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1. Executive Summary

1.1  The Task Force was established in March 2010 to develop a discussion paper on |AA
strategy with respect to international convergence of technical actuarial standards. The paper
will be presented at the IAA Council Meeting on 12 October 2010.

1.2  Theactuarial profession is affected by a general trend towardsincreasing globalisation.
International regulatory and other organisations naturally seek an international actuarial body to
represent the profession on the international stage. Convergence of international regulation and
financial reporting is not without difficulties, as the legal environment of each country needsto
be considered and national regulators are understandably reluctant to make changes and
compromises in return for the possibly intangible benefits of international harmony.

1.3  The Task Force considered the need for the global actuarial profession to develop
actuarial standards of practice to serve the public interest, to support professionalism and to
protect actuaries. These objectives are given varying priority in different jurisdictions where
there are currently actuarial standards and there needs to be clarity as to the purposes for which
global development of standards might be desirable.

1.4  TheTask Forceidentified several definitions of “convergence” in connection with
international standards, with respect to the level of consistency and extent of coverage among
IAA Full Member Associations (FMAS). The Task Force considers that any standards proposed
to advance convergence of international actuarial standards would need to be “principles-based”,
since it would be impossible to achieve global convergence on detailed rules.

1.5  Current practice in setting actuarial standards and guidance varies greatly amongst the
FMAs. Different categories of standards, where they exist, may be set by the regulator(s), the
local actuarial profession, a special entity established and controlled by the actuarial profession,
aspecial entity established and controlled externally or some combination of these.

1.6  TheTask Forceidentified a number of opportunities for the actuarial profession to take
the lead in developing international actuarial standards. These standards will serve the public
interest, support professionalism and protect actuaries. The profession can influence and shape
future change in the standards arena.

1.7 If the|AA wishesto “be recognized worldwide as a mgjor player in the financial services
industry” and “to promote the role, reputation and recognition of the actuarial profession in the
international domain”, then it must take aleadership position in addressing the issue of actuarial
standards.

1.8  Producing model standards at the international level raises difficult issues with regard to
the nature of the relationship between the international standards body and individual FMAs, and
as well asthe implications for members of the FMAs.

1.9  Further consideration will need to be given to the structures for preparing model
standards. Inorder for an international body to draft, review, adopt and revise model standards it
is likely that it will need a standards board, appropriately experienced support staff and many



volunteers. Thiswill probably require significant funding which will have to come either from
the |AA raising dues or from tapping other sources.

1.10 The Task Force considered various options for seeking global convergence of standards
and concluded that the most suitable option is for the IAA or another international body to
develop model standards and for FMAs to certify congruence. FMAswould be required either to
compare these model standards with their own local standards and ensure that their local
standards covered substantially the same scope and content with essentially similar guidance, or
adopt the model standard in its entirety, repealing any conflicting local standards.

1.11 The Task Force has considered various actions described as mandatory. It recognises that
the accreditation criteria would have to be changed in order to implement such mandatory
requirements. Thiswould require a supermajority vote of Council (passed by at least four-fifth
of the votes cast) to approve such a change.

1.12 FMAscould certify congruence on either a mandatory or a voluntary basis. The
voluntary approach would allow FMAs to decide whether or not to achieve congruence and for
the IAA to work by encouragement, persuasion and “peer pressure” to extend convergence of
standardsto all jurisdictions. The mandatory approach would be accomplished by making
congruence with standards an additional requirement for full membership of the IAA.

1.13 The Task Force aso concluded that this certification could proceed in a phased approach,
starting initially with voluntary certification, so that the IAA can test each step before proceeding
to the next.

1.14 Individual actuaries would need to be clear on which standards applied when working in
amulti-national situation. Actuaries should be required to state in any report under which
standard the professional services have been performed, if the standards of more than one FMA

might apply.

Recommendations

1.15 TheTask Force's principal recommendation is that the lAA Council should adopt an
amendment to its Strategic Plan so that the Vision and Mission Statement are supported by a
strategic objective to achieve convergence of actuarial standards applicable to all actuaries who
are members of FMAs, with the degree of convergence, and the timescale for achieving it, to be
decided by Council from time to time in the light of prevailing circumstances. The degree of,
and the timescale for, convergence may differ according to the actuarial practice area.

1.16 The Task Force recommends that the |AA should adopt a principles-based, model
standards approach which will allow the flexibility needed for implementation. In addition, the
Task Force believes that the IAA should promote the principle that all FMAs should have
actuarial standards where appropriate, so that individual actuariesin virtualy all jurisdictions
would be subject to sandards.

1.17 The Task Force recommends the creation of a standards board or committee, either
within the |AA structure or as a separate body. Further analysis and evaluation of the financial
and other implications will be needed. In addition, the IAA should make its structure and due
process of developing model standards more efficient and transparent and incorporate the
participation of other interested parties.



1.18 The Task Force recommends that the IAA should prioritise its activities in developing
model standards and focus its limited resources on the most important and urgent areas a any
particular time.

1.19 The Task Force recommends that the Council should request the Executive Committee to
prepare a more detailed proposal for implementation, requirements for congruence and the

period over which this is to be achieved, in accordance with the strategic direction decided by the
Council.

Respectfully submitted
Convergence of Actuarial Standards Task Force

Hillevi Mannonen, Chairperson
David Congram

Chris Daykin

Alfred Gohdes

Godfrey Perrott

Michael Pomery

Masaaki Y oshimura



2. Introduction
ThelAA’sVision and Mission Statement are as follows:

Vision:

The actuarial profession is recognized worldwide as a major player in the decision-making
process within the financial servicesindustry, in the area of social protection and in the
management of risk, contributing to the well-being of society as a whole.

Mission:

The mission of the | AA, as the worldwide organization of actuarial associations, is:
to represent the actuarial profession and promote itsrole, reputation and
recognition in the international domain; and
to promote professionalism, develop education standards and encourage
research, with the active involvement of its Member Associations and Sections,
in order to address changing needs.

In order for the IAA to achieve its Vision and to fulfil its Mission to be recognised as a major
player on the worldwide stage, the IAA should formulate clear strategic objectives regarding
global actuarial standards. Asthe world of financial services and financial regulation becomes
increasingly globally connected, the current system of disparate, and in many places non-existent,
national standards may be seen as inadequate or at best falling well short of ideal. The lAA
should be prepared to promote global convergence of actuarial standards.

2.1 Task Force Mandate

2.1.1 On6 March 2010 the Council of the IAA approved the Terms of Reference (ToR) of the
Convergence of Actuarial Standards Task Force, which reports to the Professionalism
Committee (see Appendix 1). The purpose of the Task Force is to develop a discussion paper on
IAA strategy with respect to international convergence of technical actuarial standards. The
Task Force is expected to provide its recommendations for discussion at the lAA Council
meeting in Vienna on 12 October 2010.

2.1.2 More specifically, the Task Force was asked to consider and make recommendations on
- what the |AA’ s strategic objectives should be in relation to the convergence of

actuarial standards,
how these objectives fit with the proposed aims of the participants in the nemy
formed Standard-Setters Round Table (SSRT, formerly International
Roundtable of Actuarial Standard-Setters which is described further in chapter
8 and Appendix 4) , and
how the | AA can best further its objectives through a combination of the SSRT
and its own committees and sections.

At the same time of finalising this report, the SSRT had not met since March, and its proposed
aims were still in draft form, so we have not been able to address the issues relating to the SSRT
in any depth.

2.1.3 The Task Force has worked to be consistent with, and support, the Vision and Mission
Statement and the Strategy of the IAA.



2.1.4 ThelAA Strategy contains five strategic objectives, of which two especially relate to the
work of the Task Force, namely

Strategic Objective 1: Identify, establish, and maintain relationships with key supranational
audiences and provide them with actuarial input to improve the soundness of decisions being
made on important issues with a global impact.

Strategic Objective 3: Establish, maintain and promote common standards of actuarial
education, common principles of professionalism and model standards of actuarial practice for
use by member associations worldwide.

The full set of strategic objectivesisincluded in Appendix 2.

2.1.5 The Task Force considers that material should be referred to as a“standard” only if it is
either mandatory or recommended practice. Educational material is not included in the term
“standard”, for the purposes of this paper.

2.2 ThelAA’scurrent stance on standards

2.2.1 ThelAA does not currently require Full Member Associations (FMAS) to adopt
standards of practice (other than ethical standards which are covered by the Code of Professional
Conduct and qualification standards which are defined by the IAA Core Syllabus and
Guidelines). The accreditation process for FMAs simply requires an association to have a proper
due process in place before adopting standards within its own sphere of influence. A degree of
convergence, although at abasic level, has thus already been achieved in terms of ethical
standards, qualification standards and due process for technical standards, but there is currently
no convergence on the content of other standards.

2.2.2 ThelAA has had in place a due process for issuing standards since 2000. It enhanced the
process in 2008 to issue model standards. Thisis discussed further in section 3.3.3.

23  Why are standardsimportant?

2.3.1 Anessential part of developing the IAA strategy with respect to the convergence of
international actuarial standards isto understand what purposes standards have served up to now
for different actuarial associations and standard-setters. International actuarial standards could
fulfil anumber of purposes. The Task Force identified the following reasons why standards
could be regarded as important for the global actuarial profession:

1. To servethe public interest

Users of actuarial services benefit from a high quality of actuarial work, which will
promote the credibility of the actuarial profession. Standards
a. help to enhance the quality of delivery of professional services,
b. help to ensure that the actuarial work product meets the needs of users of
actuarial services,
c. provide additional protection for beneficiaries;
d. narrow the range of results of actuarial work;
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e. contribute towards harmonisation and convergence of actuarial practice;

f. assist regulators and other interested parties; and

g. provide aframework for the consistent application of a professional body’s
disciplinary scheme.

2. To support professionalism

Standards are in the actuarial profession’s best interests. Standards provide the actuary
with benchmarks and guidance as to how to carry out actuarial work. Standards
a. promote consistency of professional practice;
b. provide guidance on good practice (i.e. educate actuaries regarding what is
expected and acceptable); and
c. enhance the accountability of those carrying out actuarial roles.

3. To protect actuaries

Standards provide the actuary with guidance as to what is expected and what is good
professional practice. Standards

strengthen the actuary’ s position vis-avis the client or principal;

introduce clarity regarding what is expected or acceptable;

reduce the likelihood of the actuary being sued; and

give the actuary a standard to rely upon in the event of litigation.

apop

2.3.2 The various purposes may sometimes conflict. It istherefore important to understand for
which purposes a standard is to be prepared, so that the interests of various stakeholders may be
addressed appropriately.

2.3.3 Inthelight of the purposes listed in 2.3.1 above, the Task Force believesthat it is
important for the actuarial profession to have standards. It also believesthat the IAA should
consider adopting an objective that, where appropriate, each FMA should have some basic
standards in place beyond the code of conduct and qualification standards. Thisis far from being
the case at present.

24  What standards are dealt with in this paper?

2.4.1 The ToR define the scope of the Task Force' swork as covering technical actuarial
standards, with ethical standards being excluded from the scope. However, these two categories
do not fully cover the whole variety of existing or potential standards. For example, the Groupe
Consultatif’s September 2009 paper adopted a categorisation of actuarial standards which can be
paraphrased as follows (a more detailed description is contained in Appendix 3):

1. Public Interest Standards, which include
a  Qualification standards, including CPD (Continuing Professional
Development);
b. Ethical standardsi.e. Codes of Professional Conduct;
c. Governance standards relating to the actuary and actuarial work; and
d. Communication standards.

2. Technical Standards which include
a. Interpretative standards; and
b. Technical implementation standards.
10



2.4.2 The Task Force agreed to include within the scope of its terms of reference:
1. Technical standards (both interpretative and implementation);
2. Governance standards; and
3. Communication standards.

Technical standards are standards applying to actuarial practice. These cover the content of
actuarial work and can deal with issues such as data quality, assumption-setting, and modelling,
measurement of liabilities and actuarial practice in relation to |FRS or regulatory requirements.

Governance standards relate to the governance of the actuary’ s role and the actuarial work
product. These standards may cover issues such as how the actuary should carry out actuarial
work in relation to the client or principal, or other internal or external functions (board,
management, auditor, supervisors etc.). These standards do not cover the process of developing
and setting standards, the issues relating to the process of monitoring compliance with standards
or the discipline process.

Communication standards concern the communication and reporting of actuarial work and
outcomes to various stakeholders and publics.

2.4.3 Thefollowing categories of standards are excluded from the scope of this paper:
1. Qualification (initial and CPD) standards;
2. Ethical standards;
3. Monitoring and compliance standards; and
4. Discipline standards.

25  Themeaning of theword “ convergence”

25.1 TheToR of the Task Force state that the profession’s ethical standards are already
“convergent”, because all FMAs comply with the IAA requirements for a Code of Professional
Conduct. In fact the codesin different jurisdictions are not identical but they cover at least the
essential elements laid down by the IAA. Thisis enforced through the initial accreditation
process for new FMAs and the annual accreditation reviews. In practice compliance with the
IAA’s ethical standards isrelatively easy to monitor, as associations change their code of
conduct only rarely.

2.5.2 Thisunderstanding of convergence in relationship to ethical standards could be
interpreted as implying that the IAA isaiming for asimilar level of convergence with respect to
other standards. However, since the focus of this paper isto align with the strategic objectives of
the IAA, the Task Force decided to take a broader view and also to analyse other possible
definitions or approaches.

2.5.3 The Task Force developed the following definitions of “convergence” in connection with
international standards.

1. Identical (full convergence)
All actuarial associations (and standard-setters) are required to adopt such
standards, allowing no local deviation or modification. Associations (or
standard-setters) might, however, issue additional standards to address

11



specific local needs not covered by international standards, provided these
standards do not conflict with the international standards.

2. Conforming to international model standards (strong convergence)
All actuarial associations (and standard-setters) are required to adopt each
international model standard, with local modification to fit local conditions.
Associations (or sandard-setters) might, however, issue additional standards
to address specific local needs not covered by international standards,
provided these standards do not conflict with the international standards.

3. Same coverage of content — congruent (medium convergence)
All actuarial associations (and standard-setters) should have local standards
which cover the same essential scope and content as the international model
standard. The standard-setter in each jurisdiction would either adopt an
international model standard (modified as necessary) or make any necessary
modifications to their own existing standards in order to be able to report
that their standards cover substantially the same scope and content. This
might be done on a mandatory basis (required for continued 1AA full
membership) or a voluntary basis.

4. Standardsin place everywhere covering different material, but not conflicting with
each other (weak convergence).

5. Standardsin place in some jurisdictions covering different material, and
occasionally conflicting with each other (no convergence).

2.5.4 Both categories 1 and 2, and the mandatory option under category 3 would require a
change to the membership accreditation criteria. Thisisthe only way in which the IAA can
make something mandatory for its FMAS; an association that does not meet the membership
criteria loses its membership. Changing the criteriafor accreditation requires four-fifth of the
votes cast in the Council.

255 Atthe present stage of the IAA’s development, the Task Force considers it unlikely that
category 1 (full convergence) would be acceptable to FMAs. The Task Force therefore did not
pursue this approach any further. Category 2 (strong convergence) would require the same
change, but it remains a possibility, especially if there were athreat from an outside body to
impose standards on actuaries.

26  Principles or rules-based standards?

2.6.1 There has been much discussion amongst standard-setters and regulatorsin different
countries and different professions about whether professional standards and regulatory regimes
should be “principles-based” or “rules-based”. A “principles-based” system involves setting out
high level principles and requiring the persons following the standards or regulations to use a
degree of judgement in deciding how to apply those principles to each particular piece of work in
each particular situation. A “rules-based” system involves laying down detailed rules which the
persons involved are then required to follow.

12



2.6.2 Therelative advantages and disadvantages of these two approaches are well known and
do not need to be stated here. It isthe view of the Task Force that any standards proposed to
advance convergence of international actuarial standards would need to be “principles-based”,
apart from any other reasons because the differences between countries around the world would

make it very difficult, if not impossible, to write detailed rules which were acceptable to all
FMAs.

13



3. Current practice amongst IAA FMAs

3.1 Existence of standards and standard-setters

3.1.1 Current practice in setting actuarial standards and guidance varies greatly amongst the
FMAs. Different categories of standards, where they exist, may be set by:

the regulator(s);

the local actuarial profession;

a special entity established and controlled by the actuarial profession;

a special entity established and controlled externally; or

some combination of the above.

agrwbdPE

This diversity of existing practice, including many jurisdictions with few or no standards, poses
the first significant difficulty in connection with any desire to achieve convergence.

3.1.2 Inmany parts of the world regulators set sandards to guide actuaries in performing their
statutory roles. These usually deal with more detailed or technical actuarial issues than
legislation or regulations and can more easily be changed. The relevant actuarial association
may well be consulted during the preparation of the standards, but does not necessarily have any
right to be consulted or any particularly authoritative voice compared to other stakeholders. The
standards may in some cases be addressed to the firm or its actuarial function instead of to the
individual actuary.

3.1.3 Even where some standards of an actuarial nature are set by the regulator, i.e. category 1
standardsin 3.1.1, it is increasingly common for the relevant actuarial association to issue some
standards of practice of its own.

3.1.4 A survey carried out recently by the Groupe Consultatif, as expanded within the context
of the SSRT, identified that the actuarial associations in the following countries had issued some
technical standards of their own, i.e. category 2 standards as defined in 3.1.1: Belgium, Czech
Republic, France, Germany, Ireland, Italy, Japan, Mexico, Netherlands, Norway, Portugal,
Slovakia, Switzerland, and UK (in respect of members of the UK association doing work outside
the UK). Thislist is not necessarily comprehensive.

3.1.5 Examples of category 3 standards may be found in the United States, Canada and
Australia, where the standard-setting body is established by the profession but retains a certain
distance from the governing Board or Council of the profession and may include some non-
actuary members.

3.1.6 Anexample of category 4 standards may be found in the United Kingdom, where the
Board for Actuarial Standards (BAS, an entity established with government support) is
established under the Financial Reporting Council, as a sister body to the Accounting Standards
Board. The BAS isresponsible for issuing technical standards in respect of actuarial work in the
UK, although the profession itself may also issue standards where this is deemed appropriate, e.g.
for practice outside the UK.

14



3.2 Nature of standards

3.2.1 The Task Force considers that documents should only be referred to as standards if they
are either mandatory or recommended practice. Where standards are mandatory, failure to
comply is usually prima facie evidence of unprofessional conduct. However, some jurisdictions
permit non-compliance in respect of particular aspects if an acceptable justification is made as to
why it would have been inappropriate to comply. Actuaries are expected to follow
recommended practice, unless they have good reasons for not doing so.

3.2.2 The subject matter for standards varies agood deal. A significant number of standards
are directly related to the responsibilities of the actuary under insurance legislation, covering
obligations of appointed or responsible actuaries, liability adequacy tests and particular
assumptions such as discount rates or mortality tables. Othersrelate to actuarial calculations for
reflecting pension costs in company accounts or regulatory funding requirements for pension
plans. Some standards relate to specific statutory roles given to actuaries.

3.2.3 The style and approach of standards differs because of the different purposes which
standards fulfil. If the purposeisto supplement, or stand in the place of, legislation, then the
style would have some similarities to regulations and may tend to be more prescriptive. If the
purpose is principally to protect the actuary from litigation, then the emphasis may be on
legitimizing what is seen as good professional practice, and providing actuaries with support for
taking a professional stance on key issues, such as data quality and transparency of reporting.

3.2.4 Culture also plays a significant role, as some jurisdictions have a more rules-based
tradition and others a tradition of setting high level principles and relying on professional
judgement. The nature of standards will naturally depend to alarge extent on how the role of the
actuary is perceived and the breadth of professional discretion granted to the actuary.

3.3 ThelAA

3.3.1 Asnotedin paragraph 2.2.1, the IAA does not require its FMAs to have standards, other
than qualification, ethical and discipline standards. It does, however, lay down some
requirements for due process for setting standards and expects FMAs to have such a due process
in place before issuing any standards.

3.3.2 Since 2002 the IAA hasissued 12 old class 4 |ASPs (International Actuarial Standards of
Practice), which, however, are educational notes and are not considered as standards in this paper.
The IAA has not issued any mandatory or recommended practice standards.

3.3.3. ThelAA Council approved a new Due Process in 2008 for the production of model
IASPs. The lAA Due Process clearly distinguishes between actuarial standards (IASPs) and
educational notes, called International Actuarial Notes (IANs). The Due Process for IASPs
envisages three stages for the production of a model 1ASP:

1. aStatement of Intent, to be approved by Council, which justifies the need for an
|ASP and sets out its scope;

2. adraft standard, which is exposed for consultation (with the possibility that
additional exposure drafts may be needed if significant changes are made to the
previous draft); and
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3. afinal version, which is subject to approval by Council.

3.3.4 Member associations are encouraged to adopt the |ASP, with or without modification, for
use by actuaries within their jurisdiction. Where an association has not adopted an IASP, an
individual actuary can nevertheless choose to follow the IASP for a piece of work (and a client
or principal may instruct the actuary to follow the IASP). Work is currently going on to convert
an existing (old-style) IASP into the first model 1ASP, which will deal with actuarial work in
connection with financial reporting for insurance companies and pension funds. It is likely to be
supported by a number of IANS.

34  TheGroupe Consultatif

3.4.1 Asinthecaseof thelAA, the Groupe Consultatif does not at present require its full
members to issue standards of practice, but it does lay down some requirements for due process
for the development of standards in case standards are to be developed.

3.4.2 The Groupe Consultatif has in the past issued some high level model guidelines to assist
member associations in developing their own standards or guidelines. However, thereis at
present no formal due process within the Groupe for setting standards, as this has not up to now
been on the agenda and would raise issues in relation to the subsidiarity traditions of the Groupe.
For the future there is a strong possibility that the Groupe may decide to put in place a standard-
setting structure and due process, initially at least restricted to matters concerning Solvency |1,
where overarching EU legislation is seen as driving a need for more uniform actuarial standards
throughout the countries of the EU. The EU legislation envisages that there will be technical
standards in regard to the actuarial function. CEIOPS (the Committee of European Insurance
and Occupational Pensions Supervisors, which is expected to be reformed in 2011 asthe
European Insurance and Occupational Pensions Authority, EIOPA) has indicated that it would
expect to take the lead on the development and issuance of such standards but the final
arrangements for standard-setting are till to be confirmed by the European Commission.

3.4.3 The Groupe has yet to take aformal decision on its stance, but it is understood that the
Actuarial Standards Task Force will be recommending to the Groupe' s Annual Meeting on 1
October 2010 that the Groupe should establish a standard-setting process, with a view to issuing
standards for the actuarial function which will supplement any CEIOPS standards and also
standards in relation to other actuarial roles under Solvency 1.

16



4, External challenges and expectations

4.1 Globalization

4.1.1 One of the strongest trends during the late 20™ century and into the 21% century has been
the increasing “globalisation” of business and commerce. This more inter-related world has been
characterised by the expansion of trade, which has been encouraged by the development of
trading groups, such as the creation of a single market in the EU and the reduced tariffs and other
barriersin NAFTA, AFTA, ASEAN and other free trade aress.

4.1.2 However, the perspective of different countries or industries tends to vary by their
relative size and position in the world markets. Not al see the expansion of trade as positive, as
isillustrated by the slow progress of negotiations to expand the World Trade agreements. There
isanatural tension between expanding trade and erecting barriers to protect local trade and
industry. This creates a need to balance the interests of those who expect to benefit and those
who fear they might be harmed.

4.1.3 A prime facilitator of international trade in the financial sector isthe International
Organization of Securities Commissioners (IOSCO), which saw that a“common” financial
reporting standard was needed which would facilitate the trading of shares on all stock
exchanges. For acommon financial reporting standard to be accepted by all stock exchanges, an
independent international standard-setting body was seen as necessary. “The objective would be
to develop, inthe public interest, asingle set of high quality, understandable, enforceable and
“globally accepted financial reporting standards based upon clearly articulated principles.” *
This body has subsequently become known as the International Accounting Standards Board
(IASB).

4.1.4 International solvency requirements for banks were created by the Basel Accord. The
International Association of Insurance Supervisors (1AlS) was established in 1994. Since then
the IAIS has published several solvency and other standards and guidelines. However, these are
not mandatory and have not yet commonly been implemented. These requirements have moved
forward more quickly within the EU following the adoption of the Solvency Il Directive by the
EU parliament to take effect in 2012.

4.1.5 The financial services sector has shared in this move towardsincreasing “globalisation”.
The financial crisis which started in 2007 has illustrated the interconnectivity of the financial
world and resulted in adramatic increase in the pressure for convergence in regulation of the
financial sector. This has lead to the G20 countries accepting the need for concerted
international action on strengthening regulation, particularly in the banking sector.

4.1.6 Theactuarial profession is also inevitably affected by the trend towards increasing
“globalisation”. International regulatory organisations will naturally seek an international
actuarial body to represent the profession on the international stage. This has been recognised by
the IAA, which has set asits primary strategic objective the attainment of close working relations
with key international bodies. The IAA has a close relationship with the IASB and 1AIS, while
in Europe the Groupe Consultatif isin regular dialogue with the European Commission and
CEIOPS.

! Abbreviated quotation from the IFRS Foundation objectives dated March 2010.
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4.1.7 Although many individual actuaries work for local employers operating in asingle
country, the largest employers of actuaries are the big international insurance companies and the
large international consulting firms, including the "big four" accounting firms. Multinational
insurance companies are likely to want actuarial work for their subsidiaries in different countries
to be produced to a common standard. Multinational consulting firms boast of their ability to
provide consistently high quality actuarial services across a wide range of different countries. It
is possible that these multinational employers, working as they do in an environment of
increasingly convergent international regulation and financial reporting standards, could become
frustrated by the existence of different national actuarial standards and could exert pressure for
international convergence.

4.1.8 Increasing convergence of international regulation and financial reporting is not without
difficulties:
1. thelegal environment of each country, or even for each part of a country, needs to
be considered in relation to the language used for an international standard;

2. governments have a legitimate desire to protect what they consider to be important
national interests;

3. national regulators, who have built up over many years an effective regulatory
regime, may be understandably reluctant to make changes and compromises in
return for the possibly intangible benefits of international harmony; and

4. the potential cost of implementing change may also be a deterrent in some cases.

4.2  International Association of Insurance Supervisors

4.2.1 The medium and longer term strategic direction for sandard-setting and implementation
activities of the |AlIS was established by the Executive Committee and is described in the “1AIS
Strategic Plan and Financial Outlook, 2011-2015”. The IAIS have a strategic objective to
improve supervisory and general purpose financial reporting by insurers by influencing relevant
international actuarial and accounting standards. They expect to do this by interacting with the
International Accounting Standards Board and the IAA, which are ranked amongst the key
external bodies with which they interact. Asa consequence of the financial crisisin 2008, the
latest srategic plan includes an important new element compared with the work plan 2008-2012:
to address the application of insurance supervisory standards in coordination with G20 and other
initiatives in response to financial stability issues.

4.2.2 The priorities for the next two years will focus on: (1) 1AIS standard-setting response to
financial stability issues, and (2) areview of the insurance core principles (ICPs) and supervisory
papers. The lAIS standard-setting response to financial stability issues includes actions being
taken to reinforce insurance regulation and improve the resilience of the global insurance sector
against threats to financial stability. The purpose of the review of ICPs and supervisory papersis
to ensure that there is a clear link between |CPs, standards and guidance papers. 1n June 2010
the Executive Committee approved a measure to consolidate the standard-setting, standard-
implementation and financial stability roadmaps.

4.2.3 Ingeneral, through the Financial Stability Task Force, the Joint Forum (of the IAIS, the
Basel Committee and the IOSCO) and other independent means, 1AlS standard-setting working
parties follow the developments in other international standard-setting bodies. Thisisacrucia

18



activity, especially with the current pace of change in the international regulatory environment.
For example, the Basel Committee on Banking Supervision is working on improving both the
quality and level of capital for banks. The Solvency and Actuarial 1ssues Subcommittee of the
IAIS will follow thiswork and consider the implications for insurance regulation.

4.2.4 The insurance core principles apply to insurance supervision in all jurisdictions
regardless of the level of development or sophistication of the insurance markets. Itis
recognized that supervisory measures should be appropriate to the supervisory objectives and
should not go beyond what is necessary to achieve those objectives. Asaresult, supervisors may
need to tailor certain supervisory and regulatory requirements in accordance with the nature,
scale and complexity of individual insurers. Where appropriate, this flexibility will be provided
in the requirements set out in standards. As part of the ICP review, working parties will
determine the appropriateness of applying the proportionality principle to each of the
requirements in a standard.

4.2.5 1AISisdeveloping International Solvency Requirements consisting of standards and
guidance papers on Capital Adequacy, ERM, Internal Models, Investment and Valuation of
Assets and Liabilities in the review process of ICPs. Appropriate convergence towards a
globally-accepted, improved standard of supervisory practice is along-term goal for the lAIS.
Related actuarial practice areas common to FMAs may be potential areas for international
actuarial standards of the IAA.

4.3 International Accounting Standards Board

4.3.1 Thegoa of the IASC Foundation and the IASB is to develop, in the public interest, a
single set of high-quality global accounting standards. In pursuit of this goal, the IASB worksin
close cooperation with stakeholders around the world, including investors, national standard-
setters, regulators, auditors, academics, and others who have an interest in the development of
high-quality global standards.

4.3.2 Since 2001 more than 100 countries have required or permitted the use of International
Financial Reporting Standards (IFRS), while the remaining major economies have established
timelines for convergence with, or adoption of, IFRS.

4.3.3 1n 2006, the lASB and the US Financial Accounting Standards Board (FASB) agreed a
Memorandum of Understanding (MoU) that described a program to achieve improvements in
accounting standards, and substantial convergence between IFRS and US generally accepted
accounting principles (GAAP). The MoU was updated in 2008, and in November 2009 the two
boards issued a further statement outlining steps for completing their convergence work by 2011.

4.3.4 InAugust 2007, the IASB and the Accounting Standards Board of Japan (ASBJ)
published aMoU, known as the Tokyo Agreement, which described work to achieve substantial
convergence between IFRS and Japanese GAAP by June 2011. In 2009 the Japanese Business
Accounting Council (BAC), akey advisory body to the Commissioner of the Japanese Financial
Services Agency (FSA), approved aroadmap for the adoption of IFRS in Japan.

4.3.5 Most recently, at their September 2009 meeting in Pittsburgh, US, the Group of 20

Leaders (G20) reaffirmed their commitment to global convergence in accounting standards,

calling on “international accounting bodies to redouble their efforts to achieve a single set of
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high-quality, global accounting standards within the context of their independent standard-setting
process, and complete their convergence project by June 2011.” The IASB and FASB
reconfirmed their commitment in their issue statement on 2 June 2010.

4.3.6 Of the various activities of the IASB, the most relevant to actuaries is convergence of
actuarial standards in relation to IFRS 4 Insurance Contracts. In addition, for example IAS39 on
financial instruments and 1AS19 on pensions and employee benefits are important to actuarial
work.
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5.

5.1

Opportunitiesand threatsto the profession

The Task Force identified a number of opportunities for the profession from convergence

to international standards:

5.2

1. Theinternational profession could take the lead in developing international actuarial

standards that will

a. servethe public interest;

b. support professionalism; and

C. protect actuaries.

The profession could influence and shape future actuarial standards;

The profession could bring to the table some strong resources that could develop

high quality standards quickly and the actuarial associations could play their part in

fair enforcement;

4. The profession has the opportunity to maintain a measure of control over the process
in general and content in particular.

5. Inthelonger term, it might be possible to attain a higher degree of efficiency and
effectiveness in setting standards, by setting them at the international level.

6. It will strengthen the position of the actuarial profession and the IAA as acredible
counterparty to other international bodies.

W

The Task Force identified a number of threats that might discourage convergence to
international standards:

1. Jurisdictions with developed standards have spent considerable efforts developing
those standards, have carefully tailored them to the local customs and legal
environment, understand their own standards and are comfortable with them. 1t will
be very difficult to convince them to replace local standards with international
standards.

2. Many actuaries only practice in their local market and will resent the effort needed
to comply with new standards driven by international considerations.

3. Thetotal cost of establishing international standards at the global level may be more
than the cost of the current system.

4. The additional cost of implementing international standards at the local level may be
significant (and potentially unacceptable) to the member organizations as they
review for congruence and/or conflicts.

5.  There may be some national associations or governments that do not wish to
participate for other reasons.

6. International model standards may not allow FMAs sufficient freedom to adapt the
model to the local environment.
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6. Implementation of international standards

6.1  When thinking about whether and, if so how, to go down the route of international
convergence of actuarial standards, it is necessary to recognise that there are many
implementation issues that would have to be addressed. This chapter analyses these
implementation issues in the context of how an international body setting model standards might
operate. It does not constitute arecommendation to take that direction.

6.2 International actuarial standards must be acceptable to our publics. Using the experience
of the accounting profession as a guide, we will need to be able to demonstrate that the process
1. isseento beindependent and objective;
2. has an acceptable due process; and
3. hasthe support of alarge enough number of countries to be enforceable.
These requirements may be achievable through
1. local standard-setters,
2. thelAA;
3. anindependent body; or
4. some combination of these.

6.3  Standard-setting can in principle be carried out at the level of individual associations (and
that is largely the position at the moment). However, there may be good reasons why certain
types of standards, relating to an environment which has common international elements (such as
IFRS), could be more efficiently produced at the international level. For thisto be appropriate,
FMASs (or the appropriate standard-setting bodies) need to acknowledge the desirability of the
international entity performing this function and agree to a process for the adoption or
application at the national level of model standards prepared at the international level.

6.4  If the IAA were the producer of model standards, there would be a number of possible
ways of structuring the relationship between the IAA and the FMAs as implementers of
international standards. For example, within a pre-determined period of time:

1. each FMA would be required to identify the extent to which the guidance in the
international standard was not already covered by existing local standards, and how
it intended to address any such gaps; or

2. each FMA would be required to adopt the standard, or a suitable modification of it,
in accordance with their own due process for adopting standards; or

3. the standard would have direct application to actuaries who are members of each
FMA.

These examples might need to be modified for those countries where the actuarial standard-setter
is independent, or partially independent, of the FMA.

6.5  Producing model standards at the international level raises difficult issues with regard to
the nature of the relationship between the international entity and the FMAS. It aso raises
additional issues where the FMA is not the standard-setting body. Thisis an areawhere the
Standard-Setters Round Table (SSRT) could play an important role.

6.6  Although adue process for producing model standards is already in place inthe IAA, the
Task Force considers it to be cumbersome. It was designed under the premise that there is no
compulsion on FMAs to adopt the model standards (with or without modification). It does not
make provision for the involvement of non-actuaries in the standards process, or for broad

22



consultation with stakeholders, although in practice extensive consultation has taken place in the
past. A more formal obligation in the due process to consult widely inside and outside the
profession might be considered necessary or desirable if the model standards were to have more
force amongst FMAS.

6.7  Whether the model standards are produced by the IAA or an independent body, further
consideration needs to be given to the structures for producing standards. In order for an
international body to draft, review, adopt, and revise model standards, it islikely that it will need
a standards board, many volunteers for drafting, and an appropriately experienced support staff
to oversee consistency, editing, dealing with ad hoc interpretation issues and process.

6.8  International standards may only involve a limited number of countries and limited types
of standards at first, so asto achieve the objective of bringing international actuarial standards
forward in a sufficiently timely manner to be useful. Thisissimilar to how IFRS have been
developed, with countries joining the process when they see it in their best interest.

6.9  Once standards have been developed and put in place, there will also need to be a process
for reviewing them regularly, seeking input from actuaries and from users of actuarial advice
subject to the standards in order to test whether they are fit for purpose.

6.10 A further important question relates to monitoring compliance with the standards. Many
FMAs do not have the capacity to carry out active compliance monitoring. The public and our
profession need a recognised and publicised process in all jurisdictions for users of actuarial
advice to lodge complaints about poor actuarial work, or to request the profession to investigate
whether there has been non-compliance by an actuary with actuarial standards. Thisinturn
implies that there should be a readiness on the part of each FMA to support investigation of such
complaints thoroughly, and adjudication where there is prima facie evidence of failure to comply
with astandard. The investigation and adjudication may need to be supported by the IAA if the
local FMA does not have adequate resources of its own to carry out these tasks. Each FMA must
apply appropriate sanctions where failure to comply has been confirmed. Whilst sanctions are
for each FMA to determine, work might be carried out to develop common international
approaches to the appropriate level of sanctions.

6.11 Theissue of timing isimportant in several respects. If the actuarial profession cannot
address how those international actuarial standards are to be developed, there isarisk that the
profession will lose control of the initiative. Once the strategic decision to address the issue has
been taken by the Council, the period of time taken to develop and approve a model standard and
the period of time taken from approval to implementation by each FMA remain important factors
too.
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7. Implicationsfor actuariesworkingin aterritory outsidetheir home designation

7.1  Inthissection we consider the position of the members of actuarial associationsin regard
to work outside what they consider the geographic jurisdiction of their FMA(s) (referred to as
their home country in the discussion that follows) and work in one or more other territories
(referred to asthe host country).

7.2 Anactuary may be a member of one or more of the actuarial associations which are
FMAsof the lAA (FMA actuary). Other actuaries may be members of an Associate Member
Association of the IAA. There may be actuaries performing international actuarial work who
have no connection with the IAA. There may be non-actuaries carrying out the actuarial
function. 1AA regquirements would not apply to any of these latter categories unless self imposed
or required by another authority. Inthe following, we have only considered the position of
FMAs.

7.3 Asouitlined in 2.5.1, because all FMAs comply with the IAA requirements for a Code of
Professional Conduct, the FM A actuary would be subject to ethical standards. The Code of
Professional Conduct would apply to a member performing professional services irrespective of
jurisdiction, home or host. Where the FMA actuary holds membership in a number of FMAs
thereis potential for a conflict, because the IAA requirement is a minimum Code and the actual
Codes are not identical. The Task Force, while acknowledging the issue, does not consider the
application of different Codesto be a practical concern regarding the application of actuarial
standards at this time.

7.4  Asouitlined in 3.1, more than half the current FMAs do not have technical, governance or
communication standards. Actuaries operating in some of these countries hold one of the more
widely held actuarial qualifications and may be members of more than one FMA. Inregardto
local standards that might apply to an FMA actuary, the practice has depended on the
professional body involved. The most common approach isthat FMAs will make their standards
directly applicable only to their own home jurisdiction. When an FMA actuary works outside
the home jurisdiction, home country standards may recommend application of local actuarial
standards where they exist in the host country. Where FMA actuaries work outside the home
jurisdiction and there are no local standards in the host jurisdiction, consideration of the home
FMA standards with modification for local circumstances is often recommended..

7.5  For example, the mutual recognition treaty between Canada and the USA usesthe
concept of where the work has been deemed to be performed (i.e. if the work isa US regulatory
requirement then US standards apply, even if completed in Canada) to distinguish work within
and outside their jurisdiction. Similarly, a UK qualified Fellow can opt to be partially regulated
by the Ingtitute & Faculty of Actuaries and fully regulated by the FMA in the country where they
are practising as an actuary. These considerations can also affect which FMA would be
responsible for investigation and/or discipline, with some reciprocal agreements being in place.

7.6  Where FMA actuaries, who are subject to different home jurisdictions, work in the same
host jurisdiction which has no local standards, they may use different, potentially conflicting,
standards for host work. When an FMA actuary is a member of more than one FMA and there
are no local standards in the host jurisdiction, the actuary must determine which country
standards to use. We would expect most actuaries will overcome these potential conflicts by
disclosing in their report which standards and code of professional conduct have been applied.
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7.7.  Asmentioned in 4.1.7 with multinational companies working in an environment of
increasingly convergent international regulation and financial reporting requirementsthe IAA's
adoption of model standards with FM As encouraged to adopt the | ASP with or without
modification place the actuary for the multinational in the situation of having to select which
country standard to apply to its multinational operations.

7.8  Theanalysisin this chapter, and theillustration in Appendix 5, of the difficulties
experienced by actuaries working across national borders points strongly towards the need for
greater convergence in actuarial standards. While it is acknowledged that many actuaries are
only employed doing domestic actuarial work, the trend of increasing globalisation in the world
of finance makes it likely that over time greater and greater numbers of actuaries will be doing at
least some work which crosses national borders, so the importance to the worldwide profession
of converging actuarial standards can be expected to continue to grow.
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8. Standard-Setters Round Table

8.1  The Standard-Setters Round Table (SSRT) started life in June 2009 as an informal
discussion forum for the actuarial standard-setting bodies from four countries (UK, US, Canada
and Australia) and an IAA representative. It has now evolved to the point where:

1. there are nine participating countries (Australia, Canada, France, Germany, Japan,
Mexico, Netherlands, UK, US), plusthe IAA and the Groupe Consultatif (and
agreement to invite Switzerland to future meetings);

2. meetings are being held coincident with IAA committee meetings, while recognising
that the SSRT is not an IAA committee, but an independent group;

3. thelAA secretariat has taken over secretarial support for the SSRT meetings,

4. constitutional rules are being developed, e.g. terms of reference, appointment of
chairman; and

5. amission statement and set of objectives are close to agreement.

8.2  Thedraft mission of the SSRT isto achieve globally accepted actuarial standards over an
appropriately long timescale. Globally accepted actuarial standards encompasses both national
standard-setters reporting substantial congruence with model standards (presumably, but not
necessarily, published by the IAA) and national standard-setters adopting the model standards.
Globally accepted actuarial standards do not require all national standard-setters to adopt the
model standards.

8.3  Thedraft terms of reference list a series of roles for the SSRT:
1. Toidentify the purpose of actuarial standards, both core values acceptable to all
members, and other values espoused by only some members.

2. Toidentify common principles and practice in existing national standards and seek
ways to reflect the appropriate onesin all national standards.

3. Toidentify gaps which could be filled by common standards, for example in relation
to the planned revision of IFRA.

4. To encourage the | AA, following full consultation and discussion with existing
standard-setters, to develop and adopt one or more model standards suitable for
adoption in all major jurisdictions. For the avoidance of doubt full consultation
means sharing drafts, and possibly meeting, before the first exposure draft is
published to achieve a draft that standard settersin some or all major jurisdictions
can consider adopting.

5. IncasethelAA isunable to achieve adequate consensus on the timely devel opment
of a standard, to provide a forumwithin which some or all of the member standard-
setters could agree to discuss the development of common or model standards.

6. To encourage those organizations issuing standards to serioudy consider achieving
congruence with model standards by adopting changes (if necessary) to their
existing standards or adopting the model standards, with minimal modification.

8.4 Itisclear fromthe draft mission and roles set out above that the members of the SSRT
envisage an important role for the IAA in the future. The Task Force recommends that the IAA
should decide quickly on how it will respond. At the very least the IAA should respond as to
whether it acceptsthe roles suggested in the draft objectives or wishes to have them amended.
More importantly, there is an opportunity for the IAA to decide collectively to seize the initiative
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and give a clear lead to the movement towards global convergence of actuarial standards. Such a
decision could, however, have significant implications for the IAA, which need to be examined
carefully.

85 A fuller description of the development of the SSRT is set out in Appendix 4.
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0. Analysis of Strategic Objectivesand Implementation Options

9.0.1 The Task Force was set up to consider what strategic objectives the IAA should have in
relation to the development and possible global convergence of actuarial standards. Inthis
chapter the Task Force first analyses the possible options that the IAA might consider. In
proposing and discussing these options, the Task Force considered them from the point of view
of the international actuarial profession. Thereafter, implementation issues are considered.

9.0.2 Standards are set in some countries by the local FMA, and in other countries by a
standard-setter that (to an extent varying by country) is independent of the local FMA(S). In
some countries standards may be set by the regulator. The Task Force recognises that the IAA
would need to have discussions with these standard-settersin order to clarify relationships and
responsibilities if the IAA were to become more actively involved in producing model standards
and in expecting FM As to respond.

9.1  Alternative Objectivesfor Convergence

9.1.1 Asadtarting point the Task Force considered possible options to seek convergence in
accordance with the various definitions of convergence in section 2.5.3 of this paper:
1. Identical (full convergence)
2. Conforming to international model standards (strong convergence)
3. Same coverage of content — congruent (medium convergence)
4. Standardsin place everywhere covering different material, but not conflicting with
each other (weak convergence).
5. Standards in place in some jurisdictions covering different material, and
occasionally conflicting with each other (no convergence). This represents the
current sSituation.

9.1.2 The Task Force concluded that the first option — “Full Convergence” — is unrealistic for
the IAA at thistime. If the |AA were to adopt a strategic objective to achieve binding
international standards, it would mean that all FM Aswould have to agreeto accept that
international standards would override and replace national standards. The Task Force does not
believe that such agreement could be achieved in the foreseeable future. The second option —
“Strong Convergence” - presents asimilar problem, but is considered further below.

9.1.3 The Task Force concluded that the fourth and fifth options — “Weak Convergence’ and
“No Convergence’ — do not form an appropriate basis for the profession and therefore they
would not be acceptable options for the IAA. They would also conflict with the Vision (“The
actuarial profession isrecognized worldwide as a major player....” ) and Mission Statement (“to
represent the actuarial profession and promote itsrole, reputation and recognition in the
international domain™) recently adopted by the IAA Council. Adopting one of these options
would be to ignore current developments in international coordination by the IASB, the IAIS and
more recently the G20. It could potentially harm the reputation of the international actuarial
profession and ultimately could diminish the global influence of actuaries.

Consequently, the Task Force decided to concentrate on exploring options 2 and 3, both of which
involve the production of model international standards and convergence of all FMAs towards
them.
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9.2  Alternative Strategic Objectivesfor the [AA

In this section the Task Force considers a range of possible strategic objectives for the IAA. The
following options look at the way in which the international model standards could be
transformed into locally applicable standards. Each of the options, based on options 2 and 3 in
9.1, iscapable of being modified in several ways to make them stronger or weaker.

9.2.1 Option 2 - Strong convergence

9.2.1.1 Under this option, the IAA would encourage the development of model standards with a
strong requirement for international convergence. An international body would produce model
actuarial standards and all FMAs would be required to adopt these standards for application to
their members. This requirement would apply not only to those FMAs which have existing
standards, but also to those FM As which do not yet have any.

9.2.1.2 The FMA would be permitted to make local modifications to the model standard to meet
local circumstances, provided that these modifications did not produce materially different
results from the model standard. Where the FMA already has a standard in place covering the
same material asthe international model standard, then the FM A would have to replace the
existing local standard with the model standard. The FMAs would remove from all of their local
standards any provisions that are inconsistent with any model international standards.

9.2.1.3 FMAswould, however, be free to issue additional standards to address specific local
needs not covered by international standards, provided that these standards are consistent with
the international standards.

9.2.2 Option 3A -Medium Convergence with Mandatory Application

9.2.2.1 Under this option, the IAA would encourage the development of model standards with a
requirement on FMAs to achieve international convergence through certification of
“congruence”. An international body would produce model actuarial standards and FMAs would
be required either to compare these model standards with their own local standards and ensure
that their local standards covered substantially the same scope with essentially similar guidance
(“congruence’), or adopt the model standard in its entirety, repealing any conflicting local
standards.

9.2.2.2 The FMA in each jurisdiction would either make any necessary modifications to their
own existing standards or adopt an international model standard (modified as necessary) in order
to be able to report that their standards cover substantially the same scope and content asthe
model standard. It would be necessary to agree whether the IAA would rely on self-certification
by each FMA through the accreditation renewal process, or whether a system of independent
checks would be established.

9.2.2.3 The FMAs would remove from all of their local standards any provisions that are

inconsistent with any model international standards and that they would not issue any new
standard that is inconsistent with any international model standard.
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9.2.3 Option 3B —Medium Convergence with Voluntary Application

9.2.3.1 Under this option, the IAA would develop model standards with the aim of achieving
international convergence voluntarily. An international body (almost certainly the lAA) would
produce model actuarial standards and each FMA would decide individually how to respond to
each standard on a case by case basis. The coverage of FMAs under this approach would extend
only to those which voluntarily decide to achieve congruence.

9.2.3.2 The IAA would encourage FMAs, actuarial standard-setters and, where appropriate,

regulators and Governments, to report congruence of their existing standards to these model
standards, or to adopt these standards, with or without justifiable modifications to meet local
conditions.

9.2.3.3 The IAA would seek to achieve its aim of ultimate congruence by encouragement,
persuasion and “peer pressure’ to work towards convergence of standardsin all jurisdictions.
The IAA would need to agree what form the “encouragement, persuasion and peer pressure”
would take.

9.2.3.4 Currently, the IAA Due Process states, on the topic of “Implementation of an |ASP”
(section 6.1): “Once adopted, an |ASP should be posted on the |AA website and also
promulgated to Member Associations and to interested international parties. Member
Associations are expected to inform their own individual members and other interested national
parties. Member Associations should be asked to advise the | AA of the actions that they (or
standard-setting bodies that adopt standards of practice applicable to the Association’s
members) have taken with respect to each IASP. Actions such as those described in paragraph
1.2 [adopt, endorse or modify] should be encouraged unless there is a specific reason why a
Member Association believes that local conditions do not warrant such a step.” The Due
Process requests each FMA to notify the IAA of its action with respect to the |ASP.

9.2.3.5 Under option 3A (medium convergence with mandatory application), the strategic
objective would be for all FMAs to be covered. To achieve 3A the Council might decide to sart
by inviting FM As to participate on a voluntary basis under Option 3B, and then later extending
the coverage to all FMAs. Alternatively, a group of FMAs might voluntarily decide to come
together and mutually agree to develop and adopt congruent standards, in which case the IAA
would want to support such an initiative. Thiswould be similar to the arrangement which is
currently in place with the treaty between associations who will offer the CERA designation.

9.2.4 Mandateof thel AA asa Producer of Model Standards

9.2.4.1 The Task Force recognises that, while the IAA (or another new international body) could
produce model actuarial standards and the Council could decide to set an objective for either
voluntary or mandatory convergence, each FMA would still retain the authority to decide which
standards apply to its members and in what circumstances those standards apply. If the Council
wished to move in the direction of mandatory convergence of standards, it would require a
change to the accreditation criteria, approval of which would require at least four-fifth of the
votes cast in the Council, but no other changes to the Statutes are needed. However, one member
of the Task Force believes that options 1 and 2 breach the subsidiarity principle (modification of
the subsidiarity principle would require another four-fifth majority).
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9.2.4.2 However, in those countries where the FMA is not the standard-setter, the FMA may not
be able to guarantee that convergence can be fully achieved and this would have to be recognised
in any changes to the accreditation criteria. The FMA may be able to obtain the agreement of the
standard-setter in their country to the adoption by the standard-setter of the model standard, with
or without local modification. Alternatively, the FMA may be able to issue its own standard, in
addition to the local standards, but provided only that there is no conflict between the model
standard, with or without local modification, and the existing local standards in that country.

9.2.4.3 Each FMA also has the duty under the accreditation criteriato seek to achieve
compliance by its members with its standards. The IAA has no jurisdiction over individual
actuaries, as such jurisdiction rests with the FM A to which each actuary belongs. The IAA plays
no direct role in monitoring compliance of standards by individual actuaries but would monitor
how FMAs were achieving congruence by means of the annual accreditation renewal report.

9.2.4.4 The two international bodies with which the IAA works most closely, the IASB and the
IAIS, both operate by means of local adoption of their standards or regulatory practices in each
separate country, in the similar way asthe |AA does.

9.25 Implicationsfor the FMA Actuary

9.2.5.1 Considering the potential options outlined in 9.1, the following implications have been
identified for the FMA actuary when considering which standards apply to a multinational
situation. In developing these conclusions, consideration has been taken of an illustration, which
isincluded as Appendix 5.

1. Identical (full convergence)
Asall jurisdictions will have adopted the identical standard, no conflict would arise
for the FMA actuary in a particular jurisdiction.

2. Conforming to international model standards (strong convergence)
While an FMA actuary would have to determine which country standard applied in a
specific situation, the results would not be expected to be materially different. As
such it would not be expected that any additional disclosures would be required.

3. Therest of the options included in 9.1
The FMA actuary would have to determine in the specific situation which country
standards apply or on what basis the work is to be performed, e.g. the client may have
designated the basis. Where results are materially different, the FMA actuary would
have to consider appropriate disclosure.

9.2.5.2 Whatever model international actuarial standard is developed, it will have to be designed
to be applicable in the context of a specific international financial reporting or regulatory
standard or other standard in question. The consideration of an FMA modifying the model
standard will not only have to have regard to the particular actuarial differences in their
jurisdiction but also the applicability of the primary international situation as it appliesin their
jurisdiction.

9.2.5.3 The FMA actuary will have to assess the position of the FMA of which he isa member,
his role when performing the actuarial services, any directives of the entity for which heis
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performing the actuarial services, keep in mind the considerations outlined in 3.2.1 and ensure
appropriate disclosure.

9.2.6 Comparing the Different Strategic Objectives

9.2.6.1 Option 2 would produce strong convergence of actuarial standards, as model international
standards would have precedence over local national standards, although some local
modifications would be permitted. A change in the current accreditation criteria of the lAA
would be needed. The Task Force does not believe that such agreement can be achieved in the
foreseeable future, one member of the Task Force believesthat it can never be achieved.
However, the international actuarial profession may need to consider this option if faced with a
significant external pressure, such as the threatened imposition of standards by a non-actuarial
body.

9.2.6.2 Option 3A (medium convergence with mandatory application) isin many ways similar to
the existing procedure within the IAA for Codes of Professional Conduct. The IAA
accreditation criteria lay down alist of minimum contents which must be covered in a Code of
Professional Conduct, but FMAs are free to cover this material in any format and to add to it in
any way they like, provided that the additions are not in conflict with the core requirements. The
Accreditation Committee examines the code of each association to check that it coversall the
contents listed in the IAA accreditation criteria.

9.2.6.3 While this option would lead to less exact convergence of standards than Option 2, it
would nevertheless go along way towards meeting the IAA’s Vision and Mission Statement and
should raise the IAA’s credibility in the international arena and enhance the standing of the
actuarial profession. However, if it only applied to some FMAS, under the variations in 9.2.3.5,
its effectiveness would be limited. Asthis option would be similar to the existing procedure for
Codes of Professional Conduct (if the option applied to all FMAS), it should be achievable in a
reasonable period of time if the IAA wished to adopt this objective. As noted, this option would
require a change to the IAA accreditation criteria.

9.2.6.4 Option 3B (medium convergence with voluntary application), includes the current IAA
Due Process for model IASPs. 1t would not impact the current accreditation criteria of the IAA,
as the adoption of a model international standard by an FMA would remain voluntary. However,
it might not be possible to achieve significant convergence, even among those FMAs who have
existing standards. In addition there would be no requirement on FM As without existing
standards to implement a model standard. The Task Force regards these characteristics as a
significant weakness of Option 3B, compared to Options 2 or 3A, although it could probably be
achieved more quickly than either.

9.2.6.5 The following sections of this chapter discuss the implementation actions which would

need to be considered if the IAA were to adopt a strategy to increase convergence of actuarial
standards, and the potential scope of international actuarial standards.
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9.3  Structure Optionsfor Implementation

9.3.1 General Characteristics of Implementation Process

9.3.1.1If the agreed strategy isto develop model standards for the international actuarial
profession, careful consideration will need to be given to the appropriate structures and due
process, in order to prepare and promulgate high quality standards which will command the
confidence of both actuaries and users of actuarial services.

9.3.1.2 International standards should serve the public interest and address the needs of users of
actuarial services, as well as having value for individual actuaries. Standards should not be
perceived by users as having been prepared by the actuarial profession purely to serve its own
interests and those of its members, but by an open and transparent process which involves
consultation with key stakeholders and ensures that the needs of users are addressed

appropriately.

9.3.1.3 The suitability of any proposed structure and due process should be considered in relation
to the following desirable characteristics:

1. Usersof actuarial services should have confidence in the quality and suitability of the
resulting standards and the process by which their views have been taken into account.

2. Actuaries should have confidence that the standards have been prepared by competent
persons who understand actuarial work and the commercial and professional
framework in which the standards will need to be applied.

3. The process should have good governance and a high level of transparency.

4. The persons who prepare the standards should be accountable to actuaries, actuarial
associations, users and regulators.

5. The standard-setting process should respond without undue delay when a need for a
new standard (or revision of an existing standard) is identified, and it should not take
too long thereafter to prepare and promulgate a standard.

6. Asal FMAsare responsible for the conduct of their members, they should be fully
aware of and engaged in the development of the standards.

7. All FMAs should accept responsibility for ensuring that their members are aware of
international standards,

International model standards could be prepared by the IAA or by another body. In the former
case the IAA could 1) use existing structures and processes or 2) develop a new structure which
would better address the desired characteristics of a process for producing standards.

9.3.2 ThelAA asaProducer of Mode Standards

9.3.2.1 The current Due Process has evolved to meet the present needs of the IAA. However, in
order for the IAA itself to become a more effective producer of model standards in the future
environment, the Task Force believes that the following aspects in the current structure would
need to be strengthened:

1. the shortage of adequate dedicated resources for drafting standards;
2. the cumbersome and slow governance structure for getting a standard approved;
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3. thelack of any formal involvement of non-actuaries; and
4. the absence of aformal process for consulting users

9.3.2.2 Addressing these issues would not be easy, as it would require fundamental changes to
the way in which the IAA operates. The Task Force has considered what modifications could be
proposed to the IAA structure which might help the IAA to become an effective producer of
standards. These might involve consideration of one or more of the following:

1. Establishment of a standards board or committee which has authority to issue
standards without approval by Council and which consists of appointed members
with identified standard-setting skills rather than representatives appointed by each
FMA.

2. Making sure that the members of such a board or committee are recruited from
appropriately diverse geographies, academic and professional backgrounds, including
some non-actuaries.

3. Giving such aboard or committee control of the drafting process rather than leaving it
up to the committee which originally proposed the standard.

4. Recruitment of actuaries and legal advisers to the staff of the IAA with aremit to
draft standards.

5. Recruitment of additional administrative support staff to handle the consultation
process and oversee the transparency of reporting on the process.

6. A timely due process for the approval of standards, based on high standards of
governance, including open and transparent consultation with actuaries, actuarial
associations, users and stakeholders.

7. The adoption of international model standards (or certification that congruent
standards are in place) to be made a requirement for continued accreditation of an
association asan FMA, in asimilar way to the current arrangements for the code of
conduct and the core educational syllabus.

The Task Forceis not at this stage recommending any of these modifications for decision by
Council. However, if Council does decide that it wishes to adopt a more proactive policy on the
development of global actuarial standards, the Task Force believes that these modifications will
need to be considered as part of the process.

9.3.3 A Separate Standards Body

9.3.3.1 Consideration could also be given to possible alternatives to the IAA being itself
responsible for producing model standards. Even with reforms such as those proposed above,
standards developed and promulgated by the IAA itself might not be seen to be sufficiently
independent or authoritative and would be open to the criticism of serving the needs of actuaries
rather than users. However, the level of participation of actuaries across the world inthe IAA
gives additional credibility from the perspective of the actuarial profession. In addition, the IAA
is the association of those organisations that are required to monitor compliance and to address
any issues of non-compliance in their jurisdictions.

9.3.3.2 Some alternative structures which might be considered would include the following:



1. Establishment of an International Board for Actuarial Standards (IBAS), either
sponsored by the IAA or independently established (e.g. with support from the IASB,
the IAIS, IOSCO, international insurers, international consulting firms);

2. The Standard-Setters Round Table (SSRT) might evolve into aformal consortium of
national standard-setters with aremit to develop international actuarial model
standards; or

3. A subset of the SSRT might agree to work together to develop international standards
for their respective jurisdictions, which could also be made available to the IAA and
its member associations for awider process of adoption or certification of congruence.

9.3.4 Assessment of Alternative Structures

9.3.4.1 Each of the above possibilities has advantages and disadvantages, but regard would have
to be paid to the practicality of any particular approach, given the interests and the limited
jurisdiction of the various players.

9.3.4.2 The IBAS approach has some attractions, resulting in a body which could be seen asa
natural counterparty to the corresponding accounting body (IASB), but it is not obvious that any
of the supranational bodies would be interested in sponsoring the formation of an IBAS, in order
to give it the necessary standing and authority. There would be significant practical issuesin
regard to funding and governance if it did not have an appropriate sponsoring body.

9.3.4.3 The table below looks at the seven desirable characteristics listed in 9.3.1 above and
compares the current IAA due process with the potential attributes of a suitably modified IAA
due process, covering all the points mentioned at 9.3.2 above, or a separate body to produce
standards, such asan IBAS. In relation to the second and third columns of the table, it has been
assumed that these new bodies are successful in meeting expectations but, of course, their actual
performance could be different.

Desired characteristic Current IAA Due | Suitably Modified | Separate body to
Process IAA set sandards
1. User confidence Low Medium High
2. Confidence of actuaries High High MediunvHigh
3. Governance High internally High internally High
but low but medium
externally externally
4. Accountability High internally High internally High
but low but medium
externally externally
5. Timeliness Low High High
6. Engagement of FMAs Low High Medium
7. Implementation by Low High High
FMAs

9.3.4.4 The SSRT (or asubset of it) could see the formation of a process for producing
international model standards as an adjunct to their existing national standard-setting
responsibilities. However, they might not be seen as fully representative of all different types of
jurisdiction and legal and actuarial environment, particularly if only a few members of the SSRT
were involved in forming the subset.

35



9.3.4.5 It is premature to give consideration to the details of the structures which might be
developed, until a preferred direction of travel is agreed. However, issues which would need to
be resolved would include:
1. number of members of the standards body and how they would be appointed and
replaced;
2. staff support, including technical, actuarial, legal and administrative;
3. funding mechanisms;
4. accountability and governance;
5. relationship with IAA and with individual actuarial associations;
6. due process for the development of standards;
7. how completed standards would be promulgated;
8. monitoring of compliance and enforcement of standards;
9. datusof standards promulgated;
10. therelationship with other supranational bodies, such asASB, IAIS, IOSCO, IMF,
etc.

9.4  ThePotential Scope of Convergent International Actuarial Standards

The role and expectations of international actuarial standards will vary according to the practice
area, the type of standard and the strategic approach that the IAA decides to take. The Task
Force identified the following potential areas where international standards could be developed:

1. Areaswhere there are international standards for regulatory or accounting purposes,

2. Emerging practice areas; and

3. Generic actuarial practice standards for traditional actuarial work for FMAs without
such standards, and to achieve congruence among FMAs which already have such
standards.

9.4.1 Areaswherethereareinternational standardsfor regulatory or accounting
purposes

9.4.1.1 Expectations that the actuarial profession should have international standards will be
highest in areas where international accounting or regulatory standards have been or will be
developed and which substantially control or affect actuarial work. The most important players
in thisrespect arethe IAIS and the IASB.

9.4.1.2 The IAIS activities of special interest to actuaries are those that relate to global financial
stability issues and issues important to international financial groups. Of those issues at least the
following should be mentioned: valuation of assets and liabilities, solvency, regulatory reporting,
reinsurance and other forms of risk transfer, internal models and the role of actuaries. 1AIS
began the development of the Common Framework for the Supervision of Internationally Active
Insurance groupson 1 July 2010. It is expected to take three yearsto develop. This activity
might lead to future demand for international actuarial standards.

9.4.1.3 An IASB activity of most recent interest to actuaries is Phase |1 of IFRS 4 Insurance
Contracts, in respect of which an exposure draft was published on 30 July 2010. There are aso
other IFRS related issues which affect actuarial practice, including:
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1. The measurement of financial productsis currently addressed in IAS 39 Financial
Instruments and will be addressed in IFRS 9; many insurance companies offer
financial products;

2. The measurement of service products is addressed in | AS 18; many insurance
companies offer service products,

3. Accounting for employee benefitsis addressed in |AS 19 and related standards;
these are of relevance to employers;

4. Contingent liabilities are addressed in AS37; this affects self-insured entities as
well as insurance companies.

9.4.2 Emerging practice areas

9.4.2.1 Another areawhere international actuarial standards could be jointly developed isin
emerging areas of practice where no standards yet exist or where they only exist in afew
countries. The most obvious current example of this would be enterprise risk management
(ERM). The Task Force noted that the IAA Committee on Enterprise and Financial Risks has
already started a project to “monitor the development of professional standardsin ERM in
various jurisdictions with an objective of ensuring that the standards are as consistent as possible
between jurisdictions’.

9.4.3 Generic actuarial practice standardsfor traditional actuarial work

9.4.3.1 The traditional areas of actuarial standard-setting are well known and cover issues
discussed in chapter 2.4. This might be an area in which it would be possible to start developing
model standards, in order to assist those FMAs who do not have the resources to develop
standards of their own and in order to achieve greater consistency amongst those FMAs which
already have standards. However, the current practices for issuing standards, and the local legal
environments, differ greatly between jurisdictions (Chapter 3). Changing existing standards
would therefore be challenging and probably not the highest priority for the IAA. The lAA
could start to make some progressin this direction by collecting information on existing
standards and looking for areas where some convergence could be achieved (this task has in fact
already been tentatively started by the SSRT, and by the Actuarial Standards Subcommittee of
the IAA Insurance Accounting Committee).

9.4.4 Conclusion

9.4.4.1 The Task Force believes that the first areaidentified in 9.4, relating to international
standards for regulatory or accounting purposes, will be seen by many actuaries, and by
interested parties outside the profession, as an important and urgent area where it would be in the
public interest to promote convergence, particularly with a view to expanding the coverage of
actuarial standardsto all FMAs. However, drafting standards for such purposes will be
challenging because of the potential overlap between the specific requirements and more generic
aspects of the standards, which fall into the third category, where a number of the larger FMAS
already have well-developed standards.
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9.4.4.2 The second category of emerging practice areas might offer opportunities for the IAA to
take alead with model standards, particularly where there are few established standards currently
in place.

9.4.4.3 Inthe third area, that of developing generic model standards, for example in relation to
data quality, assumption-setting and communication, it would be very challenging to introduce a
comprehensive set of model standards, because of the number of larger FMAs with existing
standards in place covering these topics and the consequent difficulty of achieving convergence.
However, for FMAs which do not have standards at present, such generic standards might be
seen as the highest priority.

9.4.4.4 These three potential areas for the development of standards are not mutually exclusive.

It has been argued that the first category “overlaps’ with the third category, an example of which
relates to the proposed model standard for actuarial work in connection with IFRS4 Phase I,
which would be areplacement of existing IASP2. For this model standard, on which preparatory
drafting is currently being undertaken, it is argued that there has to be some coverage of general
topics.

9.4.4.5 This is seen by some as an advantage, as it would mean that actuaries belonging to each
FMA which adopted the model standard would then be subject to actuarial standards for IFRS
work, even where their FMA had no existing standards in place. Thiswould help to enhance the
credibility of the actuarial profession in those countries. The Task Force considers that
achieving the spread of actuarial standards to all FM As should be a high priority and that IFRS
Phase |1 provides an opportunity for this.

9.4.4.6 However, from the point of view of FMAs with long-established actuarial standards
covering general topics, it would be preferable for a model international standard to be restricted
to matters specific to IFRS4 in order to avoid conflict with the existing standards. The search for
apractical solution to this specific issue is still ongoing and the Task Force believes that
achieving an acceptable solution is an important priority for the IAA.

9.4.4.7 It is not the role of the Task Forceto take aview of what kinds of standard, if any, are
needed in this particular case or any other case. However, the Task Force believesthat it is
important to identify the practice areas where model actuarial standards may be needed and
maintain a priority list for implementation.
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10. Recommendations— Strategic Objectives and Actions

In order to support the IAA Vision and Mission Statement, the Task Force recommends the
following revised content for Strategic Objective 3 and suggests some implementation actions.
The current IAA Strategic Plan is attached at Appendix 2.

10.1 Strategic Objectives and Supporting Recommendations
1. Strategic Objective 3, which is currently:

Existing Strategic Objective 3

“ Establish, maintain and promote common standards of actuarial education,
common principles of professionalism and model sandards of actuarial practice for
use by member associations worldwide.”

should be amended to:

Proposed Strategic Objective 3

“ Establish, maintain and promote common standards of actuarial education and
common principles of professional conduct. Promote the devel opment and issuance of
actuarial standards by all FMAsin their jurisdictions and the global convergence of
actuarial standards.”

The interpretation of Strategic Objective 3 (set out in 10.2) is part of this
recommendation.

2. Subject to further analysis and resolution of the financial and other implications, the
| AA should create a sandards board or committee, either within the IAA structure or
as a separate body.

3. Inaddition, the IAA should put in place an efficient internal structure and due process
which will complement and support the development and adoption of high quality
model standards and which will command the confidence of both actuaries and users
of actuarial services.

4. The Proposed Strategic Objective 3 is consistent with the draft objectives of the
SSRT (at the time preparing this report the SSRT had not adopted its final set of
objectives). The IAA should continue to cooperate proactively with the SSRT.

5. ThelAA should continue to cooperate in standard-setting with other interested parties,
such asthe IAIS and the IASB, and in particular with any international actuarial
standard-setting body if created, in order to achieve international model standards
with maximum credibility and acceptability to users. Thisimplies arequirement to
negotiate with these parties on the scope and content of the model standards, their
application by geographic area and compliance with those standards.
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10.2 Interpretation of Proposed Strategic Objective 3

This section describes in more detail the implications of the proposed amendment to Strategic
Objective 3 and these details form an integral part of the recommendation.

1

Every FMA should be encouraged to have actuarial standards in place applicable to
its members, taking into account the special circumstances of its jurisdiction.

The IAA should affirm the model standard approach, which it has already adopted
in principle, aiming towards achieving a position of medium convergence
(congruence) by all FMAs on a mandatory basis in the longer term.

Model standards should be principles-based in order to create afirm foundation for
achieving congruence.

In the medium term, priority should be given to developing model standards in the
most urgent areas. The way in which the model standards approach should be
implemented will vary:

a. Inareaswherethereisarecognised need for actuarial standards specifically
related to international standards for financial reporting or regulatory purposes,
the IAA should have an objective of achieving medium convergence by all
FMASs on amandatory basis. This meansthat intime all FMAs should either
have in place their own standards which they can certify as being congruent
with the model standards, or adopt all relevant model standards. Modification
of model standards to suit the local situation should be such that the results of
the work are not materially different by jurisdiction.

b. Inemerging practice areas where actuarial standards do not yet widely exist, the
I|AA should develop international model actuarial standards, aiming towards
medium convergence on a mandatory basis.

c. Thereisaneed for generic actuarial standards for use by those FMAs who do
not yet have any standards in place. The IAA should develop model standards
of this type and pursue medium convergence on avoluntary basis among such
FMAs. A secondary objective would be to pursue medium convergence on a
voluntary basis for generic standards amongst FMAs which already have
standards.

d. [Inaddition, there are areas where the | AA will continue to issue educational
notes (IANSs).

I mplications for the international work of an actuary

a. Each FMA or local standard-setter should ensure that their local standards
identify the jurisdiction to which the standards apply. It would be preferable for
all FMAs or local standard-settersto agree on a similar approach to identifying
the jurisdiction.

b. All FMAs should require their actuaries to state in any report under which
standard the professional services have been performed, if the standards of
more than one FMA might apply.

c. Theactuary performing professional services should disclose under which FMA
Code(s) of Professional Conduct the services are provided, if more than one
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Code of Professional Conduct might apply. If there isacomplaint regarding an
actuary’ swork, it would be the responsibility of that FMA to take action.

10.3 Rationale

10.3.1 The Task Force's principal recommendation is that the IAA Council should adopt an
amendment to its Strategic Plan so that the Vision and Mission Statement are supported by a
strategic objective to achieve convergence of actuarial standards applicable to all actuaries who
are members of FMAs, with the degree of convergence, and the timescale for achieving it, to be
decided by Council from time to time in the light of prevailing circumstances. The degree of,
and the timescale for, convergence may differ according to the actuarial practice area.

10.3.2 The reasoning behind this recommendation isthat, if the |AA wishesto “be recognized
worldwide as a major player in the financial services industry” and “to promote the role,
reputation and recognition of the actuarial profession in the international domain”, then it must
move towards gregter international cooperation within the profession on many fronts.

10.3.3 ThelAA has already achieved significant convergence in the areas of educational
qualifications and codes of conduct. The Task Force believes that the time isripe for the IAA to
take aleadership position in addressing the issue of actuarial standards.

10.3.4 The Task Force recommends that the |AA should adopt a principles-based, model
standards approach which will allow the flexibility needed for implementation. In addition, the
Task Force believes that the IAA should promote the principle that all FMAs should have
actuarial standards, so that individual actuariesin virtually all jurisdictions would be subject to
standards.

10.3.5 Inorder to influence the future regulatory environment, including financial reporting, the
| AA should continue to fully cooperate with other international organisations, the most important
of which are the IAIS and the IASB. The Task Force understands that the SSRT shares the
objective of working towards convergence in respect to actuarial practice standards. In its draft
terms of reference the SSRT also proposes a significant role for the IAA. The Task Force
believes that the IAA should respond to this offer and cooperate proactively with the SSRT on
issues of mutual interest. At the same time the IAA should continue to represent the interests of
other FM As which are not represented in the SSRT.

10.3.6 The Task Force believes that, in order to achieve the revised strategic objective, the lAA
should make its structure and due process of standard-setting more efficient and transparent and
incorporate the participation of other interested parties. The Task Force recommends the
creation of a standards board or committee, either within the |AA structure or as a separate body.
In this report the Task Force has addressed the key elements of the implementation structure and
the due process for setting model standards. However, further analysis and evaluation of the
financial and other implications will be needed before establishing such a board or committee,
bearing in mind the ultimate goal of the IAA with respect to the global acceptance of the model
standards. In addition, the IAA should prioritise its activities in developing model standards and
focus its limited resources on the most important and urgent areas at any particular time.
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10.4 Actionsfor Implementation

10.4.1 The Task Force understands that achieving the strategic objective as described will be a
large and challenging task. However, it is important to make strategic decisions soon, thus
allowing implementation to sart as quickly as possible. The Task Force believes that the IAA
should aim to meet the long-term objective by a series of gradual steps, reviewing the ultimate
objective along the way as needed in the changing environment.

10.4.2 The Task Force therefore recommends that the Council should request the Executive
Committee to prepare a more detailed proposal for implementation, requirements for congruence
and the period over which thisis to be achieved, in accordance with the strategic direction
decided by the Council. Progress should be reported to Council at each meeting.

10.4.3 The PrioritiesActions under the existing Strategic Objective 3 states “ Develop model
standards of practice”. This should be replaced by the actions listed in 10.4.4.

10.4.4 The Task Force recommends that the Executive Committee should take the lead in the
following actions, liaising with other IAA Committees as needed:
1. Definethe requirements for achieving different degrees of convergence in relation to
international actuarial standards and draft appropriate internal regulations.

2. Define, in cooperation with other IAA Committees such as the Insurance Regulation
Committee, the Insurance Accounting Committee, the Pensions and Employee
Benefits Committee and the Enterprise and Financial Risk Committee, a priority list
of the areas of actuarial work where convergent international actuarial standards are
needed or might be expected.

3. Prepare aproposal for anew structure and a due process for setting model standards
with regard to the following aspects:

a. Detailed considerations of the roles and mandates of the IAA, the FMAS, the
individual actuary who is a member of an FMA and other stakeholders, in the
light of the analysis of chapters 1-9 and item 5 of section 10.2;

b. Creation of a standards board or committee, either within the IAA structure by
adopting some of the proposals in paragraph 9.3.2, or as a separate body
fulfilling the characteristics in paragraph 9.3.1 to the extent appropriate,
including consideration of how such a process should be funded;

c. Review of the IAA Committee structure and due process for adopting model
standards, in the light of the approach decided under b), aiming for amore
efficient and user-oriented process; and

d. Develop ways of cooperating with IAIS, IASB, SSRT and other interested
parties in the standard-setting process and agree awork plan for actions to be
taken in conjunction with SSRT.

4. Inorder to exploit the pool of existing standards among FMAs, perform a congruence
analysis on those standards in the areas of assumption-setting, communications and
data quality, in cooperation with the SSRT and other standard-setters.
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10.5 Summary of Recommendations

In summary, the Task Force recommends that Council:

1

Adopts an amendment to its Strategic Objective 3 so that it becomes:

“ Establish, maintain and promote common standards of actuarial education and
common principles of professional conduct. Promote the development and issuance
of actuarial standards by FMAsin all jurisdictions and the global convergence of
actuarial standards.”

Adopts an appropriate interpretation of this amendment in accordance with items 1 to
5 in paragraph 10.2 above.

Requests the Executive Committee to carry out an analysis and make
recommendation as to whether the standards board or committee should be
independent of the IAA or part of the IAA, including consideration of the financial
implications and how they can be addressed.

In the light of the analysis at 3 requests the Executive Committee to make a proposal

including

a. The most appropriate structure, and governance and financial arrangements, for a
standards board or committee;

b. The complementary reformsin the |AA internal structure and due processes;

c. Requirements for achieving different degrees of convergence;

d. A priority list of areas of actuarial work for which the aim should be global
convergence of standards;

e. Ways of cooperating with the IAIS, IASB, SSRT and other interested partiesin
the standards setting process;

f. The period over which global convergence isto be achieved; and

g. Implementation measures.

Requests the Executive Committee to report regularly to Council on progress until the
work is complete.
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Appendix 1

Convergence of Actuarial Standards Task Force
Terms of Reference
Approved —6 March 2010

1. Membership
Membership is closed. The IAA Council appoints the chairperson and the Professionalism
Committee appoints the members.

2. Purpose

In order to support the development and implementation of the Strategy of the IAA, the Task
Force should develop a discussion paper onthe IAA strategy in respect to the international
convergence of technical actuarial standards. Notethat ethical standards are already convergent
because all IAA member associations follow the IAA requirements for Codes of Conduct.

3. Role
The Task Force should consider and make its recommendations on

- what the |AA’s strategic objectives should be in relation to the convergence of
actuarial standards,

- how these objectives fit with the proposed aims of the participants in the newly formed
Roundtable of Actuarial Standard Setters, and

- how the IAA can best further its objectives through a combination of the Roundtable
and its own committees and sections.

The Task Force should seek to learn whatever lessons are available from the recent experience of
the Groupe Consultatif (without hindering the urgent work being carried out by the GC in
relation to Solvency I1).

The Task Force should produce an interim report for discussion at |AA Council Meeting in Cape
Town in March 2010 and afinal report for approval by IAA Council in Viennain October 2010.

4. Decison-making authority

The Task Force operates within the lAA Statutes and internal regulations and works under the
general direction of the Professionalism Committee, that will subsequently make
recommendations to Council as appropriate.

5. Operational Matters

Frequency of M eetings:

The Committee meets by teleconference or electronic link up as required or at face-to-face
meetings, if practical. Decisions may be taken by e-mails.

Agendas and papers:
Meeting documents will be distributed electronically and are also available from the onthe IAA
web-site as practical.



Minutes:
Formal Minutes are not required.

Reporting on Committee Activities
- The Task Force should prepare areport to the Professionalism Committee and the
Council for their meetings in Cape Town in March 2010
- and afinal discussion paper for their meetings in Vienna in October 2010.

IAA Liaison:

- With the Committees on Professionalism, Insurance Accounting , Insurance
Regulations and Pensions and Employee Benefits in relation to the expectations and
demands of accounting standards and supervisory requirements for actuaries

- With other IAA Committees as required to undertake its role and activities. This will
include especially those Committees who also have a close relationship with the work
of the IAIS.

External Liaison:
None

Other operational matters:
None

6. Subcommittees, Working Groups and Taskforces Reporting to the Committee
None

45



Appendix 2

IAA Vision and Mission Statement, and Strategic Objectives

Vision Statement

The actuarial profession is recognized worldwide as a major player in the decision-making
process within the financial services industry, in the area of social protection and in the
management of risk, contributing to the well-being of society as awhole.

Mission Statement

The mission of the IAA, as the worldwide organization of actuarial associations, is:
to represent the actuarial profession and promote its role, reputation and recognition in the
international domain; and

to promote professionalism, develop education standards and encourage research, with the active
involvement of its Member Associations and Sections, in order to address changing needs.

Values Statement

The IAA adheres to the values of integrity, accountability, transparency, and objectivity when
dealing with Member Associations, other stakeholders and the public.
Strategic Objectives and Priorities/Action Plans

Strategic Objective 1

|dentify, establish, and maintain relationships with key supranational audiences and provide

them with actuarial input to improve the soundness of decisions being made on important issues

with a global impact.

Priorities/Action Plans

1. Identify and prioritize relevant supranational organizations with whom to establish and
maintain key relationships.

2. Bring key relationship bodies into contact with the relevant actuarial groups.

3. Build and maintain key relationships.

Strategic Objective 2

Facilitate the use and expansion of the scientific knowledge and skills of the actuarial profession,

including beyond the traditional areas of actuarial practice, to help enhance the scope,

availability, and quality of actuarial services offered by individual members of its member

associations.

Priorities/Action Plans

1. Identify and prioritize fields of practice and develop a program to support each area.

2. Create gtrong links with non-actuarial international organizations in “wider fields’. (linksto
Strategic Objective 1)

3. Promote the development of actuarial practice in Enterprise Risk Management, including the
development of a global designation/credential.
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Strategic Objective 3

Establish, maintain and promote common standards of actuarial education, common principles of

professionalism and model standards of actuarial practice for use by member associations

worldwide.

Priorities/Action Plans

1. Periodically review basic education standards to ensure they remain up to date.

2. Develop arecommended set of voluntary CPD guidelines.

3. Achieve acommon understanding of the principles of professionalism, including code of
conduct and disciplinary procedures.

4. Develop model standards of practice.

Strategic Objective 4

Support the development, organization and promotion of the actuarial profession in areas of the

world in which it is not present or is not fully developed.

Priorities/Action Plans

1. Help emerging and existing actuarial associations to develop.

2. Examine the feasibility of constructing and managing an International Actuarial Education
Program.

3. Facilitate the access to information and experiences from other countries, especially for
countries with a developing actuarial profession.

Strategic Objective 5

Provide a forum for discussion among actuaries and actuarial associations throughout the world.

Priorities/Action Plans

1. Encourage forums for actuaries to discuss global actuarial issues.

2. Encourage discussions between association Presidents.

3. Encourage not only worldwide, but also regional contact and cooperation among member
associations.

© 2008 International Actuarial Association / Association Actuarielle Internationale IAA
Strategic Plan Approved 4 novembre 2008
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Appendix 3

Types of Actuarial Standards: Definitions by the Groupe Consultatif?

3. Publicinterest ssandards

3.1 Qualification standards

3.1.1 We consider that the qualifications necessary for carrying out the actuarial function should
include education, specific knowledge of the technical aspects of the work of the actuarial
function appropriate for the company for which an individual isto carry out the function,
experience requirements and standards for continuing education.

3.2 Ethical sstandards

3.2.1 We believe that the ethical standards could be based on the Groupe Consultatif’ s Code of
Professional Conduct. Thisisalready in place in the actuarial profession throughout the EU,
since Full Member Associations of the Groupe are required to have a code of conduct which
complies with the Groupe's code as a minimum. Some aspects of the Groupe’ s Code may not be
directly relevant to the role of carrying out the actuarial function and some we are suggesting
would be covered under other headings, such as qualification standards and governance
standards. We suggest that the following would be an appropriate minimum set of ethical
standards for the individuals carrying out the actuarial function:

3.3 Governance standards

3.3.1 Governance standards concern relationships of the actuarial function with the Board and
senior management of the company and with other functions such as risk management and audit.
They include some elements which might be considered to be akin to ethical standards and some
which will facilitate the ability of the persons carrying out the actuarial function to do the job
effectively. Some will need to be made an obligation on insurance undertakings as well as
individuals carrying out the actuarial function and there may need to be safeguards in legislation
to protect those who speak out (seeitems 5 and 6 below). We recommend that they might
include the following:

1. A person carrying out the actuarial function shall have direct access to the Board of
the company, as well asto the senior management, and to any higher level Boards
(for example at the group level) which exercise significant influence on the company.

2. A person carrying out the actuarial function shall work closely together with the risk
management function of the company and with other relevant internal functions.

3. A person carrying out the actuarial function shall liaise and co-operate with auditors
and regulators.

4. Thework of the actuarial function shall be subject to adequate checking and quality
control.

5. Intheevent of a person carrying out the actuarial function having serious concerns
about the financial soundness of the company, or about the fair treatment of
policyholders, and having exhausted appropriate channels within the company for

2 Extract from the paper Professional Standards for the Actuarial Function under Solvency 11, submitted to CEIOPS
on 29 September 2009.
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registering these concerns, such as to the Supervisory Board where there is one, he
or she shall report the concerns to the relevant regulator.

6. A person carrying out the actuarial function shall have legal and regulatory
protection for reporting under 5 above, should that become necessary.

3.4 Communication standards

3.4.1 The Groupe Consultatif believes that good communication will be vital to the effective
exercise of the actuarial function. Both style and content of any communication should be
appropriate to the particular audience. Thiswill apply to any actuarial report and in particular to
reports accompanying the calculation of the technical provisions and risk modeling and also to
the statements of opinion required of the actuarial function in respect of the overall underwriting
policy and the adequacy of reinsurance arrangements. We recommend that an appropriate set of
communication standards should cover matters such as:

explanation of the scope and purpose of any report

comprehensibility

completeness

transparency

independence

accountability

4 Technical standards
4.1 Interpretative standards

4.1.1 Onerole for technical standards could be to provide more detailed interpretation of
legislation, regulations and implementing measures or to deal with additional matters which are
not covered by the implementing measures. The Groupe Consultatif believes that such
interpretation may prove necessary, but that in general it should be the role of the supervisors,
either at the national level or at the EU level, to provide this sort of interpretation. Technical
standards developed by the actuarial profession should not impose additional legal requirements.
However, there may be a need for some form of interpretative facility to be provided by the
Groupe Consultatif, such as access to discussion groups, frequently asked questions, etc. and
possibly a standing committee to moderate and guide such discussions.

4.2 Technical implementation standards

4.2.1 We believe that it isimportant to be clear on what is understood by *technical
implementation standards' as there are many different perspectives on how far-reaching these
should be and whether they should simply set out some broad principles or provide detailed
guidance on different aspects, for example to cover each of the nine areas of responsibility of the
actuarial function, as set out in Article 48(1).
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Appendix 4

Standard Setters’ Round Table— A Short History

The first meeting of the Roundtable took place in June 2009. The idea for a Roundtable had
come from Paul Seymour, the first chairman of the Board for Actuarial Standards (BAS) in the
UK. BAS had been established following the Morris Review as a body which would set
technical actuarial standards for UK actuarial work and was independent of the UK actuarial
profession.

For the first meeting, Paul invited representatives from the actuarial standard setting bodiesin
USA, Canada and Australia, together with arepresentative of the lAA. The Roundtable was, and
still is, a discussion forum, with none of those attending having the power to make commitments
on behalf of the bodies they represent. The initial meetings involved exchanges of information
on how the various standard setting organizations operated and exchanges of views on current
issues.

At the second meeting in October 2009, Jm Sutcliffe had replaced Paul Seymour as the
chairman of BAS and an invitation to attend had been extended to the Groupe Consultatif, since
they had become involved in proposals for setting standards in connection with Solvency Il in
Europe. At the end of this meeting, it was agreed that there was no point in continuing to meet
just to talk and the group needed a specific purpose in order to make it worthwhile continuing. A
set of draft objectives was produced, focusing on trying to achieve gradual convergence of
actuarial standards (particularly in relation to revised IFRS in the short term), with along term
aspiration of trying to achieve common, or congruent, actuarial standards internationally.

For the IAA meetings in Hyderabad in November 2009, a paper was prepared by Michael
Pomery, chair of the IAA Professionalism Committee who had attended the first two Roundtable
meetings as representative of the IAA, for consideration by the Professionalism and Executive
Committees. Thisled to a set of recommendations from the Professionalism Committee to the
Executive Committee, which in turn led to the EC taking the following decisions:

a. Toinvite the Roundtable to hold its meetings in future at the sametime as IAA

committee meetings, starting in Cape Town, while recognising that the Roundtable is
not an IAA Committee, but an independent group.

b. To offer the services of the IAA secretariat to provide full secretarial support for the
Roundtable.

c. To set up the Taskforce on Convergence of Actuarial Standards to consider the IAA’s
strategic objectives and future role in relation to this important topic and to consider
the IAA’srole in relation to the Roundtable

d. Toreques that the Roundtable extend the number of countries invited to attend its
meetings

The Roundtable held a third meeting in January 2010 at which its own objectives were discussed
and it began to collect information on the standard setting processes in different countries. It was
decided to explore the problems in trying to achieve convergence by looking in detail at one
small area of standard setting and for this purpose it chose the specific topic of setting mortality
assumptions for life insurance reserving.
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The Roundtable accepted the offersin a), b) above and the request in d) above and duly held its
fourth meeting in Cape Town alongside the IAA committee meetings. Representatives attended
from France, Germany, Holland, Mexico and Japan (and it was agreed to invite representatives
to the next meeting from Switzerland and the UK Actuarial Profession, which continues to have
a standard setting role for areas not covered by BAS). The results of the survey on setting
mortality assumptions were considered and work is proceeding to see what lessons can be
learned in the context of trying to achieve convergence. A second similar project has been
initiated on another small area, claims reserving for motor insurance. A separate project has
begun on identifying different purposes for setting standards.

The Roundtable has also begun to develop some more formal “rules of engagement”. Draft
terms of reference are being drawn up and it has been agreed that the chairman should rotate
annually, the first chair being Dave Pelletier from Canada. After considerable debate, the
following objectives are close to being adopted:

Mission and Purpose

The mission of the SSRT is to achieve globally accepted actuarial standards over an
appropriately long timescale. Globally accepted actuarial standards encompass both national
standard-setters reporting substantial congruence with the model standards (presumably, but not
necessarily, published by the IAA) and national standard-setters adopting the model standards.
Globally accepted actuarial standards do not require all national standard-setters to adopt the
model standards.

The purpose of the SSRT is to provide a forum for leading national standard-setters that will
facilitate achieving this mission.

Role
The roles of the SSRT encompass the following:

To identify the purpose of actuarial standards, both core values acceptable to al members,
and other values espoused by only some members.

To identify common principles and practice in existing national standards and seek ways to
reflect the appropriate ones in all national standards.

To identify gaps which could be filled by common standards, for example in relation to the
planned revision of IFRS 4.

To encourage the 1AA, following full consultation and discussion with existing standard-
setters, to develop and adopt one or more model standards suitable for adoption in all major
jurisdictions. For the avoidance of doubt full consultation means sharing drafts, and possibly
meeting, before the first exposure draft is published to achieve a draft that standard-settersin
some or all major jurisdictions can consider adopting.

In case the IAA is unable to achieve adequate consensus on the timely development of a
standard, to provide a forum within which some or all of the member standard-setters could
agree to discuss the development of common or model standards.

To encourage those organizations issuing standards to seriously consider achieving
congruence with such model standards by adopting changes (if necessary) to their existing
standards or adopting such model standards, with minimal modification.
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Appendix 5

[llustration of the Application of I nter national M odel Standards

Thisisan illustration of the application of international standardsto aid in considering
the implications of the introduction of standards that would apply to multinational
situations.

The illustration we have used in this document is where an FMA actuary is asked to
perform professional services in the preparation of an insurer’ s financial statements.
These may relate either to the regulatory basis for disclosure and/or on an IFRS basis.
Similar situations would apply in regard to other types of international work in which an
FMA actuary may become involved.

In the first illustration, the reporting entity, the insurer, is incorporated within a specific
jurisdiction. The reporting entity has no business outside that jurisdiction but wishesto
raise capital outside the jurisdiction. The insurer’s accounting policy statesthat it is
reporting on |FRS without amendment. The FMA in that jurisdiction has issued its own
standard based on the IAA model standard but with modifications, and the FMA actuary
isonly amember of that FMA. The status of the FMA actuary may be an employee,
preparer, reviewer, officer, director, or an external adviser, including an auditor. The
FMA actuary would be clearly performing work in that jurisdiction for regulatory
purpose disclosures and would be expected to complete the work in accordance with the
Code(s) of Professional Conduct and/or other rule(s) or standards that apply in that
jurisdiction. The FMA actuary may or may not be performing the work “in that
jurisdiction” for accounting purposes. The FMA actuary would be exposed to discipline
by the FMA in both cases. The entity wants the accounting work completed in
accordance with the lAA model without modifications.

The alternatives for the FM A actuary would appear to be
1. To perform the professional services using the IAA model standard and so

disclose.
2. To perform the professional services using the FMA local actuarial standard and
S0 disclose.

3. To perform the professional services using the FMA local actuarial standard as
being in accordance with local actuarial practice and then to determine on the
basis of the IAA model standard and disclose the difference.

Option one would appear appropriate if the work is considered under the FMA standards
to be outside the jurisdiction. Option two would be appropriate if the FMA standard
considers it to be work within the jurisdiction and restricts the FMA actuary regarding
what is accepted actuarial practice. Option three, if allowed under the FMA standards,
would appear to provide the information for both parties but the client may not be
prepared to pay for the additional work.

In the second illustration let us make the reporting entity a multinational which has a
number of subsidiaries in a number of countries. The multinational accounting policy
statesthat it is reporting on |FRS without amendment. The subsidiaries also statein
their accounting policy they are reporting on IFRS without amendment. Let us further
assume
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1. The multinational is domiciled in country A, and the FMA in country A (FMA-A)
has issued its own standard based on the |AA model standard but with
modifications, and the FMA actuary is only a member of that FMA.

2. The multinational provides a directive to the international actuarial staff they will
apply the standard adopted by FMA-A.

3. A subsidiary isdomiciled in country B and FMA-B has issued its own standard
based on the IAA model standard but with different modifications.

4. The subsidiary isrequired by the FMA-B standard to use that standard for
domestic reporting.

S0, assuming there is a material difference, the FMA actuary in country B may be signing
one set of numbers for IFRS locally and providing a different set of numbers for the
consolidated version for the FM A actuary in country A to sign off, but all under the same
accounting policy. How the FMA standards based on the IAA model standard interacts
interms of what is local and what is outside will be an issue. At a minimum there will be
a need to reconcile the two numbers. When considering enforcement the two members
may be subject to different disciplinary systems. It would of course be preferable if such
situations do not arise.

It is noted that, in the illustration used, because | FRS allows the use of many aspects of
national accounting standards for insurance contracts under Phase 1, thisimpliesthere are
currently no conflicts with local actuarial standards at thistime. The matter will become
more of an issue when a new international |FRS standard replaces IFRS 4, if the IAA
issues a model standard and if FM As adopt it with different modifications.

The interaction of rules of professional conduct, local actuarial standards and the

organization that promulgates model international actuarial standards must be considered
by the FMA actuary in regard to the professional services they intend to perform.
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