
1 9 8 6  V A L U A T I O N  ACTUARY 
S Y M P O S I U M  P R O C E E D I N G S  

SESSION 3 

THE F U T U R E  R O L E  OF THe. VALUATION A C T U A R Y  

MR. W. PAUL MCCROSSAN: Bob H a m m o n d  has ou t l ined  to you  the  cu r r en t  role  

in C a n a d a  of the  va lua t i on  actuary~ inc luding  the  ve ry  i m p o r t a n t  legal  

a c c r e d i t a t i o n  a c t u a r i e s  have  in Canada .  Wayne  Bergquis t  has  ou t l ined  r e s e a r c h  

on the  C-1 to C-3 r e se rve s  and on the d e v e l o p m e n t  of c ap i t a l  and surplus 

s t anda rds  in Canada .  Both  of  the  p rev ious  sessions cove red  the  s t anda rds  t h a t  

va lua t i on  a c t u a r i e s  mus t  now use and will be e x p e c t e d  to use in Canada .  

However ,  I be l ieve  t h a t  we are  l ike ly  to see  a s i g n i f i c a n t  ex t ens ion  of  the  role  of  

the  va lua t i on  a c t u a r y  in C a n a d a  t o w a r d  the  p ro fe s s iona l  r e spons ib i l i t i e s  imposed  

on appo in ted  a c t u a r i e s  in the  Un i t ed  Kingdom.  

T o m o r r o w  morn ing  Judge  E s t e y  will t ab le  his r epor t  in to  the  col lapse  of two 

smal l  C a n a d i a n  c h a r t e r e d  banks.  N a t u r a l l y ,  no s e l f - r e s p e c t i n g  po l i t i c i an  would 

a d m i t  to having  r e a d  his r epo r t  be fo r e  he t ab les  it .  Le t ' s  put ,  then~ wha t  I have  

to say  today  under  the  c a t e g o r y  of  " i n f o r m e d  specu la t ion . "  

F i r s t ,  Judge  E s t e y  will l ike ly  r e p o r t  t h a t ,  in his opinion 9 b o t h  of the  banks  were  

inso lven t  by 1983, and bo th  inso lvenc ies  r e s u l t e d  f r o m  unsound business  

p r a c t i c e s .  He will also l ike ly  f ind t h a t  t h e r e  were  ac t ions  t a k e n  by the  aud i to rs  

of  the  banks t h a t  in p r a c t i c e  i n f l a t e d  bo th  the  asse t s  and the  ea rn ings  of  the  

banks in the i r  f inal  t h r e e  years .  With th~s in mind~ I e x p e c t  Judge  E s t e y  to 

r e c o m m e n d  the  i m m e d i a t e  e s t a b l i s h m e n t  of an advisory  c o m m i t t e e  b e t w e e n  the  

auditors~ the  banking communi ty~ and the O f f i c e  of the  In spec to r  Gene ra l  to 

c r e a t e  a f o r m a l  s t a n d a r d  for  bank f inanc i a l  s t a t e m e n t s .  There  will also be 

r e c o m m e n d a t i o n s  wi th  r e s p e c t  to min imum q u a l i f i c a t i o n s  of aud i to r s  b e f o r e  t h e y  
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can  a c c e p t  an a p p o i n t m e n t  as a bank aud i to r ,  t o g e t h e r  with a p rov is ion  for  ex i t  

i n t e r v i e w s  should aud i to r s ,  s en io r  m a n a g e m e n t ,  or d i r e c t o r s  res ign.  

The  F i n a n c e  C o m m i t t e e  of  the  House  of C o m m o n s  also s tud i ed  f inanc ia l  

r e g u l a t i o n s  and p o w e r s  in C a n a d a  las t  y e a r  and r e c o m m e n d e d  a ma jo r  

r e s t r u c t u r i n g  of  the  r e g u l a t o r y  e n v i r o n m e n t  in Canada .  T w e l v e  of our 

r e c o m m e n d a t i o n s  dea l  d i r e c t l y  or i n d i r e c t l y  wi th  the  v a l u a t i o n  a c t u a r y .  The  

mos t  i m p o r t a n t  of  t h e s e  r e c o m m e n d a t i o n s  is n u m b e r  119, which  s t a t e s  t ha t  the  

s u p e r v i s o r y  a u t h o r i t i e s  should  " r ev i ew the  p r e s e n t  ro l e  of  the  v a l u a t i o n  a c t u a r y  

in c o n s u l t a t i o n  wi th  the  C a n a d i a n  I n s t i t u t e  of  A c t u a r i e s  and b r o a d e n  this ro le  to 

i nc lude  an a p p r o p r i a t e  r e s p o n s i b i l i t y  f o r  the  con t inu ing  f i nanc i a l  cond i t ion  of the  

c o m p a n y  a long the  l ines  of  the  a p p o i n t e d  a c t u a r y  in the  U n i t e d  Kingdom."  

In add i t ion ,  r e c o m m e n d a t i o n  Z1 s t a t e s  t h a t  t he  g o v e r n m e n t  should  " r equ i r e  the  

s u p e r v i s o r y  bodies  to  e s t ab l i sh  a r e v i e w  c o m m i t t e e  on the  a d e q u a c y  of s o l v e n c y  

s t a n d a r d s  as app l i c ab l e  to  ac tuar ies~  a c c o u n t a n t s  and app ra i s e r s "  and c o n t i n u e s  

in r e c o m m e n d a t i o n  ZZ " t h a t  s e v e r e  d i s c ip l i na ry  m e a s u r e s  be i n s t i t u t e d  aga ins t  

t hose  p r o f e s s i o n a l  adv i so r s  who fai l  to  o b s e r v e  the  e s t a b l i s h e d  s t a n d a r d s  and 

code  of  c o n d u c t . "  

In add i t ion ,  t he  c o m m i t t e e  r e c o m m e n d s  t h a t  v a l u a t i o n  a c t u a r i e s  wi th  s imi la r  

p o w e r s  and r e s p o n s i b i l i t i e s  be  r e q u i r e d  wi th in  f ive  y e a r s  fo r  p r o p e r t y  and 

c a s u a l t y  c o m p a n i e s .  

As you  can see ,  I a n t i c i p a t e  the  t h ru s t  of  e a c h  of the  p r inc ip l e  House  of 

C o m m o n s  r e c o m m e n d a t i o n s  wi th  r e s p e c t  to the  v a l u a t i o n  a c t u a r y  to have  an 

e x p l i c i t  ana l ogue  iu Judge- Es t ey ' s  r e c o m m e n d a t i o n s  wi th  r e s p e c t  to  bank  
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a c c o u n t a n t s  and aud i to r s .  I t  would not  surpr i se  me if the  min i s t e r  were  to 

announce  wi thin  weeks  of the  tab l ing  of  the  E s t e y  r epo r t ,  or i ndeed  t o m o r r o w  

a f t e r n o o n ,  t h a t  he has i n s t r u c t e d  his o f f i c e r s  ia the  O f f i c e  of the  Inspec to r  

Gene ra l  and in the  O f f i c e  of the  S u p e r i n t e n d e n t  of  Insurance  to begin  

n e g o t i a t i o n s  i m m e d i a t e l y  wi th  the  a c c o u n t i n g ,  audi t ing ,  and a c t u a r i a l  

p ro fess iona l s  in C a n a d a  to es tab l i sh  t hese  adv isory  c o m m i t t e e s  and to 

s i g n i f i c a n t l y  b roaden  the  p ro fes s iona l  r e spons ib i l i t i e s  of the  va lua t i on  a c t u a r y  

and the  audi tor .  

Those of  you  who have  hea rd  me speak  in C a n a d a  over  the  las t  four  y e a r s  know 

t h a t  as a pas t  v i c e - p r e s i d e n t  of  the  CIA, I pushed  for  such  an ex t ens ion  in 

p ro fess iona l  respons ib i l i t i es ,  and t h a t  as a l eg i s l a to r ,  I have  been  a c t i v e l y  

pursuing this  issue.  However ,  for  those  who are  not  f a m i l i a r  wi th  the  U.K. 

app roach  and the cons ide rab le  burden it p laces  on the  appo in ted  a c t u a r y ,  I 

t hough t  I would spend some  t i m e  out l in ing  this  ro le ,  as well  as specu l a t i ng  on 

wha t  i t  would m e a n  for va lua t i on  a c t u a r i e s .  I e n c o u r a g e  e v e r y o n e  a t  this  

m e e t i n g  to ge t  copies  of  the  Br i t i sh  I n s t i t i t u e  of  A c t u a r i e s '  Yearbook,  in which 

the  du t ies  of the  appo in t ed  a c t u a r y  are  spe l led  out .  

Allow me to quo te  seve ra l  s ec t ions  t h a t  ou t l ine  a s se t  m a t c h i n g ,  c o n c e n t r a t i o n  of  

r isk,  c ap i t a l ,  and surplus:  

Ar t i c le  6.7. The appo in ted  a c t t m r y  mus t  also pay  r e g a r d  to the  r e l a t ionsh ip  

b e t w e e n  the  t e r m  of  the asse t s  and t h a t  of  the  co r respond ing  l iabi l i t ies .  

The i m p o r t a n c e  of this  will va ry  widely  f r o m  one s i t u a t i o n  to ano the r ,  bu t  

e x p e r i e n c e  sugges t s  this  can be an a r ea  of  p a r t i c u l a r  danger .  
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A r t i c l e  6.8. At  one  e x t r e m e  for  e x a m p l e ,  fo r  a compmly  wi th  a l a rge  

p o r t f o l i o  of  long e s t a b l i s h e d  w i t h - p r o f i t  bus iness ,  and where  the  c o m p a n y  is 

t r a n s a c t i n g  (and s e e m s  l ike ly  to c o n t i n u e  to do so) a s t e a d y  vo lume  of  new 

business  which  is smal l  in r e l a t i o n  to the  ex i s t i ng  bus iness  the  poss ib i l i ty  of  

i n s o l v e n c y  ar i s ing  f r o m  m i s m a t c h i n g  of  a s se t s  and l i ab i l i t i e s  may  be 

min ima l .  

Zkrticle 6.9. At the  o t h e r  e x t r e m e  fo r  a c o m p a n y  t r a n s a c t i n g  a vo lume  of 

n o n - p r o f i t  new bus iness  which  is v e r y  l a rge  in r e l a t i o n  to the  ex i s t ing  

p o r t f o l i o  and which  has only a smal l  f r e e  e s t a t e ,  m a t c h i n g  of a s se t  

p r o c e e d s  to  l i ab i l i ty  ou t go  may  be c r i t i c a l  to  so lvency .  The danger s  a re  

i n c r e a s e d  if t h e r e  a re  a l t e r n a t i v e  g u a r a n t e e s  or op t ions  which could,  in 

c e r t a i n  c i r c u m s t a n c e s ,  r e q u i r e  a d i f f e r e n t  d i s t r i b u t i o n  of a s se t s  by t e r m .  

A r t i c l e  6.10. The  a p p o i n t e d  a c t u a r y  mus t  d e c i d e  w h e t h e r  in his j u d g m e n t  

the  i n v e s t m e n t  po l i cy  pu r sued  by the  d i r e c t o r s  is or could  b e c o m e  

i n a p p r o p r i a t e  hav ing  r e g a r d  to  the  n a t u r e  and t e r m  of the  company ' s  

l i ab i l i t i e s .  If  this  is the  case ,  he must  adv i se  the  c o m p a n y  of the  

c o n s t r a i n t s  on i n v e s t m e n t  po l i cy  n e c e s s a r y  to p r o t e c t  the  pos i t ion  of  the  

p o l i c y h o l d e r s .  

A r t i c l e  7.1. It is a p p a r e n t  f r om the  f o r e g o i n g  t h a t  mos t  of the  p r o b l e m s  

wi th  which  the  a p p o i n t e d  a c t u a r y  is c o n c e r n e d  a re  not  c a p a b l e  of  p r e c i s e  

a s s e s s m e n t  bu t  are ,  r a t h e r ,  m a t t e r s  of j u d g m e n t .  In some  c i r c u m s t a n c e s ,  

this  j u d g m e n t  m ay  be  appro i~r ia te ty  ba sed  on the  a c t u a r i e s '  e s t i m a t e  of the  
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p r o b a b l e  o u t c o m e  ....  If, h o w e v e r ,  j u d g m e n t  is r e q u i r e d  in a m a t t e r  which  

m a y  a f f e c t  t he  s o l v e n c y  of  the  c o m p a n y ,  m o r e  r igo rous  s t a n d a r d s  m u s t  b e  

app l ied  by  the  a p p o i n t e d  a c t u a r y .  

It is ohvious  to anyone  who looks  at  the  p r o b l e m s  tha t  e m e r g e d  wi th  SPDA 

p r o d u c t s  in the  U n i t e d  S t a t e s  as o f f e r e d  by  Baldwin  Un i t ed  and i ts  subs id ia r i e s  

t ha t  the  p r o d u c t s  we re  in t r in s i ca l ly  not  sound in a vo l a t i l e  i n v e s t m e n t  m a r k e t ,  

g iven the  high g u a r a n t e e d  cash va lues .  It is a lso obv ious  t ha t  t h e r e  was an a s se t  

i m m u n i z a t i o n  p rob l em in t he se  c o m p a n i e s  as a r e su l t  of e q u i t y  i n v e s t m e n t s  in 

r e l a t e d  c o m p a n i e s ,  or in the  ca se  of  the  New York  subs id ia ry ,  a h n o s t  c o m p l e t e  

i n v e s t m e n t  in s h o r t - t e r m  m o n e y  m a r k e t  p r o d u c t s .  F u r t h e r m o r e ,  in r e t r o s p e c t ,  i t  

was  unsound  to  have  c o n c e n t r a t e d  bus iness  r isks  and e x c e p t i o n a l l y  r ap id  

expans ion ,  g iven the  s t r e n g t h  of  the  c o m p a n y .  

I th ink the  U.K.  a c t u a r i e s  have  a n t i c i p a t e d  the  p r o b l e m s  of  Ba ldwin  U n i t e d  

r a t h e r  well ,  and I doub t  v e r y  much  w h e t h e r  such  a s i t u a t i o n  could  h a v e  d e v e l o p e d  

in the  U n i t e d  S t a t e s  had  the  a c t u a r y  of  the  c o m p a n y  b e e n  fo l lowing  the  

p r o c e d u r e s  ou t l i ned  by  the  I n s t i t u t e  of  A c t u a r i e s .  

L e t  us cons ide r  o the r  po l i cy  t y p e s  r e f e r r e d  to  b y  Bob H a m m o n d ,  such  as l apse -  

s ens i t i ve  p roduc t s ,  r e e n t r y  t e rm ,  and n o n s m o k e r  po l ic ies .  The re  has b e e n  a 

s ign i f i can t  a m o u n t  of  d i scuss ion  in the  CIA a b o u t  the  r e l a t i onsh i p  b e t w e e n  the  

p r ic ing  a c t u a r y  and the  va lua t ion  a c t u a r y ,  and w h e t h e r  the  v a l u a t i o n  a c t u a r y  is 

u l t i m a t e l y  r e spons ib l e  fo r  p r ic ing  or w h e t h e r  the  v a l u a t i o n  a c t u a r y  is m e r e l y  in 

the  pos i t ion  of  making  sure  tha t  a p p r o p r i a t e  r e s e r v e s  are  s e t  up, bea r i ng  in mind 

the  n a t u r e  of the  c o n t r a c t .  No such  confus ion  ex i s t s  in the  U n i t e d  Kingdom.  

O n c e  again,  I q u o t e  the  I n s t i t u t e  of  A c t u a r i e s '  Y e a r b o o k :  
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Ar t i c l e  5.1. (with r e s p e c t  to p r emium ra te s  and pol icy  condit ions)  A pr ime  

respons ib i l i ty  mus t  lie with the  appo in ted  a c t u a r y  to s a t i s f y  h imse l f  t h a t  

the  p r emium r a t e s  being char.~ed for the  business are  appropr ia te .  Tha t  is 

to  say t h e y  should  be s u f f i c i e n t  to enable  the c o m p a n y  in due course  to 

m e e t  i ts  e m e r g i n g  l iab i l i t ies ,  having  r ega rd  to (the p remium r a t e s  on in- 

fo rce  and new business;  the  na tu r e  of  c o n t r a c t s  in - fo rce ;  the  ex is t ing  

i n v e s t m e n t s  and con t inu ing  i n v e s t m e n t  pol icy;  the m a r k e t i n g  plans, in 

p a r t i c u l a r ,  e x p e c t e d  vo lumes  and cos ts  of sales;  the  cu r r en t  and l ikely 

f u t u r e  level  of expenses ;  the e x t e n t  of the company ' s  f r ee  e s t a t e ;  and the  

r e i n s u r a n c e  a r r a n g e m e n t s ) .  

A r t i c l e  5.Z. In exerc i s ing  his j u d g m e n t  he mus t  pay  p a r t i c u l a r  a t t e n t i o n  to 

the  company ' s  surplus pos i t ion .  

A r t i c l e  5.4. Even though  the  new business  p r e m i u m  bases  might  be 

c o m m e r c i a l l y  j u s t i f i a b l e  if it  involves  s i g n i f i c a n t  new business  s t ra in  the  

a c t u a r y  mus t  be p r epa red  to set  l imi t s  on the  vo lume of new business  t ha t  

m a y  p r u d e n t l y  be a c c e p t e d .  

go far the CIA recommendations have not been to direct the valuation actuary 

specifically to satisfy himself that a premium is adequate for a new product or 

to direct the valuation actuary to consider placing limitations on new business, 

bearing in mind the size of company surplus. To some extent, the development 

of valuable surplus and capital requirements discussed by Wayne Bergquist will 

reduce the need for actions limiting business. Nevertheless, I believe there are 

circumstances where the valuation actuary should have the power to curtail new 

business ,  even though  I cannot  imag ine  one single company  p res iden t  being 
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s a t i s f i e d  with such a r eques t .  Tha t ' s  why the  Br i t i sh  a c t u a r i e s  and the  F inance  

C o m m i t t e e  r e c o m m e n d e d  giving cons ide rab le  p r o t e c t i o n  to an i n c u m b e n t  

appo in ted  a c t u a r y .  

The Bri t i sh  I n s t i t u t e  of A c t u a r i e s '  r e c o m m e n d a t i o n  2.Z r equ i re s  a p o t e n t i a l  

appo in ted  a c t u a r y  to consul t  wi th  his p r e d e c e s s o r  " to d i scover  w h e t h e r  t he re  a re  

any  p rofess iona l  r easons  why he should not  a c c e p t  the  a p p o i n t m e n t .  He should 

m a k e  this c lea r  to  his p r o s p e c t i v e  p r inc ipa l  and seek  his pe rmis s ion  to hold such  

consu l t a t ions .  If such pe rmiss ion  were  wi thhe ld ,  it  would be a m a t e r i a l  f a c t o r  

which would be r e l e v a n t  to the  p r o s p e c t i v e  appo in tee ' s  dec is ion  as to the  

p r o p r i e t y  of  a c c e p t i n g  the  a p p o i n t m e n t . "  

There  r e m a i n s  an add i t iona l  ques t ion .  What  happens  i f  the  S u p e r i n t e n d e n t  of 

Insurance  has s u f f i c i e n t  doubts  about  the  soundness  of  the  va lua t ion  a c t u a r y ' s  

work,  bu t  no t  s u f f i c i e n t  ev idence  to lay  a f o r m a l  cha rge?  In mos t  cases ,  the  

s u p e r i n t e n d e n t  asks the  va lua t i on  a c t u a r y  to  discuss  the  p rob lem,  and as Bob 

H a m m o n d  ind i ca t ed ,  he expec t s  to  be l i s t e n e d  to.  However ,  i t  is obvious b o t h  to 

t he  F i n a n c e  C o m m i t t e e  and to  Judge  E s t e y  t h a t  t h e r e  mus t  be r e c o u r s e  to  a 

p ro fe s s iona l  adv isory  c o m m i t t e e  in cases  of an un re so lved  prob lem.  In C a n a d a ,  

we c u r r e n t l y  have  a CIA rev iew c o m m i t t e e  to hand le  such inquir ies .  Howeve r ,  

to the  bes t  of my knowledge~ the  process  has not  y e t  been  invoked  wi th  r e s p e c t  

to a va lua t ion  a c t u a r y .  

The f ina l  point  I wish to h ighl ight  is the  ob l iga t ioa  imposed  on the  appo in ted  

a c t u a r y  t h a t  "Al though,  as a s t a t u t o r y  r e q u i r e m e n t ,  an i n v e s t i g a t i o n  is to be 

made  only a t  spec i f i c  in t e rva l s ,  the  p ro fess ion  r ega rds  it  as the  appo in t ed  

a c t u a r y ' s  du ty  to t ake  all r ea sonab le  s teps  to ensure  t h a t  he is, a t  all t imes ,  
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s a t i s f i e d  t h a t  if he w e r e  to  c a r r y  otlt such an i n v e s t i g a t i o n ,  t he  pos i t i on  would be 

s a t i s f a c t o r y . "  

What ,  then ,  do I e x p e c t  in C a n a d a ?  I e x p e c t  t ha t  b e f o r e  the  yea r ' s  end, 

n e g o t i a t i o n s  will be  unde r  way  b e t w e e n  t h e  CIA and the  S u p e r i n t e n d e n t  of  

I n s u r a n c e  wi th  r e s p e c t  to f o r m a l  p r o f e s s i o n a l  ob l iga t ions  in C a n a d a  on va lua t i on  

a c t u a r i e s  s imi la r  to  t hose  i m p o s e d  on the  a p p o i n t e d  a c t u a r y  in the  Uni t ed  

Kingdom.  I e x p e c t  t ha t  the  v a l u a t i o n  a c t u a r y  will u l t i m a t e l y  be e l e c t e d  as an 

a u d i t o r  is e l e c t e d  a t  t he  annual  m e e t i n g ,  and t h a t  he will have  a u t o m a t i c  

r e c o u r s e  to the  Boa rd  of D i r e c t o r s  if he v iews  t ha t  the  p r o p o s e d  ac t i ons  or 

c o n t i n u a t i o n  of  a c t i o n s  could  j e o p a r d i z e  t he  s o l v e n c y  of  a c o m p a n y .  I b e l i e v e  

t h a t  t h e r e  will  be a p r o f e s s i o n a l  ob l iga t i on  i m p o s e d  to  a l e r t  s u p e r v i s o r y  

a u t h o r i t i e s  to a d a n g e r o u s  s i t u a t i o n  a f t e r  a v a l u a t i o n  a c t u a r y  has t r i ed  to t ake  

s t eps  to  t e r m i n a t e  t h a t  s i t ua t i on .  

T h e s e  a dd i t i ona l  j u d g m e n t a l  p r o f e s s i o n a l  r e spons ib i l i t i e s  will be onerous .  

H o w e v e r ,  it is obvious  t h a t  t he  publ ic  will be  m u c h  b e t t e r  s e rved .  I also b e l i e v e  

t h a t  the  p r o f e s s i o n  will be  much  b e t t e r  s e r v e d ,  s ince  the  b igges t  t h r e a t  to  the  

c o n t i n u e d  a c c r e d i t a t i o n  of  a c t u a r i e s  has been ,  and r e m a i n s  to be,  t h a t  

i r r e s p o n s i b i l i t y  or n e g l i g e n t  ac t s  l ead ing  to  i n s o l v e n c y  t ha t  ca s t  doubts  upon the  

i n t e g r i t y ,  c h a r a c t e r ,  or p r o f e s s i o n a l i s m  of  a c t u a r i e s .  I have  no doubt  t ha t  many  

c o m p a n y  p r e s i d e n t s  or c o n t r o l l i n g  s h a r e h o l d e r s  will oppose  the  e x t e n s i o n  of 

r e s p o n s i b i l i t i e s  I f o r e s e e .  H o w e v e r ,  I for  one am p r e p a r e d  to engage  in a publ ic  

d i scuss ion  wi th  t h e s e  n a y s a y e r s  in the  Finzmce C o m m i t t e e  of  the  House  of 

C o m m o n s ,  should  t hey  wish to  exp la in  ~vhy t h e i r  p o l i c y h o l d e r s  should not  have  

the  p r o t e c t i o n  t ha t  g o v e r n m e n t  po l icy  i n d i c a t e s  t h e y  should have .  



These are exci t ing days for all profess ionals  connec ted  with the f inancial  se rv ice  

industry as we r e s t r u c t u r e  the powers  and obligat ions in the business as the next  

cen tu ry  approaches .  




