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MEMORANDUM

TO: All Fellows, Associates and Correspondents of the Caggadian Institute of Actuaries

FROM: John Brierley
Chairperson, Committee on the Application of ndards
DATE: March 31, 2003

SUBJECT: Draft Educational Note on the Review Actuary

standard of practice for peer review. This wi omplished by a change to Section 1640 of the
Standards of Practice. This educational ngte wi a pplement to that standard.

The educational note applies to al
insurer’s appointed actuary. Neit
reviews conducted as part of a qual

The educational note is sing osure Draft of the Standard of Practice for Peer Review
that was published in Jun mpelraft was modified in 2002 but not published, other than as a
paper on the CIA welgte ( the CARS page in the Members Only section). In order to fit in
with the changes to the concept of having a sample engagement letter for a review of
an insurer’ s appointed y Was added.

The Committee on the Application of Rules an%p CARYS) has been asked to implement a
e

in general and more specifically to reviews of an
d of practice nor the educationa note apply to

Comments should be ®rected to John Brierley at his Yearbook address or by e-mail to
<john.brierley@rbc.com> with a comment deadline of April 30, 2003.
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INTRODUCTION

In this Educational Note,
section references are to those in the Standards of Practice (SOP),
terms set over dotted underlining have the meaning in Section 1110, and

“first actuary”, “review engagement”, “repeat engagement” and “reviewer” have the meaning
in Subsection 1640.01.*

The purpose of this Educational Note is to provide information for a review engagement to which
Section 1640 applies

This Educational Note does not apply to a repeat engagement.

BACK GROUND AND OBJECTIVES
In general, the review process has the following objecti

To improve continually the quality of waork th u pr&frde to their clients;

To maintain and strengthen confiden

To have a significant educatighf cOmp
situations are discussed and diffgrences ¥ opinion are resolved; and

® OSFI Guideline E-15 is currently issued in draft form.
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OFFERING AND ACCEPTING THE ENGAGEMENT

Before offering the engagement, the first actuary would select a reviewer who is competent and
objective.

In practice, the reviewer would likely be hired by the first actuary’s firm. However, it is
anticipated that the first actuary would either recommend the reviewer to be hired or have
significant input into the hiring process.

A competent reviewer is someone who meets the same test of competence as the first actuary for the

In addition, this implies that the reviewer has sufficient experience regarding the type of
work to be reviewed.

enhance the objectivity of the reviews first actuary to obtain different
perspectives from each of the different ry is also likely that the educational goals
of the review process will be enhanc N IrSt actuary uses a variety of reviewers and
reviewers perform reviews for a variet actuaries. For practical reasons, it may be
appropriate to have the review m y the same reviewer for a period of time.
However, the first actuary i ou not to use the same reviewer continually over an
extended period of time.*

The first actuary or t firm may wish to execute a contract with the reviewer.®
The relationship b first actuary and the reviewer is one of client and consultant.

* For reviews of insurance companies where reviews are performed over a three-year cycle, it would be
reasonable to use the same reviewer for one or two cycles. It would likely be inappropriate to use the same
reviewer for more than two cycles.

® This contract could include the fee structure and services to be rendered. Such a contract may also specify
that the reviewer will follow the guidelines identified in this note, that confidentiality will be ensured (except
in cases where the reviewer is required to disclose the information pursuant to this standard, the Bylaws or
Rules of Professona Conduct of the Ingtitute, or law) and that the first actuary will hold the reviewer
harmless in the event that the reviewer is sued in connection with the work.
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or the objectivity of the proposed reviewer, or confidentiality concerns or other reasons.

If aregulator or supervisor expects that a review be performed, it seems prudent to consult
the regulator or supervisor in the selection of the reviewer and the drafting of the engagement
letter. For example, OSFI Guideline E15 lists criteria that OSFI would expect to be used in
determining the objectivity of the reviewer.

Regulators or supervisors may consider that, in order to be seen as being objective, a
reviewer need not necessarily be independent. For example, OSFI Guideline E15 outlines
requirements for objectivity, which are less onerous than the requirements for independence
outlined in OSFI Guideline E14.

THE ENGAGEMENT LETTER
An engagement letter would be in accordanc

For a review of the work of an i
below could be taken as a st a draft of the engagement letter. It would be
convenient if the differencegoetween WiLs sample letter and the draft were marked, so that a

reader of the draft readily rdgognize3ghem.

The starting point for drafti t letter for a second or later review engagement may be
the engagement |etter for BV engagement.
RULE 13

Section 1640 deals wit unlikely but unpleasant possibility that Rule 13 may oblige the reviewer

to bring to the Ingtituteqgg attention an apparent material noncorhbiiéhce with accepted actuaria
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USE OF THE RESULT OF THE INSURER 'S CONTROL PROCEDURES

internal audit. In applying Subsection 1610.07, the reviewer may find useful guidance in Section
5050, titled “using the work of internal audit” in the CICA Handbook.

However, the review would still need to be conducted in sufficient depth in order for the interests of
all users of the review to be satisfied. In particular, the objectives ulator or supervisor would

need to be considered.

CONDUCT OF THE REVIEW

The first actuary and the reviewer would cooperate fu other during the conduct of a
review.

The first actuary would use his or her b rovide the reviewer with access to any
documents and to provide any additio ations that may be relevant to the review.

The reviewer would maintain the confi
performing the review, except in c
Practice, the Bylaws or Rules offfProf
information.

y information garnered in the process of
lewer is required, pursuant to the Standards of
Conduct of the Institute, or law to disclose the

In order to fulfill th v e compliance process, the Institute may request feedback
from the first act yawers. This information may then be provided to the first
actuary with In e making its best efforts to avoid the disclosure of confidential
information.

The Institute encourage this information to be provided but will not require this

information to beyprovided. If the reviewer believes that providing information for feedback
to the Institute would identify the source of the information, then withholding this
information would be appropriate. In this circumstance, the reviewer would be encouraged to
obtain permission from the first actuary to provide the information to the Institute.



The reviewer would investigate to a sufficient depth in order to sign a written opinion.
Except in the simplest cases, adequate review requires something more than simply reading

caculations or to devote much time to researching insurance contracts, pension plan
documents and other agreements. It will shorten and simplify the review if the first actuary
provides well-organized documentation, well-reasoned conclusions and applies thorough
controls to all processes, especially software and manual procedures. Ultimately, the
reviewer would determine the depth of the review. The reviewer would exercise professional
judgment in determining the extent of the review necessary.

The review process need not duplicate al of the efforts of other review processes. For example, an
internal review process may be adequate despite not being seen to be objective. In this case, the

small an additional expense to the client or employer as posg
into account the considerations provided above dealing

insurance company, a comprehensive
be appropriate. For this type of repor
the report in detail, supplemented by a

th iew May concentrate on different sections of

lled review of the whole report. It is intended
agree as to the appropriateness of low this is

review.



APPENDIX: SAMPLE ENGAGEMENT L ETTER FROM THE REVIEWER TO THE APPOINTED ACTUARY

OSF| about the engagement as suggested above.
Material in square brackets could be adapted to the particular situation.
Dear Appointed Actuary:

| understand that you are the appointed actuary of [insurer] (“Company”). In our recent discussion,
you proposed an engagement for my firm (“we”, “us’, “our”) in which we review your work as
contemplated in the [date] CIA Educational Note, Review of Work of an Actuary (*Educational
Note”) and Section 1640 of the Standards of Practice (“SOP”) (“the engagement”). The purpose of
this letter is to propose the terms of the engagement. | am sending the letter to you in duplicate. If
you are in agreement with it, then please sign both copies in the space provided below for your
signature, retain one copy for your file, and return one copy to me.

vill pay the fee that we shall
bill to you for the performance of the review. Apart fro X no direct or indirect interest in
the Company [or its affiliated companies] and | have [s ot been associated with or had an

engagement from the Company. The same istru

| am objective for the purpose of the review.

You will arrange for payment of our r t
and/or the basis for determining the amo

You will provide us with the “r le

auditor in accordance with the CIA/CICA Joint Policy
ge SOP and the Company’ sinternal cortrol staff in accordance

engagement and which isWot in the public domain; provided, however, that we may

have open discussion about the engagement with the Company’s auditor and with [the
applicable regulator or supervisor], and

fulfill our responsibilities under the CIA’s Rule 13 n its Rules of Professional Conduct
(“Rule 13") and under its Bylaws.

We shall do our work in accordance with accepted actuarial practice.



Your work to be reviewed is with respect to your valuation of the Company’s policy liabilities at
31 December [year] and your report on dynamic capital adequacy testing at that date. We shall
concentrate our review on the following classes of business:

[specify.]
We shall perform areview for the other classes of business only for material changes; namely,
[specify.]
In performing the review, we will consider:
The procedures for supervision of any work not performed by you;
The appropriateness of the assumptions and methods in the work;
The accuracy of the reporting of assumptions and methods,
The completeness of the required components of the work;
The reasonableness of the results contained within the worl:
The procedures used to verify the integrity of the data lerlyng ork;
The procedures used to ensure the accuracy of the cRgUI NS ed to the work;
The materiality of the work being reviewed;
The quality and reader-friendliness of the or of ork;
but not:
[specify.]

We shall determine the intensityl of the@reMew needed to support our opinion. We do not
contemplate, however, an int rqew ofthe Company’s policy forms, the experience studies on
which you base your sel tions, or the calculations performed by your computer
systems.

We shall make our r
colleagues, to the Co

0 You may give a copy of the report, in confidence, to any of your
ard of directors, to the Company’s auditor, and to [the applicable
regulator or supervisor] N ou will inform us in writing by [1 April year+1] if you have not given a
copy of it to [the applicdle regulator or supervisor]. You will make no further distribution of our
report unless you have our prior written consent. We shall make no other distribution of our report
unless we have your previous written consent.

In the case of a pre-release review (i.e., where the review is completed before the release of the
appointed actuary’ s report):

Our report will identify the draft of your AAR [and of your DCAT report] on which our report is
based. Before finalizing our report, we shall show it to you in draft and will be available to discuss
the draft with you. We shall report and we shall discuss informally with you our suggestions, if any,
for improvement to your work even though it is in accordance with accepted actuarial practice. If
you change any of the reviewed work as a result of such discussions, then our final report will deal
only with your work after such change. If a change in methods or assumptions requires disclosure in
the appointed actuary’s report and it is made as a result of the review, this change will be disclosed
in our report.



In the case of a post-release review (i.e., where the review is completed after the release of the
appointed actuary’ s report):

Before finalizing our report, we shall show it to you in draft and will be available to discuss the draft
with you. If, as aresult of such discussion, you decide to change any of the reviewed work, then we
shall so report. We shall report and we shall discuss informally with you, our suggestions if any for
improvement to your work even though it is in accordance with accepted actuarial practice, and
which you may wish to consider in your subsequent work.

Our report will be in accordance with Section 1800 of the SOP. In particular, it will describe the
extent of our review and our use of the work of other persons. It will include an opinion either

that your work is in accordance with accepted actuaria practice, or

that your work is in accordance with accepted actuarial practice except in respect of
identified matters.

If we identify any such matters, then we shall report our rationale @\

discussion for each of them. If that discussion does not resolve, oy
our responsibilities under Rule 13.

Insert a“ hold harmless’ provision if desired.”

Yours sincerely, A

ining and the result of the
e, then we shall consider

Sgnature of reviewer

[date]

| agree to the engagement described abo
Sgnature of appointed actuary Q

<&

" Such limitations and disclaimers could, for example, make it clear that the review keing undertaken is
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