
Note from CIA President Lombardi to the General List Regarding  
Financial Post Articles 

 
July 13, 2003 
I would like to thank all those on the general list who participated in the very lively 
discussion or provided off-line comments on the recent articles by Terence Corcoran 
dealing with actuaries, pensions, and financial economics that have been appearing in the 
Financial Post. 
 
This note is to let you know that our executive group (which included myself, Dave 
Pelletier, Brian Fitzgerald, and Rick Neugebauer) has been monitoring developments and 
approved today the release of an official CIA response in the form of a letter to the editor, 
which we expect will appear in Monday's paper. 
 
This letter is our initial Institute's response. It does not preclude us from considering 
future responses such as op-ed pieces, pro and con debates of financial economics 
principles in the National Post or other competing papers, further member input or 
discussions, development of official CIA position papers, or personal meetings with Mr. 
Corcoran. The choice of further action will depend on how the situation unfolds in the 
next few days or weeks. 
 
At this time, on behalf of the executive group, I would like to thank all those members, 
too numerous to mention here, who provided us with advice in the last few days or 
contributed more directly in the preparation of our response. 
 
We also intend to post a copy of the attached letter (in both languages) on our CIA 
website for the benefit of those members not on the general list. 
 
(See below: Letter to the Editor of the National Post) 
 
Mike Lombardi 
President 
Canadian Institute of Actuaries 
 
 
July 12, 2003 
Letter to the Editor of the National Post: 
 
The Canadian Institute of Actuaries accredits and regulates actuaries in Canada.  It sets 
the professional standards of practice for the valuation of pension plans. 
 
We are very pleased to see your columnist Terence Corcoran reporting on recent actuarial 
research addressing the very important issue of valuation and security of pension plans. 
However, we are concerned that he may have left readers with some misconceptions. 
 



Pension plans in Canada are subject to regulations requiring that the funding status and 
contribution requirements of a pension plan be examined regularly by a member of our 
organization, taking both a long-term view and a short-term view.  
 
The actuary values the long-term position of the plan in a manner that provides more 
conservative contribution recommendations than the actuary’s "best estimate." The 
margin of conservatism provides some protection from downward movements in pension 
fund returns.  The short-term valuation tests, in general terms, the adequacy of the 
funding if the pension plan were to be wound up immediately.  This regular examination 
of funding adequacy, together with any resulting adjustment of the contribution rates, 
enhances the security of the plan benefits promised. 
 
We believe that those responsible for asset mix decisions for pension plans are fully 
aware of the opportunities and risks inherent in stocks.  They make such investments in 
the expectation of obtaining diversification and increased investment returns, not because 
of any valuation techniques used by actuaries. To suggest otherwise results from a basic 
misunderstanding. To say that actuaries are responsible for the recent market decline 
implies a measure of power and influence that we might aspire to but can hardly claim.  
 
The ongoing discussion among actuaries on the theories of financial economics addresses 
several questions, one of which deals with the timing of the recognition of any “equity 
premium” earned by pension plan investments.  
 
These theories are raising issues that deserve careful actuarial analysis taking into 
account the various perspectives of plan members, beneficiaries and plan sponsors.   
 
Actuaries (including Larry Bader and Jeremy Gold) have been leading the research into 
the application of financial economics to pension plans.  The actuarial profession is 
committed to continuing this important research.  
 
Mike Lombardi 
President 
Canadian Institute of Actuaries                                              
E-mail: mike.lombardi@tillinghast.com
Phone: (416) 960-7426  
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