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Moderator Charles C. McLeod: Good morning. My name is Charles McLeod and I’d like to welcome you to this session on 
the Morris Review, and its possible impact in Canada. The session is going to run in three parts. First of all, Paul McCrossan 
is going to speak about the UK Morris Review. And if I was to give you Paul’s biography/resume it would take up at least 20 
minutes, so I’ll limit myself to saying his particular importance to this session is that he was a member of the External Advisory 
Panel to the UK Morris Review, so he’s in a particularly a good position on how the Morris Review operated, and why it started, 
and what it could mean for us.

And then I’m going to hand over to Mike Lombardi, who is a member of the Board Task Force on Corporate Governance. And 
as I expect most of you know, I was chair of that task force and I’m pleased to see at least two other members of that task force 
– Monique Tremblay and David Short – in the room. And we published a report that went out I think around April recom-
mending changes to how the standards should be set, and Mike is going to talk about that report, and we’d be very interested 
in getting some feedback from you.

And the third part, and I’ll be quite brief at the end, just to give a more complete picture of other things that are going on in 
the CIA, possible or planned changes to our corporate governance structure. Just as preamble to Paul, we introduced a new 
Strategic Plan. It was approved by the Board at the November meeting last year, and it’s on the website if you haven’t looked 
at it already. But there are four main strategic objectives and the first one is this one put on the screen. In developing the plan, 
we said how do we want people to be describing the CIA in about five years time or sooner? And we wanted to be recognized 
for our integrity, high standards of practice, and quality of work. One reaction to that might be, “Well, what’s new? Haven’t we 
always wanted people to say that about us?” And the answer is, “Yes we have.” But I think there have been a number of major 
events in recent years that have raised the bar for self-governing professions such as the CIA. Enron and the other accounting 
problems in North America put pressure on the accounting profession to raise its standards, and the Morris Review in the UK 
has put pressure on actuarial organizations, not just in the UK, but worldwide, to take a look at how they govern themselves 
and to raise their standards. I’ve said in my meetings with actuarial clubs around the country, if there’s ever a book written at the 
end of the 21st century on the actuarial profession in the 21st century, I can see an entire chapter being devoted to the Morris 
Review. Although it is an UK review it does have ramifications around the world. So, with that opening, I’d like to hand over 
to Paul McCrossan to tell us more about the UK Morris Review.

Panelist McCrossan: Thank you, Charles. Let me start with a description of the actuarial profession in about seven bullet points: 
arrogant; archaic; complacent; not up-to-date in it’s intellectual capital; not objective in it’s findings; accepts conflicts of interest; 
does not accept responsibility; and – my personal comment having sat on the review – has few friends. Now, the message I want 
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to deliver today is that the UK actuaries were to a large extent unlucky. What led to the Morris Review has direct application 
here, in almost every respect. I’m going to run through a few of the slides very quickly because you have written handouts.

The background of the review was that there were a number of market conduct problems with insurers, curtailments, closures of 
pension plans, failure of one’s small general insurer, and The Equitable’s closure to new business. And the judicial investigation 
into The Equitable in which Lord Penrose criticized actuaries. Lord Penrose called for a review of the actuarial profession by 
the Minister. And during all of that period, there was sustained criticism of the actuarial profession. Inside The Financial Times 
is where I was mainly picking it up, almost daily, then later weekly, attacks on the actuarial profession. Now, let me go to the 
conclusions. This is the summary of the Morris Review:

Professional standards are weak, ambiguous, too limited in range and perceived as influenced by commercial interest.

Does that have application here? I’ll say it does. Maybe not to the same extent, but I’d say it’s very close.

An absence of proactive monitoring of members compliance with professional standards. A profession that has been introspec-
tive not forward-looking enough, slow to modernize, out-of-date with economic theory, accounting theory. A profession that 
has trouble communicating.

The key conclusion is:

Continued self-regulation (that is what we have here in Canada) by the profession is unlikely to restore public confidence.

And my conclusion here is that you cannot read these conclusions from the Morris Review without coming to the conclusion 
that confidence is lost in actuaries by all of their key constituencies: regulators, consumers, accountants, auditors, trustees, 
non-executive directors, and chief financial officers. And I will assert that is true because in the Review Panel, we went after all 
of these key constituents of actuaries. And almost to a person, in written interviews and in person-to-person interviews with Sir 
Derrick, they expressed those views – that lack of confidence in the profession. So, the new organization of the actuarial profes-
sion is to put it under the same organization as the accounting profession, – that is the Financial Reporting Council (FRC), with 
an independent actuarial standards board which has a majority of actuaries. I think the current proposal – at least the working 
papers – called for something like four out of eight actuaries from the UK in the end, one outside actuary, one economist (a 
financial behavioural economist), one auditor, and regulators as observers. The FRC oversight includes ethics, but has left for 
the time being, setting ethical standards to the profession. But professional standards will be set up by the FRC. 

The key recommendation, in my view, in the report has to do with the complaints of the users of actuarial work. They basically 
said that actuaries came with the little black box, gave us the answer, and didn’t tell us the risks we were taking, and didn’t 
tell us the volatility to which we were exposing ourselves to. That may be true, or not true, but it was widely asserted. So, the 
key recommendation of the review is, that the first task of the new Actuarial Standards Board should be that there should be 
a generic communication standard in which all actuaries report. Particularly for those actuaries appointed by under by law, in 
reserved positions, to disclose which assumptions were used, the extent to which professional judgement was exercised, what 
methodologies were chosen, why, sensitivity analysis. You appreciate that this is way beyond what we do in our pension system, 
and somewhat beyond what we do in our insurance system. Probabilistic analysis of key variables and indicators – that’s beyond 
where we are. And concerns the client should have in mind, bearing in mind its ability to absorb risk – these are things that 
we’re not doing. And this turned out to be his key recommendation.

Let me get to day one. I want to spend a little time on this chart. I got the Lord Penrose’s report for Treasury sometime in May 
and met with Sir Derrick on June 1st on my way to the International Actuarial Association (IAA) meeting. We talked for two 
to three hours, and at the end of that time he said, “Don’t actuaries have any knowledge about how to value equity markets, 
options in equity markets?” and so on.

So, I’ve produced the equivalent of this chart from a presentation I’d done jointly for the IAA and regulators in 2002. And what 
this is, is simply a probability distribution of the UK equity market with compared to the actual distribution. And the projected 
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distribution comes from 50,000 simulations and the actual distribution is the actual. And if you have a look, you cannot see the 
difference between the blue and the green lines, that is, there is actuarial methodology out there.

One of the interesting things is that the methodology used in this paper came from long before Black-Scholes. It was produced 
by a Canadian, named Frank DiPaolo in 1969, published by the Society of Actuaries, and was described as a ruin analysis of 
equity guarantee options. [Editor’s Note: Refer to “An Application of Simulated Stock Market Trends to Investigate a Ruin Prob-
lem” by Frank P. DiPaolo published in the 1969 Transactions of the Society of Actuaries.] So the point, is we had the intellectual 
capital. Now in terms of what Sir Derrick was interested in, look at the inflection point down at about the 3 percent level and 
at the 97 percent level, and you can see that for all intents and purposes the distribution is close to lognormal – which is the 
Black-Scholes assumption – between 3½ percent and 96½ percent you have this period of, if you will, irrational exuberance, 
irrational depression, whatever. The point is that for pricing equity options at the money in the marketplace, short-term Black-
Scholes works just fine.

But actuaries are interested in tail risk, and the tail risk indicates that there’s a reasonable probability of a decline of more than 
30 percent over one year. And the same is true over three years. Let’s see the model replicates the market, and the same is true 
over five years. There’s a little difference between the market and the model so the question is – this is Canadian data that I used 
earlier – to what extent should you recognize the equity pick-up in calculating liabilities? If you use the mean rate of return, 
that’s obviously too high, but if you go to the median, it’s still too high. If you build in some level of confidence, just down at 
the 60 percent conditional tail expectation (CTE 60) level, which we require in life insurance, you’ll see that the equity returns 
over ten years fell below the bond returns – actually, through to the beginning of this year. And if you go to a CTE 80, you’ll 
see that there’s essentially no pick-up in equity.

So the question is, if you’re doing actuarial valuation for funding purposes, to what level of confidence should your liabilities 
be set? Actuarial practice was to reflect more of the expected return, and less of the volatility. And Sir Derrick said this is not 
consistent with financial economic theory. Actuaries are marching to their own drummer. It’s not market consistent. Why were 
they doing it? The accountants are on the same track with international accounting standards. (These are the questions I deal 
with in the international accounting.) And the question is, if you transfer money from bonds into equity, does that lower li-
abilities? And the answer is yes, if you reflect expected. No, if you market consistent. And, maybe, if you have some theory that 
recognizes some sort of confidence level. But actuaries cannot develop well the concept of confidence level on equity returns. 
And so, we’ve been using something that’s been lower than the mean, lower than the median, but something for which we 
haven’t developed the theory to justify. And the accountants are coming along and saying, “Market consistency, market consist-
ency, market consistency, value at the real rate of return unless you can demonstrate statistically through past evidence that you 
can achieve better.” And I’d say that actuaries around the world have not met that test.

So, in terms of Sir Derrick, and in terms of the accountants, the traditional actuarial practice of reflecting equity pick-up is 
discredited. And in the absence of robust actuarial responses, using risk-free rates is where we’re gong to be headed, and I 
don’t think there’s any doubt about that. The corporate bond approach has made it through as far as International Accounting 
Standard (IAS) 19 – and that’s the pension valuation standard – but the rationale isn’t well articulated and the International 
Accounting Standards Board cannot now justify even using a corporate bond approach for valuing insurance of pension or 
liabilities. So actuaries have been doing things, making assumptions without developing the conceptual robustness behind it. 
On the other hand we I think, need to ask ourselves can we do the job in time? We’ve got two to three years. In their meeting 
two days ago, the Security Exchange Commission (SEC) in the US said, “We believe that pension accounting standards and 
funding standards worldwide are not adequate. We want this as a priority project by both the Financial Accounting Standards 
Board (FASB) and the International Accounting Standards Board.” So, we have something coming that’s going to be focused on 
both the insurance and the pensioners.

Now let me get to the conflict of interest. The UK has the same sort of professional rules as we do. They require the actuary to 
not get involved in a situation that has a conflict of interest. But what the profession accepted, apparently – what was represented 
to us – was that if the plan sponsor and if the scheme trustees agreed that they’d waive the conflict of interest, then the actuary 
could serve in dual roles. And the question that Sir Derrick asked was, “What happens if a conflict of interest arises after the 
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waiver is signed? What happens if you become aware that the interests of the parties are so different?” And he posed a question 
to the Institute, “What happens if the plan actuary becomes aware of information from the plan sponsor that is materially adverse 
to the scheme members?” And the Institute’s answer was that they have a duty of confidentiality to the plan sponsor because of 
the engagement. And at that point Sir Derrick said, “The whole regime has to go. It has to be changed.” The principal employer 
of the actuary is the scheme, and so its principal duties have to be to the scheme member and so therefore you have to have in 
place a regime that articulates how the plan sponsor, the plan trustees, or the actuaries, can determine if a conflict of interest 
exists. And if and when that happens, the actuary must offer his services to the plan members, and withdraw his services from 
the plan sponsor. So, at least this doesn’t mean that they have to do it. The actual scheme controls on the plan actuaries, I’ll just 
skip though those because these are more technical.

What lessons does the CIA have to learn? Consensus standards may be at the lowest common denominator. There was a statement 
in Lord Penrose’s report that in his view, actuarial standards were set with Delphic surety to cover the idiosyncratic practices of 
any member. Now, that’s a pretty damning statement. But if you look at the consensus building process to develop standards, it’s 
quite clear that actuaries can and do delay the implementation of strong standards to accommodate their own practices. And it’s 
as true in Canada as it was in the UK. Loss of intellectual vigour. Sir Derrick said, “How can you deal in modern capital markets 
without understanding capital market theory? How can you deal in markets, which are behavioural market driven, without 
understanding behavioural economics? How can you report on pension liabilities without understanding emerging accounting 
theory?” And yet, none of this appears to be actively under development. Now, Chris Daykin, the government actuary in the UK, 
pointed out that, in fact, there was a long tradition of doing this work back in the 1970’s – doing the statistical analysis of equi-
ties, and so on – but somehow along the way, we gravitated to the simple black-box solution. Actuaries, the Institute, presented 
themselves as the honest broker, and the Review Committee discussing it, concluded that they weren’t the honest broker. They 
were tilting away from objectivity to the client, and when there was a dual appointment they were tilting away from objectiv-
ity towards the plan sponsor, away from the plan members. And so that’s part of the discussions that took place, but it wasn’t 
just in the pensions area. The precipice bond – the particularly venal product – a bond which was a pension fund investment 
for individual pension plans which could disappear, and the assets could disappear to zero, under certain market conditions. 
The Consumers Association basically said, “How can actuaries design these things?” And so Morris asked the question, “What 
responsibility does the actuary have who designs the plan as to how the plan is sold?” And the answer came back, “Our sole 
responsibility is to our client. It’s not how the product is marketed.” This did not go over well with the Review Panel.

I’m going to just skip through the obligations, and say, “What are the lessons for Canada?” We have to work with the other people 
we deal with. The regulators, the accountants, and the legislators, need to be cultivated and confidence needs to be earned. And 
I believe we don’t meet that test in Canada. The intellectual capital must be continuously improved. And if the members won’t 
do it, academia must. And the business focus is deadly, if the profession is perceived as not acting in the public interest. 

Let me just go to the conflict of interest. The single biggest criticism inside the Review Panel was the inability of the profession 
to handle conflict of interest. What should its fiduciary duties be? And how should it handle conflict of interest between the 
public it serves, and the people who hire them? So, I said the dangerous event may be close. This is a presentation I made in 
March to the CIA board. And I’d argue that that scenario which I didn’t put as a high probability was essentially the thing that 
could kill us. Now what you’re seeing is merely the trend in interest rates since the Insurance Companies Act came in, taken 
through to the end of March, and then just showing how interest rates changed. So when we hit the yellow curve, we said on 
the insurance side, we have to value assuming interest rates decline to five percent. That was a very significant margin. At the 
black curve, which was the end of May, we still say – although we have [Life Standard of Practice section] 2330 under change 
– assumed long-term interest rates are at a five percent level. I point out that since I left for Europe three weeks ago, the interest 
rate curve has decreased by a quarter of a percent in the long end and ten basis points at the short end.

So, what are the core competencies of the actuary? Mortality, interest, and the effective guarantees. The mortality one snuck up 
in the UK and I’ll make the argument that it may be sneaking up on us here in Canada. Chris is very familiar with the cohort 
theory. Let me give my layman’s interpretation. Everybody thinks of Makeham’s force of mortality:
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 µx = A + Bcx. What drives B and c? One explanation is that c, particularly, is a function of the childhood diseases to which you 
are exposed. If that’s the case, then the people who grew up post sulpha-drugs, post-penicillin, should have dramatically dif-
ferent mortality. And this started to show up in the UK government statistics for people who were born after 1935. We haven’t 
done a mortality study in North America or in Canada that focuses in on those people born post 1935. But the UK did, and they 
found out that there had been a significant drop in mortality for people born after 1935, roughly. And this means that we the 
profession lost control of one of our core competencies. The second one, interest, well, I’d argue we’ve lost control of another of 
our core competencies. The embedded options guarantees and derivatives? I’d argue that we’ve lost control of what was one of 
our core competencies. At regarding these interest rates, in Rome, when we had a discussion, I think we identified at least eight 
western countries where settlement options, embedded guarantees, embedded options, and derivatives were in the money, and 
were widespread throughout insurance contracts. So, let me just finish there.

The UK was unlucky. I said it was unlucky because it had a tradition of high returns in equity markets in a volatile market, and 
it worked for them. We didn’t have that tradition in North America. They came from a higher interest rate level historically than 
we did. So when the changes hit following the two Asian crises, they hit there first. The changes are hitting here now. And they 
are not just hitting here. They’re hitting in Germany, they’re hitting in Switzerland, they’re hitting in France, they’re hitting in 
Italy, they’re hitting in Spain, the States. And so what are the core competencies of the actuary? If there are going to be wide-
spread capital problems with insurers, pensions curtailments? I think the confidence of the public in the actuaries is going to 
be shaken. And I think we’re just about at the tilting point in Canada now. So, we can learn from what happened to the Morris 
Commission, and about our ability to survive as a self-governing profession. Thank you. [Applause.]

Panelist Lombardi: That was great, Paul. Anyway, as Charles said in his opening remarks I will discuss the May 2005 CIA Task 
Force on Corporate Governance which had the title, “How Should Standards be Set?” Very pertinent, very linked to the prior 
statements by Paul. It looks like this if you haven’t seen it yet, “How Should Standards be Set?” It’s a quick read. It took quite a 
while to write – right, Charles? And if you haven’t picked my one-page outline at the back, you should because I’m going to be 
following that outline very closely. I’m going to focus mainly on the recommendations, and why they were recommended. The 
task force as was mentioned, was established February 2005, the members were, Jim Christie, myself, Charles McLeod as chair, 
David Short, and Monique Tremblay. And many of us are in the room today. It’s mandate was, very briefly:

To review all elements of the CIA’s corporate governance that are not being studied by other task forces, councils, or committees 
and to recommend to the CIA Board where changes are or may be necessary.

That’s a pretty broad mandate. And we thought, in terms of priorities, we should give priority first of all to the issue of how 
should standards be set. There are other priorities we’d like to look at, but this one seemed to be very pertinent and very high 
priority.

So, what we did was compared the present situation with the desired future. So, our vision of our future was something along the 
following lines. 1) Standards are based on sound and comprehensive basic principles. That would be a desirable. 2) Standards 
are in the public interest. That, too, would be desirable. In particular the knowledgeable public, which in this case would be 
regulators, Canadian Institute of Chartered Accountants (CICA), and other users. They have trust that if an actuary follows the 
standards that the results make sense – because the standards are sensible – modifications of the result to meet the wishes of a 
client is not possible or at least is limited. And if two actuaries do exactly the same work both actuaries have the same objec-
tive, both actuaries will produce “roughly” the same result. Or, if not, at least they can provide good and clear reasons for their 
differences. 3) The standard development process stands up favourably to public scrutiny and is viewed as being objective and 
independent of personal, employer, and client conflict and pressures. 4) Standards are reviewed on a regular basis to incorpo-
rate new developments and are more than just a codification of current practice. 5) Standards are consistent between practice 
areas, unless there is a very good reason why they should not be consistent. We had a sample of that with our commuted value 
standard, very recently. 6) Standards are produced promptly. What does promptly mean? How promptly will depend upon 
such things as the complexity of the issue, and when an issue is determined to be one that needs to be addressed urgently. 7) 
Standards reflect the right thing to do. This goes back to professionalism, especially from a public perspective.
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So, we thought given this background of desirable characteristics on standard setting, what were the recommendations? What 
would help us get from where we are today to there? And there were six areas which the task force made recommendations. 
I’ll give you the headings and then I’ll describe each of them in a little bit more detail: a) we recommended structural changes 
to the Practice Standards Council (PSC); b) more paid help; c) a new Actuarial Standards Oversight Council; d) a change to 
general acceptance; e) new principles for general standards; and f) a new Practice Council. Let me talk about each of these very 
quickly in turn.

Number one, structural changes to the Practice Standards Council. The PSC would be renamed the Actuarial Standards Board 
(ASB) to recognize it’s main purpose in Bylaw 9.24. Between two and four non-members would be added to the ASB. This was 
actually already approved in principle by our board at the February 2005 meeting and the point was to improve transparency 
in the standards setting process. Why do we think that? Because we thought non-members would have both a window on and 
a voice in the process, and this could result in better standards because then we get valuable insights and input based on their 
own knowledge and expertise, or as a conduit to the broader public. And the ASB, – currently the PSC – would be split into two 
bodies. As I mentioned, the Actuarial Standards Board, and a body responsible for all other current functions of the PSC, and 
I’ll get to those later. The ASB would be responsible for issuing new or revised standards of practice. More specifically, they’d be 
responsible for determining where new or revised standards are needed, drafting these standards, reviewing and responding to 
comments, issuing the standards, ensuring the standards are consistent between practice areas, as I said before, unless there is 
a good reason why they should not be consistent. The ASB itself would consist mainly of actuaries due to the technical nature 
of the work, with the exception of the non-members I described earlier. The actuarial members would be volunteers, as is the 
case today. We envisage eight to ten members on the ASB with limited terms of membership. They’d be selected so that all major 
practice areas are represented. They should be knowledgeable and respected members of the CIA. And as today, it’s quite likely 
they would choose to set up sub-committees to work on practice- specific standards. All other functions of the PSC would go 
to the soon to be newly created Practice Council. 

So, in drafting new or revised standards the ASB would be supported by – and this would be new or enhanced – paid help. 
These drafters need not necessarily be actuaries, but, if not, they would take technical direction from actuaries. And their posi-
tions might be full-time or part-time contract. And this, by the way, is likely to be the principal or possibly the only additional 
cost resulting from all of these proposals. Why do we say this? This recommendation should help standards be developed faster. 
With the right people, the quality of standards should also improve. The actuaries would continue to be involved at the technical 
level, but the drafting of the intent could be handled by people hired because of their drafting skills. The extent to which paid 
help is used would depend on budget considerations. Paid help would replace some, but not all, of the volunteer effort we have 
here today. We believe the end result would be more timely and better-drafted standards. 

Let me talk a bit about the Actuarial Standards Oversight Council (ASOC). This would be created but consisting primarily of 
non-actuaries. We envisage there would be eight to ten members of the ASOC, with perhaps no maximum term on membership. 
Most members would not be actuaries and would likely be drawn from groups such as regulators, CICA, labour, Ontario Securities 
Commission, or other users, for example, CFOs of company or plan administrators. It is hoped that most would agree to serve 
on an unpaid basis, as is the case with the Actuarial Standards Oversight Council of the CICA. At a minimum, this oversight 
council would be responsible for overseeing the work and monitoring the performance of the ASB, in particular whether the 
standards issued by the ASB meet the appropriate criteria outlined in our report. I should emphasize that the oversight council 
would have no responsibility for setting the actual standards. They are reviewing. The oversight council would appoint its own 
members and it would not report to the CIA but would be free to submit reports to the CIA on its functions and activities.

In our report, we weren’t quite sure how we would suggest how this oversight council would fit in, so we’ve laid out three op-
tions. Option one, the ASB reports to the CIA board. Option two, as above but the ASB would report to the oversight council 
instead of the CIA board and the oversight council would appoint the members of the ASB. And finally, option three, same as 
option one, but with the oversight board appointing half of the members of the ASB, so in a sense joint appointments, or shared 
appointments to the Actuarial Standards Boards. Option one, as I mentioned before, the ASB reporting to the CIA Board, would 
provide the CIA with more control because then the CIA Board would select the standard setters. Option two would provide a 
standard setting process that is completely independent of the CIA. And option three is an intermediate option.
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So, did we have thoughts? Yes, we, the task force recommended option two, which would be the more independent approach. 
And just to repeat option two: option two was where the ASB, the standards board, the practice setters, would report to the 
oversight council instead of to the board; and the oversight council would appoint the members of the ASB. We think this would 
be most acceptable to our publics since it would provide a more independent standard setting process.

Okay, moving on to other suggested changes. . We suggest that general acceptance be removed and replaced with a requirement 
for the ASB to expose all new standards of practice to members, to the oversight council, to regulators, and other users, and we 
would suggest this to be called a consultation phase. So they have a duty to consult. The ASB would be required to consider any 
comments on the draft if the ASB thought a comment was valid, a change to the draft standards would be made. If the ASB did 
not agree with the comment, no change to the standard would be made, but the minutes of the ASB should clearly document 
the rationale for that decision.

Then we thought, well, how do we make sure the ASB doesn’t run wild? So we thought maybe we should also include the fol-
lowing: if sufficient members, 50 is the suggested number, disagreed with a new standard they could appeal to the CIA board 
or to the Actuarial Standards Oversight Council, depending whether option one, or option two is adopted. And the case of an 
appeal, the appeal body would have the same powers of today’s board which is they could confirm, alter, or annul the standards 
of practice. And I refer you to Bylaw 9.26 where that’s laid out. Next point.

New principles. An early priority of the ASB should be to add some new principles to the existing standards, and that’s mainly 
to the general section. This would reduce the debate when subsequent standards are developed. So if you have a framework 
for which standards are developed, that might cut down the debate. In that case if a new standard followed the principles the 
time for comment should be reduced.

Finally, what about everything else the PSC currently does? As we noted in our report, we suggested that these be transferred 
to new a Practice Council. And what would this council do, this rest of PSC? Well there’s still work to do. There’s educational 
notes, which are not standards of practice but are guidance. Other guidance or interpretation, people call up and say I don’t 
understand what this means, could you give me clarification? And also some kind of representation or input to external bodies, 
such as the CICA, Canadian regulators or IAA when they’re coming up with new standards and are asking for feedback. Okay, 
that’s the Practice Council. We think this would be a simpler structure for the Practice Council. Let me move on to potential 
concerns.

When we went through this, and we ran this by the board and ourselves as well, there were a number of concerns that might 
be potentially raised. And we believe we have addressed them in the report, but let me summarize what they were. Why is this 
necessary? What’s the problem? Well I hope by now, listening to Paul, and also reading the task force report you’ll have the 
answer to that. How will we find non-members to staff the Actuarial Standards Board and the Actuarial Standards Oversight 
Council? That was a question. Why do we need two bodies? It will cost too much. The CIA will lose control of the standard-set-
ting process. No other actuarial body in the world has gone this far. Why does the CIA have to do what the other professional 
bodies are doing? This is in relation to, “Why do we have to follow the accounting profession?” Anyways, all of these were 
addressed more eloquently than I have time to address them today in our report, but we’d be happy to discuss them if there 
are still questions on people’s minds. Finally member reaction: This went out to members on May 15th, or there abouts, and to 
date we’ve received, and they are still trickling in, I think there were five responses …

Moderator McLeod: There were eight.

Panelist Lombardi: Right, up to eight. Okay, most have in fact been largely supportive. There was one member who was very 
negative, and I think that one was with respect to general acceptance. And our hope is that in this session, the session will 
provide a further opportunity for the task force to hear from members and receive appropriate input. Thank you.

Moderator McLeod: Thanks, Mike. I’d like just to mention a bit about, next steps on how the standards should be set. Obviously 
we’d like to hear comments from you this morning. The deadline for comments on the report we published in May is, I think, 
July 15th so we do want to hear from you, not today, later on. The expectation then is the task force will meet, is meeting in the 
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second half of July, and we will take the comments that have been received and we’re probably looking at presenting the report 
with more specific recommendations to the CIA Board in September. So, your comments are welcome.

Just to give a slightly bigger picture of what else is going on in terms of looking at changes to our corporate governance, I’ve got 
five things I just want to mention briefly. 

One is, I think, on standards of practice. I think there are likely to be a number of changes in the next year to two particularly in 
the pension field. Three different committees, task forces, working groups, have said standard of practice and educational notes 
need to be prepared or developed in these areas. Serge Charbonneau is chair of the Pension Plan Financial Reporting Committee 
(PPFRC), and produced a report on funding, but two or three months ago. Jim Patterson is chair of a task force on the pension 
actuary. And then there’s been a review of 100 randomly selected pension plan reports by a group under Shiraz Bharmal. Their 
report is not out yet but the board got a close to final report, and it was discussed at the pension seminar in April, and that also 
recommended changes to standards of practice and educational notes. 

The second thing is the discipline process. We had the bylaw changed yesterday, that I was very pleased was approved, adding 
more transparency to the discipline process, taking account more of the public interest than the member. Another thing that’s 
likely to happen soon is that the Committee on Professional Conduct (CPC) is planning to add some non-members to the dis-
cipline committee. Right now the discipline committee consists entirely of actuaries. If a case goes to a tribunal, the tribunal is 
chaired by a retired judge, but the discipline committee, which basically decides whether charges should be laid or not, currently 
is composed entirely of actuaries and the plan is to add some non-actuaries to the CPC – the discipline committee. 

Continuing professional development is being studied very actively by the Continuing Education Committee. I think you 
can expect to see a report, or if not, recommendations, before the end of this year. I don’t want to steal their thunder, but for 
example, one of the things that they’re almost certain to be recommending is some sort of mandatory or filing of your hours. 
The only time the CIA ever asks to see your continuing professional development (CPD) records is if there’s a discipline case, 
by which time the damage has already been done. So, there’s likely to be some requirement, not just to keep track of you hours 
but to file them with the CIA.

Practice certificates for appointed actuaries. There’s’ a session this afternoon that, if you’re interested I encourage you to go to, 
to learn more about this that the Appointed Actuary Committee under Allen Loney produced a report earlier this year. The 
recommended practice certificates for appointed actuaries, they’ve had a number of comments back from members. Again, it’s 
being discussed this afternoon and I expect they will be making again a formal recommendation to the board shortly that this 
becomes a requirement.

And the finally thing that I think is going on is, is external review for pension actuaries. There was a group, under Shiraz Bhar-
mal that I referred to a moment ago, that has looked at a 100 … [A portion of the session audio recording was unavailable for 
transcription.] … earlier this year to see whether they look at the quality of the reports. Again, the report is not out yet but they 
reported to the pension seminar preliminary basis back in April. The report came to the board earlier this week, and though 
the results of that review were generally very good, the board has decided that there will be further reviews of pension plans in 
2006, with specific details still to be worked out. So these are the things that are going on.

This is the end of the formal presentations. We’ve got 25 minutes left for questions and comments from the floor, which is good 
because we really want to hear from you, both any questions you have for Paul on the Morris Review in the UK, any questions 
for Mike on the task force in corporate governance. It’s over to you.

Mr. Christopher Daykin: Thank you very much for the presentation, particularly Paul. I think in the UK there is a general feeling 
that the actuarial profession got off pretty lightly with the Morris Review, and that was notable by the press reaction that was 
almost zero when the final report came out. When the interim report came out there was a lot of press interest, and everybody 
was jumping up and down saying that the profession was going to be slated, criticized and so on. But the final report didn’t 
create that sort of reaction, because the report seemed to be generally supportive of the actuarial role, and indeed endorsed the 
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continuing reserve roles of actuaries. And the criticisms that are there that Paul mentioned, which are there in the report, are 
sufficiently embedded that perhaps they didn’t come out that clearly.

It seems to be the key intellectual challenge, that the profession has got to face up to, is this question of how to communicate 
uncertainty, and Paul featured that. The profession has been priding itself for many years, as being the profession that deals with 
uncertainty. We even had a motto back for the 150th anniversary of the profession, “Making Financial Sense of the Future”. 
And I think that begged a lot of questions as to how we were doing that, because actually, actuarial practice was still very much 
rooted in making prudent, cautious assumptions, rather than in actually analysing uncertainty. Even in the general insurance 
area where traditionally there have been far more statistical analysis of the distributions carried out, the actual advice to clients 
was usually much smaller ranges, indeed often point estimates given, where clearly there was huge uncertainty in the outcome. 
And Paul mentioned that some of this intellectual capital was developed very early. We had Sydney Benjamin discussing simu-
lations of markets in the late 1960s, at the same sort of time as that paper that Paul referred to in Canada. We had the seminal 
work of the Maturity Guarantees Working Party in 1980, which looked at the tails of the distributions for reserving for maturity 
guarantees on unit linked products, and led to a specific reserving requirement. But other than in that specific area, where the 
regulators enforce that particular approach, we see in general insurance, life insurance, and in pensions, actuaries still tending to 
recommend single sets of results to their clients, usually with prudent assumptions built in – although those were being eroded 
in some areas. And the argument has always been that the client didn’t want anymore of this – that the accountants only wanted 
one number, that the directors only wanted one number, the regulars only wanted one number – so actuaries were wasting 
their time if they spend a lot of time producing lots of distributions and probabilities, and so on, and they would be difficult to 
communicate. Generally speaking, most actuarial valuations you see now, even though the standard of practice requires you to 
look at sensitivity, actuaries don’t do that automatically as part of their basic valuation contract. They put in their contractual 
terms, “if the client would like us to do some sensitivity analysis we’re happy to do that for some further fees”. So, I think it is 
a key question, it’s not just the actuarial profession that’s gone along with this, it’s also accountants and regulators and directors 
and pension plan trustees. And everybody has to agree that people want to have uncertainty really brought out into the open. 
And actuaries need to get on with doing that.

Just a couple of other points on the professional side. I think the conflict of interest issue is an interesting one because the actuarial 
profession prided itself, again for many years, as being the profession that could resolve the conflicts of interest. It was entirely 
implicit in the appointed actuary system that the appointed actuary’s role was to resolve the conflict between the policyholder 
and the shareholders within a corporate proprietary entity, or between different generations of policyholders in a mutual. And 
similarly, in the pension fund area the actuary advises the pension plan trustees, and the trustees are responsible to all stake-
holders, and to members, and to sponsors. So, the actuary is implicitly advising the body that has the conflicted management 
process. Where problems may have arisen is that actuaries also in some cases advise the employer on the side, and that, to my 
mind is sometimes undesirable. But surprisingly Morris didn’t come down on that as strongly as we might have expected, and 
simply suggested that they – the trustees and the employer – should agree beforehand that they’re happy with that.

I think that we were surprised that Morris recommended the abolition of the professional examination system up to associate-
ship level. That’s probably one of the biggest changes that will hit the profession. Actually, the profession is already moving that 
way, but I think Morris was totally convinced that only the universities could really offer the development of intellectual capital, 
and the education required to develop actuaries. That the profession should concentrate on the business applications part of 
the education, rather than on the early stages.

The disciplinary scheme that we’d already implemented was fully supported, so there was no recommendation there. Similarly, 
the recommendation for continuing professional development and practicing certificates for everybody, which was already be-
ing implemented, was endorsed.

So, the big issue then is what will the impact of the Board of Actuarial Standards be? It has to be called BAS because there’s 
already an ASB under the same body – the Accounting Standards Board. And it remains to be seen just how that will work out. 
I think the profession already wanted an independent Board of Actuarial Standards. The problem was how to implement it, if 
it was our own creation. Putting it under the Financial Reporting Council gives it additional outside strength. Some people say 
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that would be great. It means we are more integrated with the accountants, who are much more powerful that us. Others say, 
“well it could eventually lead us to being absorbed into the accountants”. So, that’s a potential threat; I suppose, that we might 
find ourselves a very small fish in a very big pond. But I think the way in which the Financial Reporting Council has worked 
so far with the accountants has been quite encouraging, and generally the profession seems to be quite willing to give that a try 
and it’s not too despondent about that particular aspect.

In terms of for actual practice of actuaries, I think the biggest thing that will hit us is the recommendation on the independent 
peer review for pension actuaries. Both the recommendation that there should be independent peer review and a recommenda-
tion that the actuary job should be re-tendered at least every six years. That’s going to be a huge turmoil in the pensions market 
combined with this sign-off by the trustees and the employers of the conflict of interest point, which all taken together, could 
be a big expansion in the number of roles actuaries have to play in pensions. It will at least counteract the general decline in 
actuarial roles because of the death of the defined benefits scheme. And I suppose all of this may be very short-lived if defined 
benefit schemes disappear, because most of those recommendations relate to defined benefit (DB) plans rather than to the defined 
contribution (DC) plans that are replacing them.

Moderator McLeod: Thank you.

Unidentified Speaker: First, I guess I’d like to thank Paul, on his presentation, for very quickly summarizing a very complex 
area. Paul, I think I might take exception to some of your detailed conclusions to the extent to which the Morris Report is ap-
plicable here in Canada. But what I certainly wouldn’t disagree with is that there are implications, and that we must be proactive 
in meeting the challenges that you’ve outlined. And in that regard I’d have to congratulate the CIA for being proactive and get-
ting us started down this road. As a chief executive officer, not an actuary – although as an actuary I’d say the same thing – we 
have a very good system here in Canada. I think we’re better served by having an appointed actuary system, a principle-based 
system, where professional standards are set by the profession, by and large, drive our financial reporting. That doesn’t mean 
it’s perfect. It doesn’t mean we don’t have to make adjustments to it. But I think it’s vital that we protect the system we have. 
And as Paul rightfully points out, the system we have here is being threatened – and or could be threatened – if we don’t take 
action quickly. So, I support many of the recommendations. I certainly support the purpose behind the report that we have in 
front of us now.

I’ve just a few concerns: One is the requirement, or principle, that all practice areas be consistent. Certainly that’s a noble goal, 
and something that we would intellectually certainly like to have, but that has caused us serious problems in the past. And if 
we do have a problem – I’m only talking about the life insurance side right now – I believe there’s been a deterioration in the 
relationship between the Office of the Superintendent of Financial Institutions (OSFI) and the profession. And I think it used to 
be an excellent relationship. And I believe it started to go downhill when the CIA basically reneged on their promise to implement 
peer review for the appointed actuary. And that wasn’t because the life insurance industry was against it. It wasn’t because the 
appointed actuaries were against it – in fact, they were basically for it. It was the profession’s insistence on if we’re going to do 
it on the life insurance side, then we have to do it on the pension side first. And there was serious opposition from the pension 
side. I don’t want to comment on whether it was valid opposition or not. I’m not qualified to do so. But it was our insistence on 
that principle that kept us from acting, and it was perceived as reneging on our original promise – which was part of bringing 
Canadian GAAP to police our appointed actuaries on the standards of practice – and we didn’t do it. And I think we have to be 
very careful. If we do have challenges facing us, we have to be able to quickly address those challenges. Paul raised the point that 
there can’t be any self-interest or perceived self-interest. We can’t have the business needs of one part of our profession slowing 
down developments in another part where it is critical to protect our independence and our professionalism.

My other concern is adding outside people to the Actuarial Standards Board. In general, I think it’s an excellent idea. I’m not 
opposed to adding people, but what I would caution against is going so far that we end up in a FASB kind of situation, where 
the profession loses control of the standards. Where the standards setting process becomes very political, there’s just as much 
opportunity for either political interest or industry self-interest to take over the process. So, I think we have to be very careful 
about who we select and make sure that that selection is in the public interest and that ultimately, actuaries still control their 
own standards setting process.
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And finally, if you go to option two where the Oversight Board is involved – I’m very concerned about that. I like the idea of 
having the 50 members – or whatever the right number is – being able to appeal a standard being set, but I think ultimately the 
board has to take responsibility. The Oversight Board may not be aware of all the issues. If there are agreements between the 
regulator and the leadership of the profession that have to be met, the oversight board may or may not be aware of that. If there 
are discipline issues that aren’t generally known, but are known to the leadership, the leadership has to be able to somehow 
make sure that our process works. If there’s a standard of practice that’s absolutely necessary, but it’s just not clear why, and there 
are confidential reasons, then I really think the Board has to have the final say and be the final arbiter. Thank you.

Panelist Lombardi: Jim, you raised a variety of questions. I’ll try to address some of them, and perhaps Charles or Paul can 
address the others or fill in. Let me take them each in turn.

All practice areas to be consistent – actually what the recommendation is that they ought to be consistent. If they are not, then 
we should have a good reason for them to be different. And frankly, when you moved into peer review as an example of a dif-
ficulty with that ideal, we were actually thinking – correct me if I am wrong – of the work of the PSC. The “how to do” work, 
the standards, rather than the behavioural. If you think back on peer review, peer review was not a responsibility of PSC. I know, 
it’s a broader principle, right. We can address that one a little later, but I personally don’t have any objection to treating pension 
actuaries differently, with respect to peer review or practice certificates or what have you, because of the different nature of 
their work. As long as there’s a good reason for a difference, that’s fine. But we were talking about basic fundamental principles, 
like you should discount liabilities. You know, we shouldn’t be different. If you’re going to use a market view of present values, 
then that should be the approach in various areas. We don’t want to have the same liability valued differently whether it sits in 
a pension plan versus a life insurance company or P&C company. Anyways, that’s that point. Charles perhaps can address the 
OSFI relationship thing.

Regarding the outside people, I agree with you. It’s very key who gets elected. What we are saying is, we need to have good people 
on any board, or any council, or any committee. On any selection, the people make the difference. So, I agree with you there.

You had some concerns that you weren’t sure if the oversight board could actually do a proper appeal because they might not 
be aware of discipline issues, et cetera. I’m not sure that the last appeal that we had was any different. If you recall, there was 
an appeal to the commuted values standard and the board itself isn’t privy to – and maybe this is our own self-limitation – any 
discipline issues. It’s our discipline process that’s completely different and divorced from the regular running of the CIA. And 
recall the role of the Oversight Board. They’re not technicians. They’re not there to really debate the standards. They’re role 
is to consider the broader principles. Is this in the public interest? Is this for the common good? Does this make sense? The 
Oversight Board is not there to comment on the technical aspects, because in theory those technical aspects would have been 
debated out based on whether they are consistent with the fundamental framework that would form the basis of new standards. 
I know this sounds very fluffy and general, but that’s about as far as we’ve got so far. Charles, if you want to add additional 
comments … or Paul?

Moderator McLeod: Just a couple of comments. One is as you read the report it’s natural that you will say, “How does this affect 
my work?” – as someone doing pension plan reports, or the appointed actuary (AA) for an insurance company. I also ask you 
to say, “Suppose I was an informed member of the public who was not an actuary – suppose I was a member of a pension plan, 
suppose I was a policyholder of an insurance company, suppose I was a shareholder, suppose I was an analyst – how would I 
like to see the standards being set?” What’s in the public interest? You know, it was interesting the two outside speakers yesterday, 
both referred to Guiding Principle 1 of the CIA, that we put the public interest ahead of everything else. So, think of yourself 
as a member of the public, as well as your normal job, when you review this report.

Just on the relationship with OSFI, I’ve only had, I’ll say, close relationships with OSFI really in the last year. So I can’t comment 
on what it was like a few years ago. I don’t see anyone from OFSI in the room but I think the relationships are at least not bad 
right now. Pardon? [Inaudible comment from a member of the audience.] Well, I say they’re at least not bad, if not very good. 
I say this, and this is why I say it: In the last year there have been two meetings between CIA President, Past-President, and so 
on, with OSFI – that’s, in particular, Allan Brender and Nick Le Pan – and they’ve been amicable meetings. In particular, we had 
a meeting with OSFI in Ottawa about the middle of May, and we talked about the corporate governance issues and the Morris 
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Report. They really said there were only two things they wanted us to do. One is they liked the idea of the more independent 
standards board, and an oversight council. They thought that was a main recommendation, so they encouraged us to keep going 
with this report. And the second was , whether the insurance AAs are doing a good enough job in terms of communication their 
boards of directors. But I think as long as we do what we say we are going to do, I think our relationships will be good.

Serge Charbonneau: I’d like, first of all, to ask for clarification from Paul. In your presentation when you said there was criticism 
in the UK that the actuarial standards did not meet the public interest. Does that mean that there they don’t have the require-
ment we have here to follow public interest in developing new standards? Did I understand that correctly? Or were they saying 
even though they have that same principle, they don’t act on it in practice?

Panelist McCrossan: Chris can correct me, but I believe there is something in the Institute and Faculty Rules of Professional 
Conduct that does refer to the public interest.

Mr. Charbonneau: In setting standards, or in applying standards?

Panelist McCrossan: In actuarial practice, generally. So, the External Advisory Panel was very strong on the fact that the stand-
ards that were produced did not serve the public interest, and indeed were vague. And I considered it a devastating quote from 
Lord Penrose about standards being incapable of interpretation rigorously, and being so widely set as to catch idiosyncratic 
practices. The other comment I would make is that Chris said, “There wasn’t too much upset in the UK following the report.” 
And I’ve heard many UK actuaries say, “Well, Morris had his agenda when he started, and he had his preconceived ideas, and 
he pursued them.” And my experience is exactly the opposite.

Morris was very favourably disposed to the profession, and recommended things that were very positive to the profession – or 
made proposals or approaches that were very positive to the profession – that would have led to an expansion of the profes-
sion’s roles. And it was members of the profession itself that rebuffed his approaches to expand, for example, financial condition 
analysis which was felt by some members of the profession just to be an expensive “tick the box” exercise. Independent peer 
review was very strongly recommended, with the support of the UK Accounting Standards Board. And in the end, in the last 
week, that recommendation was pulled. And it became, in the meantime, the profession supports peer review, but they don’t 
support the independent peer review. Now, the question is who are the profession? There was feedback from actuaries that they 
were opposed to independent peer review in the pension area, and so even though the profession was supportive of peer review, 
even though the accountants were supportive, even though the regulators were supportive, in the end the recommendation 
didn’t make it through the last week of the process.

So this, to my mind, Morris Review was an opportunity for the profession to come out as a winner, and they didn’t. Now, Chris 
says, “Well, they don’t perceive that they were big losers.” I perceive that their profession were big losers relative to what they 
could have come out with. And the question is, “What is the measuring bar? Is the measuring bar, did you win or lose relative 
to where you were, or did you win or lose relative to what could have happened?” And seeing it from the inside, I think the 
profession lost.

And I think that what Charles is trying to do in terms of our own standard setting process – to bring in outsiders but to keep 
control – is something that I find very attractive. But that’s not what happened in the UK. What happened in the UK was because 
of the history, because of their reaction to the profession by professionals, so to say, they didn’t get to keep the self-governance. 
I think that’s a tremendous loss. That’s just my view from the inside. It was possible to avoid that. And it wasn’t avoided.

Mr. Charbonneau: Another clarification I would like from you is when you talk about the loss of confidence in actuaries by the 
key constituencies, regulators, consumers, et cetera, was that based on the UK experience? You said there were interviews with 
people, or did you do that here in Canada before going?

Panelist McCrossan: No, no, no. Professor Morris sent out surveys to pension plan trustees, to chief financial officers, to inde-
pendent non-executive directors of insurance companies. And those responses came back somewhat negative.

Mr Charbonneau: That was in the UK side.
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Panelist McCrossan: Sure, the mandate was to look at the profession in the UK. He then decided rather that rely on these 
responses,” I’d better get out and meet these people and find out what they actually think.” And so he asked for lists of key 
pension plan trustees that he could contact and interview, lists of chief financial officers of insurance companies, independent 
non-executive directors of insurance companies.

And the face-to-face interviews were much more negative than the written comments. They basically said the actuaries told us 
this was the answer, they didn’t tell us the risks – they didn’t. And so that’s what led to this recommendation about the com-
munication of actuaries, and the key recommendation in my view was the “disclose the volatility … the probabilistic analysis 
… your ability to cover the threats for the risks that you undertake”, because the reaction he got from the personal interviews 
was much stronger that what he got from the written responses in terms of the failure of the profession. And I think that that 
lack of confidence… well, even OPRA – is it OPRA? was! – the old pension regulator was very negative.

The other thing that the profession misjudged seriously, and what set up the review, was the problems of The Equitable. The 
profession thought they were addressing the problems of insurance actuaries. I would say less that 20 percent of the time of the 
review was spent on life insurance actuaries, and more than half was spent on pension actuaries. And the profession didn’t see 
that coming in its response, I think that’s fair to say. They thought that they were dealing with an inquiry into the conduct of 
actuaries in the field of insurance as referred to by Lord Penrose, and what very quickly happened was, the focus turned onto 
pension actuaries. And that led to the strength of the criticisms. 

Mr. Charbonneau: I think we’re short on time, so I’ll go very quickly. I have comments. It seems to me you’ve assumed that 
every conclusion or every situation in the UK was the same here and I think …

Panelist McCrossan: Not at all. I tried to differentiate that they were quite different. What I’ve said is that the economic condi-
tions are changing in North America. Basically, the problems started in the UK in 1997-98, we rode through those problems 
reasonably well here. It’s the current economic condition in Canada that’s bringing the same problems forward.

Mr. Charbonneau: But I’m talking about the lack of confidence from our external constituency. It seems you’re looking at 
what happened there, and you’re assuming the same remedies need to be applied here, without even double-checking what 
the problem really is here. And that reminds me of the situation with the pension review thing where OSFI came out and said 
there’s big problems, the actuaries aren’t doing their jobs, and we want things to be changed. And the CIA said, “Well hold on a 
minute. Let us double check how bad things really are.” And by checking a hundred reports, it turned out that the situation is 
not as bad as they were portraying it. So, my personal impression is that this is going too far for Canada – it’s premature – that 
more work should be done. You should go out and talk to our external constituency before putting on the table conclusions 
saying we’ve got to implement these ASAP. I think you’re rushing in too fast.

Panelist McCrossan: I’ve had three half-day interviews with OSFI as a result of the work of the Morris Commission. And I can 
tell you that they perceive that there are similar but less serious problems.

Mr. Charbonneau: Last year, Nick Le Pan was saying the pension practitioners deserved strong blame, and that drastic actions 
were necessary. He’s not singing the same tune this year. I had more comments, but I think the time’s up.

Moderator McLeod: Pity we’ve run out of time. Paul, at least, has to be delivering another session in ten minutes, so I think we’d 
better stop and let him get out. Thank you for you time. There wasn’t time enough. I’d liked to have heard from more people. 
If you’ve got comments, especially on the task force report, please let me know at least … during the next two or three weeks, 
preferably. Thank you, very much. [Applause.] 


