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Moderator John F. Brierley: Welcome to Open Forum-10, Update on Peer Review. I am John Brierley and I will be the Moderator 
for the session. It is an open forum so we will have three short presentations and then we will have plenty of time for discussion. 
First of all, I am going to give an introduction and the objectives of the review program and some of the history of how we got 
to where we are, and deal with the educational note on review, and what our next steps are.

Following me will be Ken Clark and actually Allan Brender as well. If you do not know these people, welcome to the CIA. Ken 
is a member of SPEC, which is the Standards of Practice Editing Committee. He has extensive experience. I do not know how 
many years and I do not have that many fingers for how long he has worked on the consolidated standards of practice.

Speaker Kenneth T. Clark: Thirty-five. 

...(applause)... 

Moderator Brierley: I have run out of toes then as well.

Allan Brender is the Senior Director of the Actuarial Division of OSFI and Allan will be giving us an update on guideline E-15. 
Then we will have questions and discussions following that. 

I will first go over what the objectives of the review process are. The first one is to improve the quality of the work. That is really 
the bottom line. We are not trying to find errors and punish people for them. We are trying to find ways of not having those 
errors in the first place or correcting them before they become a problem. This will then lead to strengthening the position of 
the profession and of the individual actuaries. The idea there is that we can build upon the procedures currently in place and 
the good practices already in place and just make things better. 

Another objective is to maintain and strengthen the confidence in actuaries. I think that that is something that is one of the 
strengths of the profession, which is the confidence that the public has in us. 

There is also a significant educational component as a reason for doing this, not only for the actuary who is doing the primary 
work, but also for the reviewer. There will be a lot of discussion that goes on between the two and the dispute resolution process 
will also provide a lot of education into what the right and the wrong areas are.

We would like to reduce the risk of dealing with errors. Now, that is better served by having the review done prior to the release 
of the work, which is also one of the things that is promoted in the review process. It is less effective in dealing with work that 
is being reviewed after it has been released. The process also is collegial. This is not trying to be police looking at work. This 
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is supposed to be a cooperative process to develop better reporting overall. So there is a requirement to cooperate between the 
actuary and the reviewer, and for both parties to take an active interest in the process.

Just going over some of the history, compliance really started with annual questionnaires in the early 1990s. That was for the 
CIA to ensure – that was not quite the word that I wanted to use – but to try to get the actuaries to make sure that they are 
completing all of the requirements of the work. 

Then there is a Task Force on Compliance Review that was established in 1996, and that report encouraged peer review. A year 
later, a working group that was chaired by Geoff Guy looked at life insurance appointed actuary work and made some recom-
mendations.

Following that, the task force recommended practice review. Now, practice review did not go very far because the pension actuar-
ies basically revolted and so we went back to square one and started over again. A new task force was established and that task 
force recommended peer review. Practice review was really looking at the practice; peer review was looking at the work. That 
was the distinction. Part of that task force’s recommendation was to establish CARS, which is the Committee on Application of 
Rules and Standards, to implement the peer review process. That is when I joined CARS as the Chair of that committee.

We put together a discussion draft and, at that time, it was mandatory peer review. Not too many people liked mandatory 
peer review and we put in a number of different exceptions and it started to become a rather unwieldy document. We then, a 
year later, tried another approach, of voluntary peer review. That one had a statement that, instead of saying that the work was 
within accepted actuarial practice, it was a double negative kind of opinion and, at that point, I thought that we had done the 
impossible - we had everybody upset with what we were doing. Those who were even in favour of peer review did not like 
what we were doing. 

So we threw that out and started over again. The Practice Standards Council issued a letter that we were going to go in a new 
direction, which was the direction that we are now in, which has led to CSOP Section 1640 revision and an educational note on 
review. The concept there is that a review is only done if a user or a client asks for it. In the case of insurance, that is something 
that is likely to happen because the regulators – “likely” is not quite a strong enough word – it will happen. OSFI has Guideline 
E-15 that they put out in draft last year, on what the review requirements would be that they would be satisfied with. 

The other thing that has happened is Rule 13, and you heard about that this morning. That actually did not even need a recount 
so that was very gratifying to see. So we now have the Rule 13 change, which allows the reviewers to report any material in non-
compliance to CARS instead of to the Committee on Professional Conduct. That will assist us in being able to gather information 
instead of through the annual questionnaire process, through asking reviewers or actuaries for that information directly. I will 
say a little bit more about that in a minute.

The note on review is really a supplement to the standards of practice Section 1640 that Ken will be talking about shortly. We 
have tried to make it consistent with the OSFI requirement, and Allan will be talking about that shortly as well. It contains 
most of what we had in the draft paper, if you saw that on the CIA website. That has been there for a year and a bit, and that 
was what the voluntary standard had called for. It applies specifically to appointed actuary work and generally to other work. 
What we mean by “generally to other work” is that there may be some useful guidance in the paper so that, if you are doing a 
review on some other work, other than what the paper is directed at, it may give you some help. Remember that educational 
notes are not standards. An educational note is useful guidance.

There is a requirement that the reviewer be competent, and seen to be competent, and what that means is that, if an FCIA is 
required to do the work, then an FCIA should be reviewing the work and should also have sufficient experience in order to be 
able to do that type of work. The reviewer should be objective and seen to be objective. When we say “seen to be competent” 
or “seen to be objective”, that is by the user of the work or the person who is making the request for the review. What that 
“objective” means is that there is no undue influence that will be imposed by the first actuary on the reviewer and it is really 
something that you should consult on with the person who has asked for the review, to make sure that the reviewer is appropri-
ate. We have not said the word “independent”; “independent” is a little bit stronger than “objective”. The word “independent” 
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has other difficulties and OSFI has a definition of what “independent” means, and we tried very hard to avoid using the word 
“independent”. 

We would also like the process to avoid duplication of effort, as much as possible, with any internal review mechanisms that 
are present. Now, the ability to do that is highly dependent on the request or the view of the person making the request for the 
review. For example, in some cases, it may be a very short review if there is a strong internal process available, but the depth 
of the review should be discussed with the person or the party that is making the request for the review. The paper includes a 
sample engagement letter and I will be talking about that in a minute.

One of the important features of the review is to be able to provide information and to cooperate with the reviewer. If that does 
not happen, then the purpose of the review is just not going to be worthwhile. The CIA is going to ask for feedback. We have 
not actually designed what that means yet so this is the thing that is really going to replace the compliance process. One of the 
things that we have done is that we are saying that we are going to encourage people to participate in this feedback process. It 
is not going to be a requirement. 

It is important that confidentiality be maintained so that, if the reviewer believes that by providing this type of information their 
client would be identified somehow, then that is where we would draw the line and say that the reviewer should not provide 
that information. It is also incumbent on the CIA to maintain confidentiality of all information received.

One of the challenges is to identify how deep the review should be. On the one hand, you could say that a review would be 
simply reading the work and asking questions about the work. We feel that that is not sufficient depth. On the other extreme, 
you would be repeating the work and a review should not be that onerous. Somewhere in between is the right answer and it is 
up to the reviewer to determine the depth of the review and consultation with the party who is asking for the review is a good 
idea. We feel that, if the documentation is well organized and the conclusions in the report are well reasoned, this will certainly 
mean a lower depth or less requirement for the review, which should shorten and simplify it.

Here are the things that the paper is looking for to be reviewed. What you will notice is that it is looking at things like procedures. 
It is not looking to duplicate work or duplicate the mathematics, but to make sure that there are procedures for supervising 
the work in place that are adequate. Appropriateness of assumptions and methods is pretty standard, but, really, when you get 
down to verifying data, we are not trying to duplicate that work. It is looking at the procedures in place that would be verifying 
the data, not actually doing the verification itself. So this is not an actuarial audit; this is a review.

The engagement letter: Initially, we thought that we would have a standard engagement letter that could be used and then that 
would help to simplify the process. We gave up on that idea. There are just too many circumstances. So an engagement letter 
should specify the scope of the review and have a pretty good idea of what would be acceptable to the party that is making the 
request. If that is the regulator, it is a good idea to talk to the regulator and make sure that the review is going to be acceptable. 
The worst thing that could happen is that you spend a lot of money on a review and then find that the regulator thinks that it 
should have been something different.

There is a requirement that the reviewer present a draft report to the appointed actuary, and that is part of it being a collegial 
process. We are trying to improve the work, not trying to find errors and make somebody the bad guy. The opinion that the 
reviewer should make is that the work is in accordance with accepted actuarial practice. This does not mean that the reviewer 
says that the liability is at least as high as the first actuary has said it to be. It says that the work is in accordance with accepted 
actuarial practice and within a reasonable range.

We have put in a warning about the fact that perhaps it would be a good idea for the reviewer to have a “hold harmless” provi-
sion in their contract, and that is because the appointed actuary has some protection in law; the reviewer does not. So it would 
be a good idea for the reviewer to at least get a “hold harmless” from the company, in order to protect themselves.

We put out the draft paper in March or April. We have had a number of comments. Most of the comments have been editing, 
which was actually quite a change for us. Other papers have been mostly commenting on why it should not happen in the 
first place. So it was actually quite gratifying to see that most of the comments were quite positive and helpful. There was one 
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concern over actuarial evidence, that some of the actuarial evidence people felt that an actuary on the other side of a legal mat-
ter is not actually providing a review; they are doing initial work. So we may have to make some changes to Section 1640 to 
clarify that.

There was a request to clarify who is the client for a reviewer. There are a number of parties involved. There is the actuary, there 
is the actuary’s company and there is the regulator. The question is: Who is the client? It would be the company, typically, that 
would be paying the reviewer, but the reviewer is really working for the actuary and for the regulator and for the company. So 
it really needs a bit of clarification as to what that means. 

There was a request to remove references to OSFI from the educational note, and we will do that, but, overall, there were no 
showstoppers. So it looks like we may actually have something that people can live with.

Next steps: We are going to standardize Section 1640, the educational note on reviews, and OSFI will finalize Guideline E-15. 
In terms of the timing of that, we want to complete our final documentation by the end of July. We are going to be running the 
documents past the Practice Committees. It is not a requirement for them to approve this; however, we felt that it would be a 
good idea if the Practice Committees did get their buy-in on this whole process. Then we have Council approvals. We will be 
getting approval from both the Practice Standards Council and the E&E Council. If everything goes well, we should be able to 
publish by the end of September. I think that we may be able to, as a best case, get that by the end of August.

Next, I will have Ken talk about Section 1640.

Speaker Kenneth T. Clark: As John said, my role today is to talk about the revision to Section 1640, which is before you in an 
exposure draft. Now, the main purpose pf the revision is to cater to the growing frequency of external peer review of an actuary’s 
work. We have taken advantage of the revision to piggyback improvements in the wording of Section 1640, without, however, 
making any substantive change. 

The scope of Section 1640 is all reviews of an actuary’s work, except those for quality control in the actuary’s firm, sometimes 
called internal peer review or internal audit. The reviews within the scope consist of what are sometimes called friendly reviews 
– and that was the thrust of what John was talking about – and unfriendly reviews. Now, “friendly” and “unfriendly” is bad 
terminology, in my view, but it is not easy to find good terminology. Cooperative review and adversarial review might be better, 
cooperative at arm’s length. Section 1640 just dodges the question of terminology by dividing reviews into two classes: Those 
which permit and those which preclude timely, open discussion between the two actuaries. The review of the work of an insurer’s 
appointed actuary is evidently the first kind. It permits it, whereas the review of the work of an actuary for the other side in tort 
litigation will almost always preclude it. 

This is the terminology in Section 1640 and I will use it. We have changed the title of the section to: Review or Repeat of another 
Actuary’s Work. We avoid the expression “peer review” and use just plain “review”. “Peer review” has an entrenched application 
in consulting actuarial firms and public accounting firms to quality control, and such reviews are outside the scope of Section 
1640. The actuary who did the work being reviewed is the first actuary. It is perhaps unfortunate that “reviewee” is not in the 
dictionary and, finally, reviewer is obvious.

The rationale for the revision is set forth in this slide and I will deal with each of the four points in turn. We have to do reviews 
anyway. Professionals are not trusted as much as they used to be. The public wants assurance, preferably independent assur-
ance, that a professional is doing the right thing. We actuaries – at least, we Canadian actuaries – have a reputation as good as 
– or better than – that of our fellow professionals, but we are not exempt from the temper of the times, nor is that surprising. 
Our work is mysterious and its consequences are important. A particular element of our public – and, for many of us, a very 
important one – OSFI, is calling for regular reviews of the work of each insurer’s appointed actuary, so the conclusion is ines-
capable. We have to do it.

There will be standards for reviews. The only question is: Who writes them? It makes clear sense for us to seize the initiative 
and make the standards for reviews part of accepted actuarial practice. We can write actuarial standards better than anybody 
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else and that benefits the public as long as we stick to our guiding principle number one by putting the public interest ahead 
of the profession’s interest. Accepted actuarial practice is already a good brand; let us keep it that way.

I said that Section 1640 has to cater to two kinds of review. Those were the terms of the engagement to permit, and those were 
the terms to preclude, “timely, open discussion between the two actuaries”. Let us consider the latter, and the leading example 
is tort litigation. The first actuary reports on the quantum of damages to the lawyer for one side in the litigation. The lawyer for 
the other side engages the reviewer, hoping that the reviewer can help to discredit the first actuary’s report. 

The system is adversarial. That is the way that our justice system works and the actuaries for the two sides have to live within 
the system. One can deplore the system, but I make two points about it: First, I observe that my colleagues in actuarial evidence 
practice, living in that system, relish their work as much as I do mine; second, the adversarial system has its rules and the play-
ers must play by them, and they are not inconsistent with professionalism on the part of the two actuaries. The CIA also has its 
rules, notably Rule 9, on courtesy towards other actuaries, which are also binding on the two actuaries. 

Let us shift now to the other kind of review, where the terms of the engagement do permit timely, open discussion between 
the two actuaries. I shall, as John did, concentrate on these reviews because the main revisions to Section 1640 relate to them. 
Revised Section 1640 attempts to put the first actuary in charge of the review. That may sound anomalous, even presumptuous, 
but it is not. 

The first actuary is expected to consult with the others involved, notably those who will use the review and those who will pay 
for it. The first actuary is in the best position to select a competent reviewer who can respond to the user’s needs, and coopera-
tion with the reviewer is more likely if the first actuary makes the selection. Similarly, the first actuary is in the best position to 
negotiate the terms of the engagement with the reviewer so that they take account of the circumstances of the case, do not create 
unwarranted expectations and avoid unnecessary duplication by the reviewer of work in the first actuary’s company. 

The crux of the matter here is that an effective review serves not only its users, but also contributes to the professional develop-
ment of both the first actuary and the reviewer. Do not let the brevity of that slide detract from its importance.

This slide summarizes the key provisions of Section 1640. The two actuaries should cooperate as much as the terms of the 
engagement permit; sometimes they do not permit. The two actuaries should resolve their differences if they can. AP ([Gener-
ally Accepted] Actuarial Practice) defines a range, not a point. Insufficiency or unreliability in the data broadens the range. A 
difference in opinion between the two actuaries does not necessarily mean that one is inside AP and the other is outside AP. 
The reviewer may have the benefit of hindsight, more time, more information, better data, more resources. He or she should 
acknowledge that in reporting a difference with the first actuary. 

The reviewer should report improvements to the first actuary’s work which result from the review. The first actuary should feel 
no shame from those improvements. Anybody’s work can be improved, and it is to be expected that discussion with another 
actuary with a different background will reveal improvement. If, at the end, the reviewer believes that the first actuary’s work is 
outside of AP, then the reviewer, however reluctantly, has to consider Rule 13. 

Section 1640 makes two points about the reviewer and the timing of the review. An independent reviewer is desirable if his or 
her perceived objectivity could be in question, and pre-release is better than post-release.

I was involved in the drafting of the revised Section 1640 and, with the passage of time, it is natural to ask what ought to have 
been done differently. On re-reading, I identified one. In Section 1640, paragraph 16, the words “it is desirable” imply that there 
may be something wrong about an engagement which precludes timely, open discussion between the two actuaries, and that 
is unfair to our actuarial evidence colleagues. There is no doubt that timely, open discussion between the two actuaries confers 
the advantages listed in the slide, but an engagement which foregoes them is not necessarily inappropriate.

So here is what I would have written today. The list is the same, but the lead-in words are neutral: “If the engagement permits 
timely, open discussion between the two actuaries, then such discussion confers those advantages.” I would be interested in any 
view that you may have on that implied revision. Thank you.
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Speaker Allan Brender: Good afternoon. I think that I would like to begin by going back to John’s history, talking about, first 
of all, OSFI’s interest in peer review, as a regulator. But, basically and philosophically, I think that, at OSFI we see ourselves as 
very much taking a reliance-based approach. Our documentation and our literature all say that we rely on the company and it 
makes particular mention of relying on the external auditor and on the actuary. Of course, that means that, if we rely on them, 
we need comfort that everything that these people do is according to standards and correct, and that that reliance should be 
well founded. 

John, I think, began his history by talking about the beginnings of committees and work around 1995. 1995 happened to coincide 
or happened to be the year of the initial appointment of our previous Superintendent of Financial Institutions, John Palmer. I 
think that I remember sitting in the audience here at the CIA when John gave his first talk as an invited luncheon speaker, and 
there was a certain kind of criticism and I think that the notion of peer review was something that had to be introduced. It really 
originated from that talk. There had been talk for years about the idea that, under the regime of the appointed actuary, there 
was too wide a range in the results. John, I think, was a bit well primed on that stuff and that began. I think that that really was 
the cause for the Institute getting into all of this stuff. 

Now, to jump to the end of John’s story, last year we had arrived at a situation where the CIA basically had produced a really 
good document that said: Here is how to do peer review if somebody makes you do it. Having gone through all of these years 
with John Palmer, of waiting and talking to the CIA, the answer finally became: “If somebody makes you do it…” Well, we will. 
Then there will be a process and the CIA had pretty much come up with that. 

So, at that point, basically, I drafted what is now here Guideline E-15. We took the opportunity to put into it some stuff which 
describes the role of the appointed actuary, a lot of material which previously used to be in the memorandum to the appointed 
actuary, that was taken out a number of years earlier. We sort of decided, instead of publishing it every year, to put it in one time 
so that everyone knows exactly what the duties are. We also added a section, which I kind of lifted from the Institute of Actuaries 
handbook, describing their requirements for getting a practice certificate. CIA may not want to do the practice certificate, but at 
least people should know the requirements, that they are not anything special, other than that you were, in fact, a well-qualified 
professional who knows how to do the job that you are doing. So we put them in and we have heard no comment about that. 

So, here we are and we put this out as a draft guideline. There was a comment period and we received lots and lots of com-
ments so I guess that what I wanted to do today is to tell you what some of those comments were, what we are doing about it 
and what you can expect in the future.

The guideline, which I expect to appear – I will say that later – by the end of the summer, will be called: Appointed Actuary 
Legal Requirements, Qualifications and External Review. For those of you who might have followed and seen the original draft, 
you will know that Ken has already got one point on his side because “peer” has been changed to “external”. We have been told 
that we should not have “peer review”; we should just say “review”. “Review”, by itself, would seem too naked in that statement 
so we really mean external review anyhow so put it in. 

We did have the comments and we expect to have a final version available and officially put out and declared to be an official 
OSFI document, published on our website, sometime this summer. But, following sage advice of some people to my far right, 
we intend not to… taking Ken’s and other people’s advice, the new guideline makes a lot of reference to CIA standards, and 
particularly Section 1640. Now, we have been waiting for years for the CIA to have something so I am sure that you will under-
stand that we are not going to issue a guideline referring to CIA standards of practice, and, in particular, Section 1640, until we 
know that Section 1640 exists in final form; therefore, the ink has to be dry on the last signature before, in fact, we are going to 
issue our guideline. If that does not happen soon enough, we will issue a guideline without mentioning Section 1640, which I 
think that the Institute would not like to see happen. So, guys, end of summer. Okay?

What about all of the changes? Well, as I said, there are three sections to this guideline and the last one is the one that deals 
with review and that is the news. All of the comments that we received related strictly to that, and this is the only section that 
I am going to really discuss. This is still, from our point of view, a work in progress and, as you can imagine, in OSFI, there are 
steps that we have to go through and permissions and approvals that we have to get and translations that we have to do, and 
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all of that kind of stuff. So what I am saying today is what the actuarial people are proposing to put into effect. I do not expect 
that the office is going to have any problem with it, but there is nothing that is totally finalized. As I will indicate, there are one 
or two items where it is not exactly clear how we are going to handle them. 

We have received many, many comments and letters of all kinds. One, from a company that we do not regulate, said: Do not do 
it. A couple from incredibly small fraternals, that have definite expense problems, said: It is going to cost us too much, please 
do not do it, but, by the way, we do not expect you to listen to us anyhow. True, but… Mostly comments… letters which, I 
thought, made a lot of good sense and just said: Okay, you are doing it; here is what we would like see, what we would like to 
see changed. 

Among the letters, in particular, a letter from the gentleman to my far right, twelve pages, and I have to tell you that Ken writes 
as Ken speaks, and I cannot read that letter, no matter how many times I read that letter, I cannot read that letter without hear-
ing Ken reading it to me. It is his personal style. That letter ostensibly is a letter from Ken and one of his colleagues to OSFI so 
you might say a private communication. Not so private, the CIA’s official commentary rests most of its case on referring to Ken’s 
letter. Did you know that? Most of his suggestions, as I say, are very well thought out. There is not a single aleatory aspect to it. 
I think that, because of his influence, you could say that most of these changes, in fact, have been instigated by Ken.

So let us get on to some of the things that we are talking about. Word processors are marvellous. You can just say the word 
“peer” and say “delete all”, and it happens. That is exactly what happened. The word “peer” does not appear once now in the 
document, I hope. We do refer explicitly; instead of saying: The actuaries are expected to follow these rules and, oh, by the way, 
anything that the CIA says, Section 1640 has a lot more prominence and we hang our hat on that a lot. But I have to point out 
that we had been urged to pretty much say Section 1640 tells you how the whole thing shall be conducted and that that was 
all that we had to say. 

From our point of view, that is not quite sufficient because we think that our guideline has an audience which extends well 
beyond people who have access to the wording of Section 1640 or any other CIA standard. So we felt that we had to repeat a 
number of things that might be there, but they are all repeated as being a précis of what is in there. It is always saying: “As said 
in Section 1640, the actuary should do the following things…” and so on. But I think that we had to do that because we had 
to assume that people were reading the document, independent of having CIA standards at their elbow.

A number of changes: We had several bullet points, stating what the goal of the work was. One of the things, and Ken has a 
slide saying that one of the effects of the review would be to improve the quality of both the actuary’s work and the reviewer’s 
work. We did not put in the reviewer because I did not think that it was reasonable, from the point of view of somebody in the 
industry reading our directive basically to say that we are directing the company to spend money to educate the reviewer. So 
we left that piece out.

One of the other things that is supposed to be reviewed is the actuary’s work on capital requirements, MCCSR for Canadian 
companies and for foreign companies. That work is only required for life companies so there is no equivalent to this part in 
the P&C industry right now. But there was nothing very explicit about what that work is. If you actually look at the MCCSR or 
TAMRA forms, there is a place where the actuary signs, but there is not very much of an opinion or signature, or wording that 
goes above that signature. It is equivalent to saying that I did it all in the correct way, and not much more. 

As it happens, capital requirements in Canada are moving into a new order of existence. Some of the changes that we made 
last year are changes that, in terms of things that we are proposing to the International Association of Insurance Supervisors, 
would be considered advanced methods. The idea that, under risk pass-through, products like universal life, where the invest-
ment… the default risk is passed through to the client, the modification that we made, this past year, was to give the company 
a considerable break on the capital requirements for the asset default risk for those assets supporting that product, but the price 
is that you have to be able to demonstrate that the assets that are backing this product are well segmented and devoted to that 
product and that, in fact, the pass-through is occurring, there is a high degree of correlation between what that segment earns 
and what is credited to the policyholders and so on. 
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This begins to get into discretionary things, breaks that are given in capital requirements to companies that meet certain condi-
tions. Now, of course, there are a whole bunch of conditions. One of the questions is: How are they verified? Who is standing 
behind them? We toyed with the idea of having the actuary sign an opinion in this regard, but I think that, in the end, the 
wording of such an opinion becomes a difficult issue and I do not think that we need another opinion. But we will ask in 
the memorandum that the actuaries, in their annual report, describe the basis for the segmentation and how the correlations 
between what is earned and what is credited to policyholders, describe those things and how they are done. So we are asking 
that the actuary be the one who is sort of overseeing or at least reporting to us on the things that we think are necessary to be 
able to give these credits. Anytime that you hear about advanced methods in capital requirements, it is going to be surrounded 
by requirements of this kind. 

Finally, it was pointed out to us that our description of what the actuary did was probably incomplete. For example, one of the 
things that we might look at is the fact that actuary makes use of the work of other people. We are not saying to review the work 
of those other people, but perhaps the reviewer should be satisfied that the actuary had good cause to rely on those people. So 
just something like that. So it is not meant to be a deep review of the other work. You do not have to start reviewing the auditor’s 
work if you use them to verify the data files. You just have to know that the actuary knows that they did a decent job.

Timing of the review: Some of this is not new. We are suggesting that reviews be done on a three-year cycle. So, for medium-sized 
and smaller companies, that means that they have the option of reviewing everything once every three years, with the exception 
that, if it is on an off year and you do make some significant change that is material to something for which you are supposed 
to report, then that should be reviewed in the year in which that change is made. So it is a small review.

For larger companies, we intend to tie all of this in with OSFI’s examination cycle of companies and for larger companies it is 
clear that probably you will have one-third of the business reviewed each year so we would have sort of an ongoing review. I 
think that we are going to agree with our examiners… our supervisors as to what one-third of the business might be looked at 
each year. They usually pick certain product lines so that, for example, 2004, I will be sitting down with them, sometime this 
summer, they will be saying what they want to look at next year and we will probably suggest that that is the stuff that should 
be reviewed for the 2003 year end report, and so on.

We would encourage reviews to be done pre-release so that the review is complete at the time that the actuary completes the 
report. I would think that this is optimal because it saves you a year. If the reviewer has some suggestions, they get implemented 
when the current work is being done and they do not have to wait until the next time that that work is done. If reviews have 
to be done on a post-release basis – and we recognize that there will be companies for which this is true and also that there are 
limitations on the number of reviewers available so that it might give rise to necessitate this – then there is a three-month time 
period. So, in terms, for example, of the evaluation of liabilities, which is usually due to us at the end of February, that means 
that you have until the end of May, I guess.

If the reviewer is in the external audit firm, the draft version of the guideline had said that the review had to be done on a pre-
release basis. That really is not necessary. Our problem is this: The one thing that we have to avoid is the auditor signing off 
and then the auditor’s actuary doing a review afterwards and finding something that somehow was in his material and maybe 
slipped through the audit, because then you get into the problem where it is the same firm and, if that is really significant, what 
are you going to do? Recall the audit? Actually, the auditing procedure allows for that, but that is incredibly embarrassing and 
it is not anything that anyone wants to get into. So the main thing that we want to know is that, if it is the auditor’s actuary, 
that they have completed this review before the audit opinion has been issued. But that still means that it can be done on a 
post-review basis. 

Now, auditors doing these reviews… or actuaries doing these reviews, there is a really interesting proposition today, much more 
interesting than it was, say, last year because, in the intervening year, we have had Sarbanes-Oxley legislation in the United 
States, and the CICA in Canada is also working on professional standards for auditors, which will govern what work the audit 
firms can do outside of auditing. Generally speaking, because we are OSFI, we have an early version of what looks like an 
exposure draft of CICA’s proposals. It is pretty much going to prohibit audit firms from doing any actuarial work that is going 
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to be audited or is likely to be audited. So, clearly, auditors’ actuaries cannot be appointed actuaries for the same firms that are 
audit clients. That is gone. 

But, if you read the words very carefully – and I would fight for this if it were not allowed – review is not something that is 
going to be audited, and review is clearly like an audit. So the auditors actually will be permitted to do that work. I think that 
we have probably had words with the CICA about this. So that part is okay. Of course, you can wonder, with all of this stuff, 
how many audit firms are going to have actuaries two years from now, because what are they going to do? But that is neither 
here nor there.

Requirements with respect to reporting: One of the issues that was in the draft was that we said that we wanted the reviewer to 
report on how the AA would implement changes to his work that resulted from the reviewer’s comments. That is unwieldy; it is 
not practical in the way that I just said it because how can you ask the reviewer to report on the AA’s intentions and really think 
that that is binding in any way? So we will have to figure out exactly what we mean and re-word that thing. 

The next question about timing is a minor, technical point. One of the comments that we got from a number of letters – I say a 
number of letters, but these letters, very often, can be traced back to the same individuals writing, half of the individuals writing 
in, in different capacities so you know who is behind them. One of the comments that we got was that what we said originally 
was that, when the reviewer sends the report to the company – and, particularly, to the Audit Committee of the Board – that 
a copy should be sent to OSFI. A comment was made that the company perhaps should have some time to respond so they 
thought that there should be some reasonable delay. 

From my point of view as a regulator, the first question is: How much do we… how do we word it so that is a fact that there 
cannot be indefinite delay because the Audit Committee has not yet dealt with it or something like that. We want something 
fairly timely. But the interesting question that comes up is: What response? The reviewer is reviewing the actuary’s work. The 
report goes to the Audit Committee and then the purpose for this thing is for the Audit Committee to know the quality of the 
actuary’s work. What could the Audit Committee do once the reviewers give it a final report? What is the purpose of the Audit 
Committee somehow looking at it before they send it to us? They are not going to change the report. They have the final report. 
So it is not clear what is being looked for, what the purpose is. I am open to hearing, but I am not sure that I see really why 
there has to be delay because I am not sure that I see what it is that the company would hope to do in the interval.

Finally, on this page, it was noted that we had not said in the guideline something that, in fact, should be understood - that 
reviews are prepared in confidence for the company, and they are sent to OSFI and, yes, they are confidential documents, just as 
the DCAT Report, the appointed actuary’s memorandum report and such matters that are subject to review. All of those things 
are confidential so, obviously, the review of them is confidential. 

With respect to the choice of reviewer, it has to be external. It was suggested to us that there might be good reasons to have 
more than one reviewer, that there might be some parts of the work for which the company perceives that certain consultants, 
that could be reviewers, are more expert in that particular part and that, once the company is paying for a review, they might 
as well have the benefit of that expert judgment and so on, so they might like to use one reviewer for one part of the work and 
another reviewer for other parts of the work – something like that. That seems reasonable, but the rotation would have to apply 
in all cases. There is nothing in the document, the way that it is being rewritten, that would say: Yes, you could have more than 
one reviewer. There are places in the document where it talks about “reviewers”, it talks about “a reviewer”, but it does not talk 
about “the reviewer”, except when it is very clear that it is talking about each individual and something that applies in that case. 
So it is more that the wording allows it, not explicitly, but it is there.

John mentioned that we do not like the word “independence”. The reason is because we have a Guideline – I think that it is E-14 
– which talks about “the independent actuary”. The independent actuary is someone who is called upon to offer reports when 
companies are sold, when blocks of business are sold, when companies merge and, in that case, is someone who is acting on 
our behalf, but really representing the policyholders and really attesting that the companies will be safe, that the policyholders’ 
benefits will not be impaired by the transaction. The conditions for an independent actuary in that case were inspired by the 
UK system, but, in the system you basically cannot work for anybody other than to do this work because you are working for 
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the court almost. We have never gone that far. But to be approved as an independent actuary for transactions of that kind, we 
do pretty much say that you cannot have worked for the companies involved as a consultant for probably at least two or three 
years preceding the transaction.

For the purposes of review, that would be prohibited. There just are not enough consultants around who could do a review if 
that sort of independence was required. So I wanted to stay away from the word “independence” so as to not give anybody ideas 
that we were looking at a kind of a degree of independence that was anything like what Guideline E-14 requires. So we came 
upon the word “objectivity”. I thank John for the sensitivity to that. 

We came upon the word “objectivity” and we have a number of conditions listed for objectivity. One of them said that you should 
be financially independent of the company, and some people said: What is that? Can you be a policyholder in the company? 
The answer is yes. But you cannot be a shareholder or you cannot be an owner or an investor. You can be an investor in the 
sense that you have given money for seg funds or a universal life product, but that is basically that you are in a relationship of a 
policyholder. But you cannot be an investor in terms of providing capital. Incidentally, by saying “other than as a policyholder”, 
we implicitly say that as a policyholder it is fine. 

 As I said, the reviewer can be from the external audit firm. When it comes to choice, we expect that the reviewer is external to 
the company. I think that we also want them to be external to any sister company, external to the organization. We really have 
in mind that the reviewer is a consultant. We have in mind that the reviewer, in fact, has an idea of what happens in a variety of 
companies so that they have some sense of what the range of actuarial practice is, the whole point being that, even in the largest 
companies with many, many actuaries, they are dealing with one single company, one single set of valuation assumptions, one 
single way of doing DCAT and so on, and since most of these things are held to be confidential, there is not really any assurance, 
even being from the largest company, that they are familiar with the whole range of practice that is being carried on. So the whole 
idea was to get a consultant because they were exposed to a number of companies. So that is the main intention.

One situation did come up. You often get some very good, seasoned appointed actuaries, who reach some magic age that I hear 
is something like 65, who have retired, either willingly or not, but still want to keep their hands in, and perhaps might still 
want to do some of this work. At the same time, their experience is such that they are probably very well qualified to do this 
work, except for one thing perhaps, that they may not have ever been exposed to anything other than their own company. We 
did say “a variety of companies”. 

Now, these guys do not have that variety so we have to find a way to re-word this so that, in this situation, we would not… and 
the draft guideline would not, right now, allow such a person to review their former company’s work for at least three years. But 
it seems reasonable that they review a different company’s work, an unrelated company’s work, that that could contribute to their 
experience in being exposed to a variety of companies. It would educate them as well and would equip them for, eventually, if 
they want, going back and reviewing their original company, but by that time they would have seen a variety of companies. So 
we have to figure out words that make that reasonable and make that work. I do not have the exact words yet, but that is the 
kind of thing that I would expect to happen. 

Okay, so what is going to happen? As I said, as soon as the ink is dry on the CIA’s acceptance of putting into force of Section 
1640, we expect to issue this as a final guideline. I need some time to figure out the words, to get approvals, to get translation 
and to get the thing published on the website, and so on. I think that it is going to take the CIA at least that time to get the 
signatures so we are going ahead with the preparation on the assumption that it works. If it does not work, then what we would 
put out would be something that would just involve deletions, with not very much of a change in wording. So that would not 
be a problem.

We have been talking about this for a long time. Peer review is on this year, so for work done for fiscal year 2003, at least for 
work beginning with year-end valuations as of the end of 2003; DCATs done during 2003 is an interesting question, and I do 
not know, but it will say something about that. But, basically, the clock starts ticking now. If you are going to be thinking about 
a pre-release review, now is the time to start thinking about who your reviewer is.
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Now, this leaves out one last thing, and that fact is that it is a three-year cycle. Now, that means: Do you have to do the review this 
year or not? When are you going to start? The one thing that we know is that there are a finite number of consultants available. 
They may be fewer than the number of companies so it would be nice if we could facilitate some method to get these reviews 
underway so that the business would be spread around on the three-year cycle in a reasonable way. 

So what we intend to do, within a week of our final publication of this guideline, in every company that is regulated by OSFI, 
I expect, its relationship manager, a person in supervision who is the contact person, will receive a letter which essentially says: 
You are expected to have completed your first peer review by no later than… and it will either say 2004, 2005 or 2006. Now, a 
company that is told: You have to do it by 2005; they could choose to do it a year earlier, but that is up to you. But, if you can 
do it in the range with the peer reviewer and so on, and get someone to commit for time, that is fine, but we are just going to 
impose sort of deadlines. 

We are going to be very careful, and you should not interpret companies… well, companies in the first batch, that have to do it 
in 2004, it is not an indication that those are the ones that we are the most worried about. You know, the high risk, the medium 
risk and the low risk, those are not 2004, 2005 and 2006, I can assure you. Some of this might creep in, but, by and large, we 
are going to make sure that the companies are selected so that you could not infer that. There are enough companies involved 
that I think that there are reasonable grounds to do that anyhow. There is no problem. 

 So that is what we intend to do. In terms of large companies, as I said, we will work with supervision. Instead of saying: Do 
it by such and such a time, I think that we will say: Here are the product areas that we are looking at, and everything should 
appear there eventually. 

Thank you. 

Moderator Brierley: Thanks, Ken and Allan.

Well, as I said, this is an open forum so we have a full four minutes for discussion. Please state your name prior to your com-
ment. 

Mr. Ronald R. Miller: I guess that I am bothered by a couple of things here. We have Rule 1 with the Institute, which basically 
says that the public interest is held in the highest… is the most important thing. We have an opportunity here to – and we are 
living in 2003 here after WorldCom, Enron and whatnot – to enhance, I think, the public’s respect for the profession and I am 
worried that we may not be doing so with some of the provisions in this standard, and, in particular, Section 1640(11), where 
the suggestion seems to be that engaging a reviewer… perhaps the best way is that the first actuary engage the reviewer. I do 
not think that the public is going to buy that. That is like nudge, nudge, wink, wink, sure, I can find the best deal. It just does 
not make sense to me, in terms of the appearance to the public for this. Although the reality may be different, the perception 
smells very bad. 

We have Subsection 14, which says: “The perceived objectivity of the reviewer is enhanced when the reviewer is independent 
of the first actuary.” Why can we not say something stronger and fit in with OSFI, like really make this italicized: “Should be 
external.” That, the public would understand. This sounds wishy-washy to the public.

The third thing that, in this thing, is that we have just passed a revision to Rule 13’s annotation, 13.1, this morning, which now 
says basically that, in the situations involving reviews, where an actuary is most likely to find a problem with another actuary’s 
work, the duty of reporting will be perceived as a lower level thing. It will not go to the Committee on Discipline anymore. That 
is reserved for all others, but, under Section 1640, it goes to CARS. If I am the public, I am going to say: That smells bad too. 
Would anybody care to comment on why we are doing things this way?

Speaker Brender: I cannot give you a CIA answer, but the fact is, in terms of what the public sees, at least insofar as this gets 
implemented now, it is going to be mostly the process that we are involved in. Our requirement is strictly directed at companies 
hiring the actuary because, in fact, we have no authority over actuaries. We only have authority over companies. So that part 
will be seen.



Délibérations de l’Institut canadien des actuaires, Vol. XXXIV, no 2, juin 2003

Le point sur l’examen par les pairs (TR no10) 12

Mr. Miller: In that vein, if I were a member of an Audit Committee of a company…

Speaker Brender: Yes.

Mr. Miller: …I would not ask my appointed actuary to pick his reviewer because I would say that that would be abrogating 
my responsibility as a member of that committee.

Speaker Brender: Well, I know of an instance already where, in fact, that is exactly what happened. Management and the actuary 
came to the Board with a name. As it happened, it was the auditor’s actuary and the Board said: No, we thought that we wanted 
someone a bit more independent than that. That was their terminology.

Boards will do that and they should do that if they think that that is important. But I think that some of your problems with 
public perception, in reality, will not be a problem, at least in this implementation.

Speaker Clark: We have to consider the substance as well as the perception. In my view, the first actuary is the best person to 
find a qualified reviewer because the first actuary knows what the demands of his job are and he will know who the reviewers 
are that could make a good appraisal of him.

Now, Section 1640 does not say that the first actuary should select the reviewer, period. It also says that he should consult 
with the other people involved. The Audit Committee is obviously one of them and, if the Audit Committee is doing their job, 
they are going to say to the actuary: Okay, you want reviewer X; tell us why he is the best person to be the reviewer. If the first 
actuary cannot make a persuasive case, they are going to say: No, we have to do something different. I, therefore, do not see 
any problem of perception. 

Now, you talked about public perception, Ron, but then you kind of switched to Audit Committee perception. They are not the 
same thing. Insofar as the public perception is concerned, it is well accepted that companies pick their auditors and, every now 
and then, someone says: Well, you know, if the world were perfect, maybe we would not have that, but no practical alternative 
has yet been devised. Companies pick their auditors and companies pick their appointed actuaries. It is normal in business for 
the most knowledgeable person to make the choice. I guess that I just do not agree with you that this is a problem. 

Your second point was on the statement: “The perceived objectivity of the reviewer is enhanced if the reviewer is independent 
of the first actuary.” You said that that was wishy-washy. Well, I say that it is a true statement and the import is plain that, if 
there is some doubt about objectivity, one should seek independence. Now, there will be some situations where the objectivity 
of a proposed reviewer is assured in the minds of the people affected, and they should have the option to say: We are confident 
that the reviewer is objective. We do not care, therefore, if he is independent.

Moderator Brierley: I would just like to comment on the discipline process and CARS as well. CARS is effectively the committee 
that used to be known as the Committee on Compliance, which is the committee that has been putting out the annual ques-
tionnaires. Those questionnaires have been coming to CARS for review. Because the changes to the standards of practice made 
asking the questions in that manner very difficult, we decided that the annual questionnaires were no longer appropriate and 
we will be replacing that process with something to do with reviewers. If the reviewers then had to go directly to the Committee 
on Professional Conduct, that would be not exactly a collegial process. It would be possibly adversarial so we wanted to really 
put CARS back into the same position as it would be before, on the annual questionnaire process. That is the primary reason 
for putting that extra step in there. If CARS then views that the problem is severe enough that the Committee on Professional 
Conduct has to get involved, then we fully intend to complete that process, with the CPC. So we do not expect that this will 
happen often – we certainly hope that it will not happen – but that is the primary reason for putting it in.

Mr. Mark W. Campbell: Two quick questions, the first for John and second for Allan.

Section 1640 is part of the general standards and we have tried very hard as a profession to make the general standards applicable 
to all practice areas so it seems odd that the first thing that we then do is issue an educational note specific to one of those practice 
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areas. I realize that the impetus perhaps is the imminence of OSFI’s requirements, but what is the intent about generalizing this 
educational note so that it supports the application of Section 1640 to all practice areas? That is my first question.

The second one for Allan is related. Is there any intention, on the part of OSFI, to make a similar request for pensions, as another 
practice area? There could be peer review – or review, rather.

Moderator Brierley: Yes, the intent is to look at ways of writing further educational notes for other practice areas. This was the 
one that we had to do first because of the OSFI requirements, but that might be much more difficult since the other areas of 
practice are less supportive of the process in the first place. But we will be making that attempt.

Speaker Brender: I should point out that I am strictly on the financial institution side and I really do not deal with pensions 
at all, but, of course, I know that people do. Does OSFI intend to raise it? Well, they have asked me questions. They have sug-
gested: Should we have peer review? They certainly know that peer review is coming in for insurance and they know that a lot 
of it is at OSFI’s instigation, and they said: Why not pensions? Of course, as you are aware, pensions are a hot issue at OSFI at 
the moment. I tell them that, yes, it is possible, but I also tell them my sense of what the history of peer review in the CIA is, 
and the great resistance of the pension community, and I can even explain some of it. I tell them all of that as part of that answer. 
So, yes, it has come up and I am not sure how they read all of that. 

Moderator Brierley: We will finish the session now. I want to thank Ken and Allan very much for their participation as panelists, 
and I want to thank everyone here for their participation as well. Thank you very much. 

...(applause)...


