist,
and I would like to thank everyone for their participation. All feedback is very useful to us in producing this standard
and so the more we get, the happier we are. Regardless of what the particular topic is, we don’t mind the criticism, and
that is what makes it a better standard. Thank you very much.


