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editorial

Thinking a LoT    
abouT Risk LaTeLy, Too

by JAmes rAmenDA

soA presIDent brAD smIth made 

some thought-provoking comments in 

a recent Letter from the President (The 

Actuary, February/March “The Nature 

of Risk”). In particular, as a result of his 

“thinking a lot about risk lately” he pointed 

out some potentially uncomfortable realities 

concerning hoped-for avenues of growth for 

the actuarial profession:

•	  A sample of very large insurance 

companies’ CROs shows that only 

about one-third were credentialed 

actuaries.

•	  To date, the CERA designation is still 

working toward one of its original 

purposes: to broaden the designation’s 

appeal to a meaningful number of 

non-actuarial professionals.

•	  Research indicates barriers to entry for 

actuaries in pursuing enterprise risk 

management (ERM) in nontraditional 

areas, including a perception that 

our education is not relevant to non-

insurance related industries.

Among the conclusions was that these facts 

suggest a re-examination of an idea that 

has enjoyed some prominence in the past 

decade, i.e., that actuaries can penetrate 

non-insurance-related ERM (the example 

given being ERM for a hypothetical candy 

bar manufacturer—I use airlines when 

discussing this possibility, myself). A 

corollary conclusion was that growth may be 

more readily achieved by increasing focus 

on the markets we currently serve.

I’ve spent about 30 years in nontraditional 

work, including my current job designing 

and marketing risk management systems 

for hedge funds, so I’ve been thinking a lot 

about risk lately, too. Now, one might expect 

a “nontraditional actuary” to take issue with 

the foregoing conclusions. However, my 

experience suggests that President Smith’s 

points are not only well-founded, but if 

anything, they could be expanded to include 

some of the broader challenges facing our 

members and our brand.

More specifically, I think the prospects in 

new and/or non-traditional areas are in some 

ways a reflection of trends in the traditional 

insurance and pension areas and therefore 

must be addressed together. I believe that 

even well before the financial crisis, many 

of our members’ traditional employers had 

reached a very mature stage as a result of 

the maturing demographics of their end-

customers. Top-line growth flattened out in 

many lines of business. Where there was 

high growth it was sometimes accompanied 

by large losses, such as occurred in early 

long-term care products and certain forms of 

variable annuities.

It’s logical that as end-customer-driven 

demand for our traditional employers slows, 

so too, does these employers’ demand for 

actuarial services. The good news is that 

the actuarial profession is not suffering 

the full effects of this slow-down in end-

customer demand because there is currently 

a boom in “process-driven growth,” i.e., 

new opportunities arising from regulatory, 

governance and financial reporting processes.

While there is no substitute for strong end-

customer demand, process-driven demand 

does have its attractions. Just consider 

what process-driven demand has done for 

the accounting profession in the form of 

Sarbanes-Oxley. CPAs are now an integral 

part of the corporate governance process. 

Any process that absolutely requires a 

professional’s signature can be very good 

for that profession, at least in the short term.

But process-driven demand has disadvantages 

as well:

•	  Because it brings costs and complexity 

to businesses, it rewards scale and 

consolidation, rather than development 

of new products and markets.
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•	  With consolidation large companies 

grow larger, but fewer in number, with 

a net reduction in higher-level jobs 

industry-wide.

•	  Smaller entrepreneurial companies 

are disproportionately burdened, 

reducing opportunities for some of our 

most creative members.

•	  Some may view the nature of process-

driven work as less intrinsically 

rewarding than market-driven work.

Also, while it is tempting to think of the 

ratcheting-up of regulatory and reporting 

complexity as the very embodiment of the 

mythical “Actuaries’ Full-Employment Act,” 

the ultimate outcome can be far different. 

Actuaries of my vintage can remember 

the ERISA boom that was to guarantee the 

careers of anyone working with private sector 

defined-benefit plans. In retrospect, ERISA 

actually foreshadowed the peak of employer 

willingness to offer private sector defined-

benefit plans. Likewise, perhaps, there may 

currently be big opportunities at the outset 

of U.S. health care reform, but in the long 

term it is easy to imagine scenarios (e.g., 

single payer) that would greatly decrease 

the demand for health insurance actuaries. 

And while all the solvency and accounting 

changes on the way may create voluminous 

initial work for some, they may also cost 

others their jobs permanently by reducing the 

returns available to their employers.

I see a connection between demand in 

the traditional industry environment 

and President Smith’s concerns over the 

prospects for actuaries in new areas like 

broader risk management. My experience 

is that at least some CERAs, as well as many 

nontraditional actuaries, in general, have 

pursued those directions not because they 

wish to avoid traditional actuarial work, but 

rather because the market for such work has 

changed in the ways indicated above.

So I think we must not only re-evaluate the path 

to growth in new areas, but also examine the 

growth trend in traditional areas. Too often it 

seems to me that we have defined our growth 

in terms of supply, e.g., number of new fellows 

or exam-takers, and not by the demand for 

our services. In this column I’ve speculated on 

the trends in demand, both the level and the 

nature of the demand, but this is simply my 

own conjecture. I think we need to get a better 

understanding of the future demand side of 

the equation in both new and traditional areas 

in order to determine how best to protect and 

build our brand for 

our current members, 

as well as being 

realistic regarding the 

standards for students 

and helping them 

understand the prospects they can expect.

The financial crisis punctuated an era of 

significant change in the business models 

and fortunes of many of our profession’s 

traditional employers. It also accelerated 

the rise of ERM and spawned new areas of 

process-driven demand for actuarial services, 

even as it further pressured end-consumer 

driven demand. As I agree with President 

Smith’s call for a re-examination of our 

potential new avenues for growth, I see the 

issues involved in this effort and the issues 

facing traditional areas as two sides of the 

same coin, both looking vastly different than 

most would have thought 10 years ago, both 

facing challenges worth a closer look.  A

James remenda, FsA, CerA, is senior vice president, 

Enterprise Risk, SS&C Technologies, Inc. He is also a former 

chairperson of the Entrepreneurial Actuaries Section and 

serves on the Project Oversight Group for the Developing 

Demand for Actuaries project. He can be contacted at 

jramenda@sscinc.com.

James ramenda

New SOA  
GEnERAL InSuRAnCE  
FELLOWSHIP TRACK

Learn more at http://www.soa.org/general-insurance/

COMInG In FALL 2013. 
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letter From the President

PRofessionaLism  
by brADley m. smIth

Whether InterVIeWIng a prospective 

employee or potential consultant, 

employers/clients want to learn three 

important pieces of information about you.

First, the obvious. They want to know 

whether you are capable of doing the 

job. Like many boys growing up, I 

wanted to be a major league baseball 

player. Unfortunately, my inability to hit 

the curveball kept me from realizing that 

dream. I did not meet the first criteria. 

Specifically, I could not do the job.

Second, they want to know whether you 

have integrity. A few years ago I went to 

the Web and did an Internet search of the 

word “integrity.” Please, no jokes about a 

baby boomer searching for integrity on the 

Web. I did find a working definition that 

appealed to me. Unfortunately, I am unable 

to attribute it to its author. Nonetheless, 

“integrity” was defined as, “Doing the right 

thing even when no one is looking.” When 

you think about the scandals of the past, 

be it Watergate, Enron/Arthur Andersen 

or Bernie Madoff, this definition seems to 

fit well. Consequently, the second piece 

of information all prospective employers/

clients want to know about you is, can I trust 

you to do the right thing even when no one 

is looking?

The third and final piece of information they 

want to know is, do you have enthusiasm for 

the job? Today, the world is so competitive; 

you will not be able to commit the time and 

effort necessary to succeed unless you truly 

love what you are doing. I am fortunate in 

that I love what I do professionally. I always 

have. It is what I would choose to do if I 

didn’t have to work for a living. In some 

real respect, I have never “worked” a day 

in my life; other than the summer before 

entering college when I worked on a hot 

tar roofing crew! Consequently, putting in 

the effort necessary to get the job done has 

never been an issue with me. This is what 

potential employers/clients are looking for.

I frequently speak to college students. One 

question I hear quite often is: “Do grades 

matter?” If you accept the premise that 

all potential employers want to know the 

three things outlined above, of course 

grades matter! They matter because they 

specifically address question 1 (do you 

have the necessary ability to perform 

the job?) and question 3 (do you have 

enthusiasm for the job?).

I recently had a college graduate ask 

me to do a “mock interview” with him 

before he went into his real interviews. I 

asked him to send me his résumé and his 

college transcript. Turns out he was a very 

mediocre student, receiving C’s in many of 

the subjects in his major. I had to be honest 

with him. If he were interviewing with me, 

I would ask him one question: “Given your 

performance in college, are you average/

mediocre or did you just not care?” It has 

to be one or the other, right? Either he did 

not have the capability to perform at a high 

level in his given field of study or he wasn’t 

willing to make the effort to excel.

It is difficult to answer question 2 (do you 

have integrity/will you do the right thing 

even when no one is looking?) affirmatively. 

However, you can prove that you do not/

will not. How so? Cheat. Based upon recent 

reports it appears that cheating is rampant 

on our college campuses. Yet, cheating is a 

losing path, whether you get caught or not. 

If you are caught, you cannot answer the 

second question positively. If you are not 

caught, you may be hired by an employer/

client who believes you have more capability 

than you actually have, leading to inevitable 

disappointment on their part.
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bradley m. smith

Early in my career Milliman was engaged 

to conduct an appraisal of a life insurance 

company that was being sold by its founder 

for estate planning purposes. As a consultant 

on that assignment I was privileged to meet 

and work with the founder of the company 

and, over the years, we became friends. 

Many years later, in his early 80s, he decided 

he wanted to re-enter the life insurance 

business and asked us to look for a company 

that he could purchase. A few months later, 

we had identified a prospective company 

for him to purchase. We were discussing 

specific aspects of the potential target with 

his other advisors late one Friday evening. 

The problem with clients in their 80s is 

that most of their advisors tend to be in 

their 80s (your humble author being the 

exception). On this particular Friday night 

his (older) advisors were arguing against 

any transaction. Their arguments ran along 

the following lines; He didn’t need the 

hassle … He shouldn’t risk his capital … He 

should rest and take it easy … The problem 

was, he was tired of taking it easy. He 

loved running and building an insurance 

company and wanted to do it again!

As the night wore on it became obvious 

that we were not going to resolve 

whether or not to proceed. I suggested 

we re-convene Monday morning after we 

each had an opportunity to think about 

it over the weekend. Everyone agreed. I 

went home exhausted and immediately 

crashed. I woke up around 3 o’clock the 

next morning thinking about the possible 

transaction. Knowing that I would not get 

back to sleep I got up, went to the gym and 

worked out, headed to Denny’s for a quick 

breakfast and then ended up in the office 

around 5:30 on Saturday morning. Never 

before had I been in my office at 5:30 on 

a Saturday morning. I was thinking about 

the transaction when my phone rang about 

6 a.m. I thought it was Karen, my spouse, 

asking what the heck I was doing in the 

office. It wasn’t. The caller was my elderly 

client. He immediately started talking about 

the transaction and we continued to talk 

until about 9 a.m., by which time he had 

decided to proceed with the transaction.

As we were wrapping up, I asked him if he 

had called my house earlier, assessing how 

I would deal with an irritated spouse who 

had answered a call from a client at 6 a.m. 

on Saturday. I will remember his response 

until the day I die.

“Of course not. I knew you would be in the 

office.”

As I said earlier, I had never been in the 

office at 6 o’clock on a Saturday morning 

in my entire career!

He is a client who will never engage the services 

of a competitor. He will never negotiate a 

reduced billing rate (although he always 

chides me over the level of actuarial billing 

rates) —not unexpected for an individual who 

grew up dirt poor during the Depression.

What are we talking about?  We are 

talking about being a professional. What 

are the attributes of professionalism?  

Specialized knowledge/capability. Personal 

integrity. Commitment to completing the 

assignment. Courtesy.

A quick review of the 

Code of Professional 

Conduct adopted by 

each of the five U.S.-based 

actuarial organizations 

reinforces this notion:

Precept 1: An actuary shall act honestly, 

with integrity and competence, and 

in a manner to fulfill the profession’s 

responsibility to the public ...

Precept 2: An actuary shall perform 

actuarial services only when the actuary is 

qualified to do so …

Precept 4: An actuary who issues an 

Actuarial Communication shall take 

appropriate steps to ensure that the Actuarial 

Communication is clear …

Precept 7: An actuary shall not knowingly 

perform Actuarial Services involving an 

actual or potential conflict of interest 

unless the actuary’s ability to act fairly is 

unimpaired and there has been disclosure 

of the conflict …

Precept 8: An actuary who performs 

Actuarial Services shall take reasonable 

steps to ensure that such services are not 

used to mislead other parties …

Precept 9: An actuary shall not disclose 

to another party any confidential 

information …

An actuary shall act honestly, with integrity 
and competence …
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Precept 10: An actuary shall perform 

actuarial services with courtesy and 

professional respect …

If you are a member of any of the five U.S.-

based actuarial organizations you are bound 

by the Code of Professional Conduct. That is 

reason enough to comply.

However, it is not the only reason. Hopefully, 

as this column demonstrates, there is an 

equally compelling reason:

The marketplace wants someone with 

specialized knowledge and capability.

The marketplace wants someone it can trust.

The marketplace wants someone committed 

to completion of the assignment.

The marketplace wants someone who 

communicates clearly and is pleasant to 

deal with.

The marketplace wants professionals.  A

bradley m. smith, FsA, mAAA, is president of the Society 

of Actuaries. He can be contacted at bsmith@soa.org. 
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Around the globe

The evoLuTion of  
acTuaRiaL educaTion  

by John I. mAnge

I WAs 16 yeArs olD when I first heard the 

term “actuarial science.” Intrigued, I wrote to 

the Society of Actuaries (SOA)—there was no 

beanactuary.org in those days—and learned 

that you had to be good at mathematics, 

and you had to pass some exams. My father 

had passed away about two-and-a-half years 

earlier. He left my family well-provided for, 

and actuaries, I also learned, had something 

to do with that.

The work of actuaries affects people’s lives. 

What we do matters in a deep and abiding 

way to families like mine and, more generally, 

to society. As I considered whether or not 

being an actuary was right for me, I thought 

about a lot of things, but I didn’t think once 

about what it means to be a professional or, 

for that matter, what a profession is.

“Professions are occupations with special 

power and prestige. Society grants these 

rewards because professions have special 

competence in esoteric bodies of knowledge 

linked to central needs and values of the 

social system, and because professions 

are devoted to the service of the public, 

above and beyond material incentives.”1 

We acknowledge our duty to the public 

in Precept 1 of our Code of Conduct: “An 

Actuary shall act … in a manner to fulfill the 

profession’s responsibility to the public. ...”2  

But it is not just individual actuaries who 

have this duty. We share this duty collectively 

through our membership in the SOA. Integral to 

fulfilling this duty as a profession is optimizing 

how we educate and admit the next generation 

of actuaries to the SOA. Today, of course, 

we rely primarily on a self-study educational 

model enhanced last decade by electronic 

educational and assessment modules, e.g., the 

Fundamentals of Actuarial Practice, that most 

candidates supplement through the purchase 

of study guides, flash cards, and more. How 

did we get here?

Founded in 1889, the Actuarial Society of 

America (ASA), a forerunner of the Society 

of Actuaries, formed its first examination 

committee in 1896.3 It set one examination 

for associateship and another for fellowship. 

Soon thereafter, the profession began 

to consider how best to educate future 

actuaries. In 1905, Arthur Hunter, a member 

of both the Faculty of Actuaries and the 

ASA, offered suggestions4 regarding how 

to help actuarial students progress through 

the examinations and how to better prepare 

them for their careers, including:

•	  “Giving them the tools of their 

profession which include the 

Transactions of the Actuarial Society 

... the Institute of Actuaries’ Text-Books 

… and many other volumes.”

•	  Adding subjects to the syllabus such as 

finance, banking, pensions and a more 

thorough treatment of accounting.

•	  Encouraging actuaries to structure 

work assignments for their aspiring 

students as educational opportunities.

•	  Arranging monthly lectures on 

subjects not covered adequately in the 

textbooks. “These lectures might then 

be published as the ‘Text-Book of the 

Actuarial Society of America.’”

In 1910, the ASA published its first course of 

reading. By then, there were four associateship 

and two fellowship examinations. In short, 

expanding the course of reading and finding 

ways to supplement our self-study model 

of actuarial education has been part of our 

culture almost from the beginning.

Our self-study model was, then, the only 

practical approach to educating future 

actuaries. In the ASA’s earliest days, very few 

universities offered actuarial programs of any 

kind.5 By the 1950s, a number of universities 

had taken notice of the actuarial profession 

and had begun to offer actuarial courses, but 

even then, relatively few individuals began 

their actuarial education at university.

By the late 1960s and for much of the 1970s, 

consideration was given to an “alternate 



route” to associateship. In his 1969 presidential 

address, Wendell Milliman, then president of 

both the SOA and the American Academy of 

Actuaries (Academy), described this proposal 

as granting Academy credit for the first five 

examinations of either the SOA or the Casualty 

Actuarial Society (CAS) to individuals who 

had earned a master’s degree in actuarial 

science at an “accredited institution” and 

who also passed a single comprehensive 

examination covering the appropriate 

subjects. In his 1975 presidential address, 

Charles Trowbridge commented on the “very 

unusual relationship” between the actuarial 

profession and the academic world. “We put 

little or no emphasis on academic degrees, 

and we have no university-connected actuarial 

schools giving the equivalent of M.D. or J.D. 

degrees. … [W]e rely on a professionally run 

(as opposed to academically run) education 

and qualification system.” He went on to argue 

that the alternate route would strengthen the 

ties between the profession and academia 

and thereby enhance the reputation of the 

profession. Two years later, the Advisory 

Committee on Education and Examinations, 

which had initially supported the alternate 

route, withdrew its support, and the debate 

about an alternate route ended.

The idea of granting exam credit for some 

university course work has been discussed 

from time-to-time since then, but it has never 

been adopted by the SOA.

Other professions take a different approach to 

determining who to admit as new members. 

The legal and medical professions, for example, 

require aspiring lawyers or doctors to take 

challenging examinations—the Law School 

Admissions Test and the Medical College 

Admissions Test, respectively—before they 

begin their formal legal or medical training. 

Assuming they score well enough on these 

examinations, they will spend years preparing 

for their careers in highly focused graduate 

programs. Aspiring doctors in the United States 

must pass two examinations—the United States 

Medical Licensing Examinations (USMLE) Steps 

1 and 2—by the time they complete medical 

school. Following that, they participate in an 

apprenticeship program (called a residency) 

during which they must pass a third examination, 

the USMLE Step 3. Only at that point are they 

able to apply for an unrestricted license to 

practice medicine. The route for lawyers is 

simpler. Once they have successfully completed 

law school, they need only pass a state bar exam 

to become licensed as a lawyer.

Outside North America, the actuarial profession 

has moved toward granting examination 

credit for some university work at accredited 

universities. The Institute of Actuaries of 

Australia has offered exam credit for some 

university work since 1968. The Institute and 

Faculty of Actuaries in the United Kingdom 

have accredited entire actuarial programs 

since 2006. They have offered exam credit for 

some university work for many years.

In 1973, the Canadian Institute of Actuaries 

(CIA) became a cosponsor of the 

examinations administered by the SOA. To 

a CIA candidate, this meant that a portion of 

the CIA’s qualification requirements could 

be met by passing certain SOA examinations. 

In late 2011, the CIA announced its decision 

to offer an additional pathway to meeting 

its qualification requirements. “Beginning 

September 2012, approved universities can 

offer courses giving students the option of 

applying to the CIA to gain exemptions from 

writing certain Casualty Actuarial Society/

Society of Actuaries (CAS/SOA) examinations 

leading to associate and fellow status in 

the CIA.”6 Among the reasons for offering 

an additional pathway was “The option of 

exemptions from exams … will open up the 

profession to a broader range of potential 

actuaries by increasing interest in actuarial 

science among students across Canada.”7 The 

CIA clearly perceives that a university-based 

pathway will better serve the Canadian public 

by expanding interest and attracting more 

highly qualified candidates to the profession.

Whether you agree or disagree with the CIA’s 

reasoning or decision, it is a noteworthy event 

in North American actuarial education. I 

encourage you to read more about the CIA’s 

new pathway in Rob Stapleford’s article found 

on page 14 in this issue of The Actuary.  A

John I. mange, FsA, mAAA, is president, Health 

Reinsurance Management Partnership, in Danvers, Mass., 

and also general chairperson, SOA Education Executive 

Group.  He can be contacted at jmange@hrmp.com.

EnDnOTES
1 Larson, Magali Sarfatti, The Rise of Professionalism: 

A Sociological Analysis, Berkeley, CA: University 

of California Press, 1978, p. x.
2 Adopted by all five U.S. actuarial organizations 

and effective Jan. 1, 2001, Precept 1 states in full 

“An Actuary shall act honestly, with integrity and 

competence, and in a manner to fulfill the profes-

sion’s responsibility to the public and to uphold 

the reputation of the actuarial profession.” Rule 

1 of the Canadian Institute of Actuaries’ Code of 

Conduct is similar.
3 Much of the history of actuarial education here 

is drawn from Chapter VII of Our Yesterdays: 

the History of the Actuarial Profession in North 

America, 1809–1979 by Ernest Moorhead and 

published by the Society of Actuaries, 1989.
4 Hunter, Arthur, “Some Suggestions Regarding the 

Education of Actuarial Students and the Future 

Activities of the Society,” TASA 9, 26.
5 The first university-based actuarial courses in 

North America were delivered at the University of 

Toronto in 1875. It was not until 1902 that univer-

sity-based actuarial courses were even offered in 

the United States—at the Universities of Michigan 

and Iowa. 
6 Document 211117 of the Canadian Institute of 

Actuaries can be found at http://www.actuaries.

ca/members/publications/2011/211117e.pdf.
7 Ibid.
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The canadian insTiTuTe of acTuaRies 
univeRsiTy accRediTaTion PRogRam  

by rob stApleForD

the CAnADIAn InstItute oF 
ACtuArIes (CIA) is the national organization 

of the actuarial profession in Canada. Member 

driven, the Institute is dedicated to serving 

the public through the provision of actuarial 

services and advice of the highest quality by 

the profession. The Institute holds the duty of 

the profession to the public above the needs 

of the profession and its members as one of its 

Rules of Professional Conduct.

The CIA promotes the advancement of the 

actuarial profession in Canada through 

research, sponsors programs for the 

education and qualification of members and 

prospective members, ensures that actuarial 

services provided by its members meet 

extremely high professional standards, is self-

regulating and enforces rules of professional 

conduct, and is an advocate for the profession 

with governments and the public in the 

development of public policy.

In light of these areas of focus and the need 

to respond to and anticipate changes in the 

business environment, the CIA wishes to 

ensure that the profession continues to evolve 

and meet the needs of future generations 

of actuaries in Canada. In response to 

this challenge, the Institute is focused on 

how the profession can attract the best 

and brightest talent to the profession now, 

to build a strong, unified, and sustainable 

Institute over the long term. One component 

of this strategy is how the Institute educates 

and qualifies members.

The CIA recognizes the education and 

examination systems of the Society of 

Actuaries and the Casualty Actuarial Society 

towards fulfilling the eligibility requirements 

for the ACIA and FCIA designations, and 

values the good relationships that it has 

with its education partners. The CIA also 

recognizes the education and examination 

systems of other organizations through 

mutual recognition agreements. The CIA 

supplements these outsourced aspects 

of education and examinations with 

additional Canadian-specific content at 

the fellowship level, through its practice 

education course (PEC), and continuing 

professional development requirements. 

To further enhance the existing education 

and qualification processes, the Institute 

identified an opportunity to better leverage 

the high quality actuarial education offered 

in Canadian universities.

A great deal of work has been completed 

over the past three years by the Institute. An 

accreditation committee (AC) was formed in 

2010 with the mandate to build upon the work 

that had been completed on accreditation, 

and to implement an accreditation program 

in Canada. The AC worked with the CIA 

staff to develop and implement the Institute’s 

university accreditation program (UAP). 

In order to have input from its education 

partners, representatives of the Casualty 

Actuarial Society (CAS) and the Society of 

Actuaries (SOA) were invited to join the AC 

as observers.

The goal of the UAP is to provide exemptions 

for some preliminary examinations while 

maintaining the strong standards of the exam-

based entrance to the profession. The CIA 

believes that the UAP will allow for a rich 

and rewarding university experience that will 

make travel time to the FCIA designation 

more predictable and produce stronger, 

more capable actuaries for the future. The 

UAP policy, approved by the CIA board in 

March 2011, provides for exemptions for 

exams FM/2, MFE/3F, MLC/3L and C/4. No 

exemptions are available for the probability 

exam. Students will be required to complete 

the examination of the SOA/CAS/CIA for 

exam P/1 as well as the fellowship exams, 

modules and other eligibility requirements 

for the associate (ACIA) and fellow (FCIA) 

designations of the CIA.

Beginning in September 2012, accredited 

universities will be able to offer courses 

which will provide students with the option 

of applying to the CIA to gain exemptions 

from writing the examinations noted above.

The remainder of this article contains 

information on the criteria for accreditation, 
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the process followed, and the final 

recommendations of the AC and the 

Eligibility and Education Council (EEC) 

to the CIA board for the accreditation of 

the Canadian universities which met the 

accreditation requirements.

The AC invited 16 universities to apply for 

accreditation on a course basis. In order 

to assess whether the UAP criteria were 

satisfied, a separate accreditation panel (AP) 

was formed for each of the 11 universities 

that applied. Each AP generally consisted 

of a member of the AC, an academic and a 

fellow of the CIA, as well as a representative 

from the CIA staff. Members of an AP may 

not have been affiliated with the university 

to which they were assigned within the past 

three years. Each AP conducted a site visit of 

approximately 1.5 days in length to assess the 

university’s application. The visits consisted of 

a series of meetings with key members of the 

faculty and, where possible, the instructors 

who would be teaching the courses eligible 

for exemption.

Discussions with program and department 

heads as well as the dean or dean’s 

representative allowed the AP to assess the 

university’s commitment to the UAP and 

to the long-term enhancement of actuarial 

education in Canada. Discussions also 

focussed on the university’s discipline 

process, which must have stringent and 

detailed procedures in place to ensure that 

the integrity of grades is maintained. The AP 

also met with the individual course instructors 

and lecturers, and compared the responses 

of the first group with those of the individual 

instructors with respect to their perspectives on 

accreditation, their views on the importance 

and commitment to hiring fellows as faculty 

members, and generally their commitment to 

their actuarial science program.

The number and type of faculty of each 

university are considered one of the key 

criteria for accreditation. The UAP policy calls 

for each university to have a minimum faculty 

complement to demonstrate a commitment to 

actuarial education and to the sustainability 

of the program. Typically, this requirement 

anticipates a faculty with at least four full-time 

faculty members, one of whom must hold a 

fellow-level designation and who will serve as 

the university’s accreditation actuary (AcA). 

The AcA ensures that the courses being used 

for exemption purposes continue to meet the 

criteria and expectations of the CIA over the 

long term. The AcA works closely with the CIA 

to ensure that standards are maintained. The 

AcA role may be filled through a part-time or 

consulting role for a transitional period of up 

to four years. The AP met with the nominated 

accreditation actuary in each university to 

assess that individual’s long-term commitment 

to the role, how they perceived their level 

of influence within the program, and their 

general orientation towards the UAP.

Using the learning objectives for each SOA/

CAS/CIA examination, a syllabus mapping 

form was completed by each university for 

each exam in advance of its meetings with the 

AP. The form required the university to map 

its courses to all of the learning objectives, 

with minimum exam syllabus coverage of 85 

percent. Where syllabus coverage was less 

than 100 percent, universities were asked to 

identify what additional material would be 

covered to make up any shortfall. During the 

meetings with individual course instructors, 

the AP reviewed the university’s course 

outlines against the syllabus mapping form. 

Instructors were asked to provide examples 

of additional material taught outside the 

syllabus, including real-world examples to 

ensure that students receive a broad and 

realistic preview of the profession.

The university course outlines were also 

reviewed with respect to how the final 

course grade is calculated. Each course for 

exemption must have at least 80 percent 

of the final course grade coming from 

examination or test conditions. And, the total 

number of hours of examination within the 

courses required for exemption must exceed 

the number of hours of examination on the 

SOA/CAS/CIA examinations.

Course instructors were asked to supply 

exam scripts for each course as well as 

sample anonymous student exams for high 

achieving students, as well as for those 

who were not as successful, to determine 

the depth and breadth of the examination 

questions being used, how well the students 

were able to respond, and how hard or easy 

a particular instructor may have marked 

the goal of the uAP is to provide exemptions 
for some preliminary examinations while 
maintaining the strong standards of the exam-
based entrance to the profession.
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in order to assess whether improvement 

in grading standards was required. In 

particular, the AP was interested in seeing 

the quality of responses from students and 

the corresponding marks given to students 

in the target exemption mark range of B 

or higher. 

Upon completion of the AP’s site visit, 

the panel was charged to write a report 

using a standardized template to record 

the findings of the site visit and to make 

a recommendation to the accreditation 

committee.

The AC then reviewed the reports from each 

AP and met over two days to review and 

prepare their recommendation to the EEC. 

The AC’s work included a thorough review 

of the estimated maximum percentage of 

students who would meet the minimum grade 

in each course required for each exemption 

in order to set a minimum exemption grade 

for each course in each university. The 

process for setting these grades was rigorous. 

In their original application, universities 

were asked to propose an exemption grade 

of B or higher for each course mapped 

to the SOA/CAS/CIA exam syllabus. B was 

chosen as the minimum requirement in 

order to be more stringent than the grade 

(B-) required for validation by education 

experience (VEE) within the current SOA/

CAS/CIA examination structure.

To ensure a thorough review, the AC went back 

to each university to gather further historical 

information for each course regarding the 

number of students completing the course 

with a grade of B, B+ or A-, over the past two 

offerings. Typically two to three courses are 

mapped to each SOA/CAS/CIA exam syllabus, 

and students are required to achieve the 

minimum grade in every course to qualify for 

each exemption.

The estimated number of exemptions for 

each course mapped to each exam was then 

compared to data supplied by the SOA and 

CAS on the overall passing percentages for each 

SOA/CAS/CIA exam that would be eligible for 

exemption. The AC also received information 

from the SOA for Canadian universities which 

included the number of successful candidates 

at each university-based test center for each 

of the exams in question. The AC noted that 

this data may not reflect all the students from 

that university writing examinations, that some 

students may not be enrolled in the actuarial 

science program but may still be writing exams, 

and that the statistics for some universities 

would be based on a rather small sample size 

of students. The AC also noted that there was a 

noticeable difference in success rates among 

Canadian universities. The AC attempted to 

recognize all of these factors in setting the 

minimum grade required for exemptions for 

each course in each university and concluded 

that it would be difficult to have one single 

grade apply to all universities and all courses. 

There is also a compound effect that needs to 

be considered because in most cases, a student 

is required to achieve the minimum grade 

on more than one course to receive an exam 

exemption from the CIA. The AC concluded 

that the expected number of students who will 

receive exemptions will likely be less than the 

proportion of students who pass the traditional 

examinations.

A minimum exemption grade for each 

course in each university was then set by 

the AC that would produce an estimated 

number of exemptions lower than the 

overall passing percentage for the same 

SOA/CAS/CIA exams. In addition, the overall 

principle of keeping the final exemption 

grades between B and A- was applied. It is 

important to note that the recommended 

exemption grades are a starting point for 

year one of the program. Exemption grades 

and percentages will be monitored yearly 

against early predictions to assess whether 

adjustments are needed.

Upon completion of their review of the AP 

reports and the establishment of the minimum 

exemption grades, the AC prepared its report 

and recommendations for accreditation 

for consideration by the EEC. The EEC 

subsequently accepted the recommendations 

of the AC, and as a result, five universities 

received full accreditation (term of five years), 

and three universities received provisional 

accreditation (term of three years). Provisional 

accreditation provides universities with the 

same rights and benefits as fully accredited 

universities; however, some changes to the 

program may be required within an agreed-

upon time frame.

The UAP Policy anticipated an appeal process 

for universities wishing to appeal the decision 

… the expected number of students who 
will receive exemptions will likely be less 
than the proportion of students who pass 
the traditional examinations.
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of the EEC regarding their application. For each 

university appeal, an appeal investigation panel 

was formed to review the original application, 

the AP report and other relevant information. 

The appeal investigation panel prepared a 

confidential report for consideration by an 

appeal review panel, which had the authority to 

make a final determination. Three universities 

appealed the initial recommendation of the 

accreditation committee, and as a result of 

the appeal process, two additional universities 

were accredited.

summAry oF the CrIterIA For 
ACCreDItAtIon
The criteria for accreditation are outlined in 

Section 3 of the UAP Policy, which is available 

on the CIA website or by sending a request 

to accreditation@actuaries.ca, and is broadly 

summarized below.

1.  85 percent coverage of SOA/CAS/CIA 

syllabus;

2.  Additional material where less than 100 

percent coverage;

3.  Typically four full-time faculty, one of 

whom must be a fellow;

4.  Accreditation actuary (fellow) approved 

by the CIA;

5.  Strong testing procedures with at least 80 

percent of a grade from examination-like 

setting; 

6.  Strong university discipline measures; 

and

7.  Exemption grades of B or higher on each 

course required for exemption.

In addition to the policy criteria, the accreditation 

committee has developed guidelines for the 

accreditation program to aid in interpreting the 

policy. These guidelines will continue to evolve 

during the life of the program.

ACCreDIteD unIVersItIes
The following universities are accredited for 

courses beginning on, or after, September 

2012. (Listed in alphabetical order)

Concordia university 
simon Fraser university
université du Québec à montréal
université laval
university of Calgary
university of manitoba
university of regina
university of toronto
university of Waterloo (undergraduate 
and graduate program courses)
university of Western ontario

proCess For grAntIng 
exemptIons to stuDents
Students who achieve the minimum grade 

requirement in the accredited courses will 

submit an application form along with official 

university grade transcripts. An application fee 

of 80 percent of the corresponding SOA/CAS 

exam fee will apply. The AC considered a 

transitional measure where students who had 

achieved the minimum grade in accredited 

courses prior to September 2012 could apply 

to receive exemptions from the CIA. The AC 

decided against recommending retroactive 

exemptions despite the fact that many students 

will feel that they have been disadvantaged. 

The main reason is that the courses had not 

been evaluated by the CIA and would not have 

reflected any changes requested by the CIA to 

meet the minimum accreditation requirements.

next steps
The CIA will appoint an external examiner 

for each university for ongoing monitoring 

and review. In addition, the CIA will 

maintain regular communications with the 

accreditation actuary in each accredited 

university to provide support and assistance 

where necessary.

There are a number of additional actions 

that need to be completed to implement the 

accreditation program. Many participants in the 

accreditation process identified that some form 

of recognition from our education partners is a 

key step in the long-term success of the UAP. 

Therefore, gaining recognition and acceptance 

from the SOA/CAS of CIA exemptions is a top 

priority for the CIA. The AC has been actively 

providing information to both the SOA and CAS 

for their review. In addition, because the CIA 

uses the education and examination systems 

of the SOA and CAS to qualify candidates for 

the ACIA and FCIA designations, it recognizes 

the importance of ensuring a continued clear 

pathway for all CIA candidates, including 

those with UAP exemptions, to fulfill those 

qualification requirements.

Other program-specific activities include 

the recruitment and training of external 

examiners to be appointed to review the 

accredited universities, ongoing monitoring 

and review of the program, and the 

development of administrative procedures by 

the CIA secretariat.

Questions or comments may be directed to: 

accreditation@actuaries.ca.  A

rob stapleford, FsA, FCIA, is chair of the CIA 

accreditation committee and is CIA board director. He can 

be reached at rob.stapleford@mercer.com.
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responding to calls for more corpo-

rate accountability, many compa-

nies have appointed new, highly 

credentialed members to add teeth to their 

corporate boards. This trend may present op-

portunities for savvy actuaries to strengthen 

corporations and benefit shareholders while 

promoting their personal expertise and rais-

ing awareness of the reputation of the actu-

arial profession as a whole. However, not all 

boards are beds of roses. It’s wise to perform 

thoughtful due diligence before accepting a 

board position.

The Society of Actuaries (SOA) has formed 

the Actuaries on Boards (AOB) Task Force to 

research the best ways for actuaries to pur-

sue this career path. Recently the task force 

interviewed more than 15 actuaries currently 

working as sitting members of various boards 

in the hopes of gathering advice for those 

who might someday consider seeking such 

a position. This is the fourth in a series of ar-

ticles in which the information gleaned from 

those interviews will be presented.

hoW AnD Where ACtuArIes  
CAn help
Actuaries who’ve served on corporate 

boards say the typical actuary’s strengths 

would benefit most boards. “Obviously, 

where actuaries have particular value is in 

the quantitative side of things,” said Terri 

Vaughan, ASA, ACAS, MAAA, CEO of the Na-

tional Association of Insurance Commission-

ers, who served on the Endurance Specialty 

Insurance and Principal Financial Group 

boards. “That involves understanding finan-

cial statements and the firm’s financial con-

dition, including how you think about that, 

what you look for, what you worry about, 

and the kinds of questions you ask. Capital 

adequacy is a big issue right now, especially 

on the boards of financial institutions. But 

not everyone on the board has the ability to 

think at a very deep level about that issue. 

Thinking about financial risk is something 

actuaries lend themselves to quite well.”

Actuaries’ financial acumen should mesh 

well with the responsibilities of several com-

mittees increasingly found on corporate 

boards. “Take a Fortune 500 or Fortune 1000 

company, and which committees do those 

boards have?” asked Larry D. Zimpleman, 

FSA, MAAA, chairman, president and CEO 

of the Principal Financial Group. “All have 

an audit committee. Probably 60 to 65 per-

cent of these boards have something called 

or similar to a finance committee. Maybe 25 

percent have something that might be called 

a risk committee. As it becomes more com-

mon to have a finance or risk committee, 

that increases the opportunity for actuaries 

to take on board positions and focus on 

areas where their technical skill set would 

make them good contributors.”

Boards are also increasingly being forced to 

shoulder more technical responsibility, and 

actuaries may be able to contribute on that 

front. “Whether it was originally because 

of the Sarbanes-Oxley Act and it’s now to 

some degree because of the Dodd-Frank 

Act relative to financial companies, the job 

of boards is getting more focused around 

technical and risk management issues,” 

added Zimpleman. “With Sarbanes-Oxley, 

it was more around accounting. With Dodd-

Frank, boards are increasingly focusing now 

around risk management. I absolutely think 

this will be an opportunity that will emerge 

over the next couple of decades.”

Because of the technical demands, corpora-

tions are increasingly considering CPAs for 

board roles. However, considering an actu-

ary’s rigorous training, actuarial expertise can 

be as or more 

effective. “Many 

companies are 

looking for CPAs 

to be on their 

boards,” said 

Marla Glabe, 

FSA, who cur-

rently serves on 

the boards of 

Wintrust Wealth 

M a n a g e m e n t , 

First Insurance 

Funding Corp. 

and Northwest 

thIs ArtICle DIsCusses Where ACtuArIes FIt on boArDs AnD the Due DIlIgenCe 
thAt Is ImperAtIVe beFore AssumIng A boArD posItIon. by g.m. FIlIsKo AnD 
members oF the soA’s ACtuArIes on boArDs tAsK ForCe

20  |  the ACtuAry  |  AUgUst/sePteMbeR 2012

Actuaries’ financial acumen should mesh 
well with the responsibilities of several 
committees …



Community Healthcare. She’s also presi-

dent of the North Shore United Way board 

of directors. “Primarily, or perhaps because 

of, the Sarbanes-Oxley Act, boards want ac-

countants to populate their audit committee. 

Boards should also think about seeking actu-

aries to populate, if not their audit commit-

tee, at least their risk management commit-

tee. A board’s finance committee would also 

be a natural for an actuary.”

Executive compensation is also fertile 

ground for many actuaries. “You’re actu-

ally seeing more and more actuaries work 

in the area of executive compensation,” 

Zimpleman explained. “Most executive 

compensation isn’t earned through base 

salary or an annual bonus. It’s earned 

through long-term, deferred compensation. 

Actuaries are one of the few disciplines 

that can really understand how economic 

value is created, so the proper design of ex-

ecutive comp programs is something actu-

aries are well suited to do. Now sharehold-

ers are much more able to vote on whether 

an executive compensation program is ap-

propriate. They have a vote, but they don’t 

really have an understanding. Actuaries 

could play a very helpful role in helping 

investors and shareholders understand 

whether the design of executive compen-

sation programs makes sense.”

That contribution can also be broadened 

to employee benefits in general. “Actuar-

ies can make a contribution not just in ex-

ecutive compensation, but in employee 

benefits,” said Phil Briggs, FSA, MAAA, who 

began serving on boards in earnest after his 

retirement from MetLife. He has acted as a 

member of the board of directors for Trizec 

Properties, Interstate Bakeries and Blue 

Cross/Blue Shield, in addition to serving on 

several subsidiary boards during his career. 

“I’m thinking particularly of pension plans 

where management has frequently made 

really bad decisions, not understanding the 

implications of what they were agreeing to. 

An actuary should be able to bring some 

conservatism to those decisions.”

On the same page is Mike DeKoning, FSA, 

FCIA, MAAA, president and CEO for Mu-

nich American Re, who has served on 

several other types of boards, including 

the MIB Group and the American Council 

of Life Insurers. “Specifically, I’m thinking 

of pension and post-retirement medical 

costs,” he said. “I’ll call it long-tail liabili-

ties of non-insurance companies—and all 

insurance companies as well, obviously. 

One thing we were struggling with when I 

joined the MIB Group was an aging work-

force; a lot of people who went there never 

left. It had a defined-benefit plan, which 

became increasingly costly as its employee 

population aged. Boards are struggling with 

what to do with legacy or even currently ac-

tive defined-benefit plans. Those are areas 

where we can bring a fair amount to the 

table because actuaries are equipped to un-

derstand them better than the average board 

member would.”

Due DIlIgenCe FIrst
It is clear that actuaries have much to offer the 

boards of corporate America. As with any op-

portunity, serving on a corporate board car-

ries risks that must be carefully assessed.

“There are a number of people who like 

the idea of being on a board for a variety of 

reasons—perhaps compensation, perhaps 

prestige, perhaps other things—so there’s an 

inclination to accept rather promptly an invi-

tation to come on a board,” explained Brad 

Smith, FSA, MAAA, chairman at Milliman Inc., 

who has served as an advisor to commercial 

boards. “But there’s real responsibility and 

also real liability on boards.”

That’s become especially true in the past 

five years, according to Kriss Cloninger, 

FSA, MAAA, president, treasurer and CFO 

of Aflac who has served on not only Aflac’s 

board, but also the boards of Tupperware 

From One Leader To Another
these reADIng reCommenDAtIons come from SOA leadership includ-

ing past presidents and board members. They are intended to be helpful to those 

looking to be more effective leaders. 

ACtuArIes on boArDs
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Brands and TSYS. “The world has changed 

for board members,” he contended. “It used 

to be that boards weren’t held as account-

able legally as they perhaps are today. You 

see a lot of press about legal exposure for 

board members. Most people would argue 

that as long as you’re performing your fi-

duciary function the way a prudent person 

would, you ought to be OK in terms of your 

legal exposure. Others, though, would say 

that if you’re in a certain position, such as 

a financial expert on an audit committee, 

and your company has a problem with an 

audit or a material weakness in its internal 

controls, you’re going to be held account-

able because you didn’t oversee manage-

ment properly. Do you want to take that 

kind of a risk at this point in your career 

and from a personal liability perspective?”

Smith suggested getting as much information 

about the company as possible before mak-

ing that decision. “I’d advise any person who’s 

considering joining a board to 

be pretty careful because once 

you’re on, you’re on,” he said. 

“It’s not so easy to get off. You 

can always resign, I know, but 

it’s embarrassing. Do your home-

work before you accept.”

What does that homework 

encompass? Smith suggested 

starting with an Internet search 

to review the company’s finan-

cials, along with every nugget 

of news and press information 

you can unearth.

“It’s trying to find as much information as you 

can on the company,” said Dave Holland, 

FSA, MAAA, who researched IA American be-

fore he agreed to serve on its board. “IA Amer-

ican is a publicly traded subsidiary of IA Fi-

nancial in Canada, so there was a fair amount 

of information available. I also had interviews 

with top management and discussions about 

what they were trying to do and where they 

were headed. Also, Munich has operations 

in Canada, so I knew people at Munich who 

knew people at IA, and they were able to say 

that it’s a top-rated, top-flight company.”

You need to ask questions, including how 

you’ll be compensated for your service. 

“I’m on a board that does compensate very 

well, and I’m on another board that doesn’t 

compensate very well, at least not at the mo-

ment,” said Cloninger. “With the latter, finan-

cial performance has been weak of late, so 

the company can’t be aggressive in increas-

ing board compensation. You need to have 

your eyes open on the front end and realize 

that you want to be reasonably paid for any 

responsibility you take on and any risks you 

end up being exposed to.”

A related consideration is the time you’ll be re-

quired to devote. Ask how many board meet-

ings there are each year and where they’re 

located. And if you’re offered a board position 

for a struggling company, multiply your time 

commitment by some factor that makes sense. 

“I’d prioritize a situation where the company, 

its strategy, and its management team is in a vi-

able, ongoing mode,” said Zimpleman. “That’s 

where there aren’t large, well-known issues 

hanging out there about its business strategy or 

its ability to actually stay in business or get fi-

nancing in the capital markets; or it hasn’t had 

significant accounting restatements or other 

things that would make its credibility a bit of a 

risk. Those are difficult, and you need to recog-

nize how challenging that’s going to be. You’re 

not going to be paid any more. You’re just go-

ing to have to work a lot harder. Some actuar-

ies might like that. I’d probably say, ‘I just don’t 

have the time and commitment to do that 

well.’ My goal would be to help a company get 

better. A fixer-upper situation would be a little 

bit more challenging.”

Also give other board members a once over. 

“Now I’m much more sensitive to the culture 

of the board,” said Vaughan. “That’s harder 

to get your arms around. But how well does 

the board get along? What are board mem-

bers’ views of corporate responsibility? That 

gets to the ethics of the firm, the culture of 

the firm, and the interaction between the 

CEO and the board. That’s all very important 

because the reputational risk of being a di-

rector is huge, and you really need to under-

stand what you’re getting yourself into. Is this 

a firm that you want to put your reputation 

on the line as being associated with?”

An individual seeking a board position 

would also be wise to discuss potential com-

mittee assignments in order to find the high-

est and best use of one’s strengths before ac-

cepting an opportunity.

Be wary of any board you sense is seeking 

your participation as a “trophy” board mem-

ber. It is important to read as much as you can 

about the company and talk with individual 

board members. On some occasions you may 

learn that companies don’t always disclose to 

board members everything that’s going on. 

If you were the shiny, new actuarial or finan-
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cial expert recently added to the board, this 

might display to the public that the company 

was completely pristine. However, some 

things may have been  going on in the back-

ground that you didn’t know about and you 

could likely be held responsible for stuff you 

had no idea was going on.”

Finally, be sure your due diligence analysis 

incorporates a worst-case scenario. “You al-

most need to assume there’s going to be some 

company crisis during the term of your board 

membership, and you’re probably going to 

have to spend some extra time dealing with 

board responsibilities during that period,” said 

Cloninger. “You want to be comfortable man-

agement has an appropriate tone at the top in 

terms of wanting to do the proper and ethical 

things and dealing with issues in a way that’s 

satisfactory in terms of professional responsi-

bility and ethics.” The board has a significant 

role to play in the company’s overall strategy 

when it comes to risk and their fiduciary re-

sponsibilities to shareholders. There is a bal-

ancing act to this role vis-à-vis management, 

and the boards of directors must assess man-

agement’s strategy and know when, and how, 

to assert oversight of strategic plans.

The bottom line: Don’t overestimate the 

risk, but don’t dismiss it, either. “Unfortu-

nately, the distribution of results on that is 

binomial,” explained Dale Wolf, FSA, presi-

dent and CEO of Jessamine Healthcare. 

Wolf has been a member of several boards, 

including Catalyst Health Solutions Inc. 

and Coventry when he was the company’s 

CEO. “In 99.99 percent of the time, there’s 

no realized risk to one’s personal fortune. In 

that very small percentage of the time, it’s a 

very bad answer. The secrets are obviously 

making sure there’s the right kind of legal 

protection under Delaware or whatever law 

the corporation is governed by and making 

sure the company has separate insurance 

coverage for directors. There’s no free lunch. 

Without the right homework, it’s not worth 

the risk. With the right homework, I’ve obvi-

ously concluded it’s worth the risk.” A

g.m. Filisko is a freelance writer. She can be contacted 

at gabifil@rcn.com.

Actuaries on boards task Force: W. James MacGinni-

tie, FSA, FCAS, MAAA, HonFFA; Nancy Bennett, FSA, CERA, 

MAAA; Max Rudolph, FSA, CERA, MAAA; Vinaya Sharma, 

FSA, CERA; Thomas Terry, FSA EA, FCA, MAAA; John G. 

Turner, FSA, MAAA; and Amanda C. Fox.

ACtuArIes on boArDs
FOcuSing in
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figure 2: competing values model
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An explanation of what qualifies as a systemically important  
financial institution and the new rules those businesses will have 
to adhere to. By Jeffrey Schlinsog and thomas Sullivan
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ity Oversight Council (FSOC or the council). 

After much deliberation, on April 3, 2012, the 

FSOC approved the final rule and interpretive 

guidance it will use for determining when an 

NBFC is deemed systemically important to 

U.S. financial stability.

The council emphasized that its determi-

nations would be on a case-by-case basis. 

Requests by several segments of the finan-

cial services industry (including insur-

ance) to essentially exempt their segment 

from designation were rejected. On May 16, 

2012, Congress conducted a hearing on the 

final rules and heard several concerns ex-

pressed by the insurance industry and its 

regulators over the possible designation of 

insurance companies. Chief among these 

are that insurers are not systemically im-

portant and are not suited to be regulated 

under a banking model.

DeFInItIon oF FInAnCIAl  
ACtIVItIes
Under Dodd-Frank, an NBFC is defined to be 

a company that is “predominantly engaged 

in financial activities,” which means 85 per-

cent or more of its activities in insurance and 

annuity related businesses as well as credit, 

real estate, asset management, securities un-

derwriting and merchant banking.

treAtment oF nonbAnK  
FInAnCIAl InDustry seCtors
In addition to insurers, several other sectors of 

the nonbank financial services industry (in-

cluding asset managers, captive finance com-

panies, money-market funds and the Federal 

Home Loan Banks) requested that the council 

exclude their respective industry from consid-

eration, due to structural or other factors that 

make them less likely to raise systemic con-

cerns. In the opinions of these NBFCs, it would 

be inappropriate to subject them to the type 

of enhanced prudential standards that are 

based on a bank holding company model. 

Nevertheless, the council stated that it would 

not provide industry-based exemptions from 

potential determinations, yet it does intend to 

afford such arguments due consideration in 

the determination process.

In certain comments received, clarification 

had been requested by hedge funds as to 

whether separate funds would be considered 

separately for purposes of total consolidated 

assets. The final rule remained ambiguous, as 

the guidance states that the FSOC “may con-

sider the aggregate risks posed by separate 

funds that are managed by the same adviser, 

particularly if the funds’ investments are iden-

tical or highly similar.” Similarly, where asset 

managers asked for clarification as to how 

assets under management would be con-

sidered, the final rule merely states that the 

FSOC’s “analysis will appropriately reflect the 

distinct nature of assets under management 

compared to the asset manager’s own assets.”

the DesIgnAtIon proCess
For the designation process, the final rule de-

scribes a “three stage” process that will be fol-

lowed by the council for determining wheth-

er an NBFC may pose a threat to the financial 

stability of the United States. The process is 

during the financial crisis,  a host 

of financial institutions contrib-

uted to and were impacted by the 

accompanying severe economic distress, 

including certain nonbank financial insti-

tutions. These nonbank financial compa-

nies (NBFCs) were not subject to the type 

of prudential regulation and supervision 

applied to U.S. banking organizations, nor 

were effective resolution mechanisms in 

place to address potential systemic risks at 

the largest and most interconnected finan-

cial firms.

In response, Congress passed the Dodd-Frank 

Wall Street Reform and Consumer Protection 

Act of 2010 (Dodd-Frank or the act). This act 

introduced the concept of macroprudential 

regulation to foster and protect the financial 

stability of the United States. A key objective of 

Dodd-Frank is to subject systemically impor-

tant financial institutions (SIFIs) to enhanced 

prudential standards to limit any impact their 

distress may have on financial stability. Con-

gress determined that any bank holding com-

pany with $50 billion or more in assets would 

be a SIFI, as would any foreign bank with U.S. 

banking operations that have worldwide assets 

of $50 billion or more. In the case of NBFCs, 

which include insurance companies, Con-

gress left the question of which NBFCs should 

be designated as SIFIs to the Financial Stabil-
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intended to progressively narrow the pool of 

NBFCs for review and possible designation. 

Only NBFCs making it to stage three may be 

subject to a proposed determination.

To designate an NBFC as a SIFI under the 

act, either of two determinations must be 

made—(i) that material financial distress 

at the NBFC would pose a threat to U.S. 

financial stability, or (ii) the nature, scope, 

size, scale, concentration, interconnected-

ness or mix of the activities at the NBFC 

could pose a threat to U.S. financial stabil-

ity. In making a determination, the coun-

cil must consider a number of statutory 

factors that the council has incorporated 

into an analytic framework consisting of 

six categories—three of which (size, inter-

connectedness and substitutability) seek 

to measure the impact of an NBFC’s finan-

cial distress on the broader economy, and 

three of which (liquidity risk, maturity 

mismatch and existing regulatory scru-

tiny) seek to assess the vulnerability of a 

complex NBFC to financial distress.

the stAge 1 thresholDs
Under the final rule, an NBFC will not be 

subject to further analysis beyond Stage 1 

unless its total consolidated assets are $50 

billion or more and it meets one of the fol-

lowing five thresholds.

1.  $30 billion in gross notional credit 

default swaps (cdS) outstanding 

for which an nBFc is the reference 

entity. This threshold will likely be the 

more significant driver of “interconnect-

edness” across the market. The council 

intends to calculate this data through 

the Trade Information Warehouse, a 

subsidiary of the Depository Trust & 

Clearing Corporation. Also, in a Stage 2 

analysis, the council will consider CDS 

for which an NBFC parent is the refer-

ence entity. Embedded derivatives will 

be included in accordance with GAAP 

when such information is available.

2.  $3.5 billion of derivative liabilities. 

Currently the rule takes into account 

the fair value of derivative contracts 

in a negative position. For companies 

that disclose the effects of master net-

ting agreements and cash collateral 

held with the same counterparty on 

a net basis, the council will take into 

account the effects of these arrange-

ments in its calculation. As the current 

threshold captures only current expo-

sure, the council said that it may revisit 

this calculation to consider potential 

future exposure.

3.  $20 billion in total debt outstand-

ing. The final guidance defines the 

term “debt outstanding” broadly and 

regardless of maturity to include loans, 

bonds, repos, commercial paper, secu-

rities lending arrangements, surplus 

notes (for insurers) and other forms of 

indebtedness.

4.  15-to-1 leverage ratio of total con-

solidated assets (excluding separate 

accounts) to total equity. Separate ac-

counts are excluded because they are 

not available to claims by general credi-

tors of an NBFC. This means a surplus-to-

assets ratio under 6.67 percent.

5.  10 percent short-term debt ratio of 

total debt outstanding with a matu-

rity of less than 12 months to total 

consolidated assets (not including 

separate accounts). Total debt out-

standing will be defined the same as in 

measuring the amount above.

WIlD CArD AuthorIty
Because the uniform thresholds may not cap-

ture all of the potential ways an NBFC could 

be a threat to financial stability, the council 

may, in limited cases, initially evaluate an 

NBFC based on other firm-specific qualitative 

or quantitative factors, such as substitutability 

or existing regulatory scrutiny.

Although there is no notice provision for 

Stage 2, each NBFC in the Stage 3 Pool will 

receive a “Notice of Consideration” that the 

NBFC is under consideration for a proposed 

determination. The notice will include a re-

quest that the NBFC provide information that 

the council deems relevant to the council’s 

evaluation, and the NBFC will be provided 

an opportunity to submit written materials to 

the council. The guidance accompanying the 

final rule sets forth in some detail the types of 

information—including qualitative informa-

tion—which the council will be seeking.

Further explAnAtIons AnD 
ClArIFICAtIons
In the final rule, in response to other com-

ments received, the FSOC provided further 

... an NBFC is defined to be a company 
that is “predominantly engaged in financial  
activities.”
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the speculation in the financial press and 

company hallways about which firms may be 

designated. The council is clearly not going 

to use a Noah’s Ark approach—two of every 

type of NBFC—as some have suggested, or 

displace state regulation of insurance. Many 

may appear called by the Stage 1 thresholds, 

but few are likely to be chosen (probably in 

the range of 1-to-3 NBFCs initially).

While no large NBFC gets a lifetime pass 

from designation, there are several other 

provisions of the act and the Group of 20 

(G-20) reform agenda that are designed to 

reduce concentration of risks, such as the 

proposed single counterparty exposure 

limit and central clearing of derivatives 

that may well lessen the number of NBFCs 

likely to be designated in the future. The 

Federal Reserve will to some degree have 

to tailor enhanced prudential standards to 

NBFCs that are designated, as a wholesale 

transfer of the banking model will not be 

feasible. Devising that framework will have 

to compete with equally pressing regula-

tory requirements under Dodd-Frank that 

are already impacting agency bandwidth 

on reform.

At the same time, the FSOC may also take 

into consideration the International Associa-

tion of Insurance Supervisors (IAIS) efforts, 

as they are currently developing their own 

process for designation of Globally Signifi-

cant Important Insurers (G-SIIs). The IAIS (an 

organization of international insurance regu-

lators), has been deputized to recommend G-

SIIs, which will ultimately be determined by 

G-20 members. A data call was commissioned 

by the IAIS during 2011, where U.S. insur-

ers submitted data confidentially for review. 

In the IAIS’ review of the data collected, the 

need to establish common metrics and trig-

explanation and clarification on various 

items including:

•	  Accounting. In applying the metrics, 

US GAAP will be utilized when avail-

able, and in its absence, statutory ac-

counting principles (SAP), interna-

tional financial reporting standards, or 

other such data will be used.

•	  timing. The Stage 1 thresholds will be 

applied on the basis of the latest quar-

terly data if available.

•	  Foreign nBFcs. For purposes of eval-

uating Stage 1 thresholds, the FSOC 

will consider global assets, liabilities, 

and operations for U.S. nonbank finan-

cial companies, but only U.S. assets, 

liabilities, and operations for foreign 

nonbank financial companies.

•	  Stage 3 notices Only. The FSOC 

rejected the requests of several com-

mentators to provide notice to a com-

pany if it progresses to Stage 2 or does 

not progress to Stage 3. Similarly, the 

FSOC rejected the suggestion that it ex-

plain the reasons why a company will 

be subjected to Stage 3 review.

•	  resolvability. An NBFC’s resolvability 

may mitigate or aggravate, as the case 

may be, the potential threat to U.S. finan-

cial stability during the Stage 3 process.

•	  confidentiality. The final rule clari-

fies that the confidentiality protections 

will apply as well to any data, informa-

tion or reports that are being voluntari-

ly submitted by an NBFC being consid-

ered for a determination.

For A lArge nbFC, WhAt  
Does All thIs reAlly meAn?
The implications of being determined a SIFI 

place significant burdens, both real and per-

ceived, upon those NBFCs officially desig-

nated. The burden will most likely be greatest 

on the first round of designees as the potential 

impacts are currently open to a wide range of 

speculation, and, without further clarity, will 

likely be viewed negatively in the short term 

by the market. Enhanced prudential standards 

for SIFIs (whether a bank holding company 

or NBFC) include higher capital and aug-

mented liquidity requirements. SIFIs will also 

be subject to enhanced oversight, including 

the mandatory submission of resolution plans 

and prudential regulations and supervision by 

the Federal Reserve in selected areas such as 

increased levels of capital and liquidity.

It is important to maintain some perspective 

on the council designation process amid all 

What Is FSOC? 
unDer the DoDD-FrAnK ACt, the Financial Stability Oversight Council (FSOC) was 

established to help provide comprehensive monitoring to ensure the stability of the United 

States financial system. The council is charged with identifying threats to the financial stabil-

ity of the United States, promoting market discipline and responding to emerging risks. Com-

prised of 10 voting members and five nonvoting members, the council consists of federal 

financial regulators, state regulators and an insurance expert as appointed by the president.
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ger criteria was revealed. After several months 

of deliberations to develop its criteria, on May 

31, 2012, the IAIS’ rule was proposed for a 60-

day comment period (which ended on July 

31, 2012). After the criteria is set, a second data 

call will be issued, which is expected to occur 

during 4Q2012, with G-SII determinations and 

recommendations expected to occur during 

early 2013. The IAIS feels its approach is con-

sistent and aligned with the FSOC, which may 

lead the FSOC to wait until the final recom-

mendations are made by the IAIS to ensure 

international consistency—a key objective 

of the G-20 process. In its proposed rule, the 

IAIS devoted discussion toward the deference 

shown to the jurisdictional regulator, and the 

need to share information amongst regulatory 

agencies.

In its proposed rule, the IAIS recognized how 

the traditional insurance business model has 

several unique features that are not typically 

found in banking, and therefore, in their view, 

less risky than banking. However, here in the 

United States, the FSOC made no such delin-

eation for specific industries in establishing 

the systemic risk criteria. Such unique fea-

tures identified by the IAIS as compared to 

banking include the technique of pooling 

insurance risk, a liability-driven investment 

approach, cash outflows that occur over an 

extended period of time, and a high degree 

of substitutability.

The proposed measures for the IAIS crite-

ria include both quantitative and qualita-

tive components, consisting of an 18-point 

system divided into five categories covering 

size, global activity, interconnectedness, sub-

stitutability, nontraditional and non-insur-

ance activities. The criteria of the IAIS and 

proposed weighting factors to those criteria 

are also distinctive from the FSOC, advocat-

ing that size alone should not be a determin-

ing factor. In fact, the IAIS opines that size in 

traditionally regulated insurance is actually 

a favorable characteristic since “in an insur-

ance context size is a prerequisite for effec-

tive pooling and diversification of risks,” and 

thus assign a 5 to 10 percent weighting factor 

to size criteria. On the other hand, the IAIS 

assigns the most significant weight to two of 

its other criteria, those being 1) “Non-Tradi-

tional and Non-Insurance Activities” (40 to 

50 percent), and 2) “Interconnectedness” (30 

to 40 percent). Unlike the FSOC approach, 

the IAIS methodology adds the criteria of in-

ternational activity and type of activities an 

insurer engages in, recognizing the unique 

features of insurance, such as the long ho-

rizon of insurance liabilities, the concept of 

pooling of risks, insurable interest, and cash 

claims patterns.

In ConClusIon
The adoption of final rules for designating 

SIFIs is one more milestone in the slow but 

steady implementation of Dodd-Frank. The 

process has been deliberate, reflecting the 

complexity of the issues, the vast amount of 

comments received from industry and inter-

ested parties, and resource constraints at the 

Federal Reserve.

In the next three to five years, insurance in-

dustry participants will fall into one of three 

camps. First, there may be a handful, or less, 

that are designated as SIFIs and made sub-

ject to Federal Reserve oversight. As some 

are already finding, they will have to build 

out significant infrastructure to comply with 

this additional enhanced supervision.

Next, there will be a group of 30 or so com-

panies that meet the NBFC threshold of 

more than $50 billion in total assets, but are 

not deemed to be SIFIs. These companies 

will linger in an under watch status for an 

unspecified period of time, effectively creat-

ing a form of self-regulation of all potential 

NBFC-SIFIs to avoid being deemed systemic. 

These companies may operate with an eye 

toward not piercing the Stage 1 thresholds. 

While they are not subject to Federal Re-

serve supervision, they may begin to de-

velop capabilities to satisfy those enhanced 

standards to the extent it makes good busi-

ness sense.

The balance of the industry will not be di-

rectly impacted by Dodd-Frank except as it 

may impact centralized clearing of deriva-

tives or limitations placed on counterpar-

ties. To date there is no indication that the 

NAIC will incorporate Federal Reserve en-

hanced supervision standards that so far are 

grounded on bank holding company over-

sight. Rather, the NAIC is clearly committed 

to its statutory insurance regulatory regime 

and is currently enhancing it under the Sol-

vency Modernization Initiative. This system 

has proven to be effective in regulating in-

surance company solvency and is likely to 

persist for the foreseeable future.   A

Jeffrey schlinsog, FsA, mAAA, is a principal with 

PricewaterhouseCoopers. He can be contacted at 

jeffrey.s.schlinsog@us.pwc.com.

thomas sullivan is a principal at PwC and former Con-

necticut Insurance Commissioner. He can be reached at 

thomas.sullivan@us.pwc.com
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the Current reQuIrements For the CerA CreDentIAl Are: 

•	 Probability Exam (P)

•	 Financial Mathematics Exam (FM)

•	 Models for Financial Economics Exam (MFE)

•	 Construction and Evaluation of Actuarial Models Exam (C)

•	 Validation by Educational Experience (VEE) Economics

•	 VEE Corporate Finance

•	 Fundamentals of Actuarial Practice (FAP) Course 

•	 Enterprise Risk Management (ERM) Module

•	 Enterprise Risk Management (ERM) Exam

•	 Associateship Professionalism Course (APC)

The ERM module replaced the former Operational Risk module on July 1, 2012.  

Candidates who have passed this module receive credit for the ERM module.

The ERM exam replaces the former Advanced Finance and ERM (AFE) exam  

requirement for CERA. Candidates who have passed AFE receive credit for the ERM 

exam. The new ERM exam will be given for the first time on Oct. 31, 2012.

Starting in Fall 2013, candidates on fellowship tracks other than the Corporate  

Finance and ERM track (where the ERM exam is a requirement) will have the option 

of taking the ERM exam in place of the two-hour exam in their track. This facilitates 

the earning of the CERA along with an FSA in a non-ERM practice area.

education

new ceRa 
PaThway debuTs

In mArCh 2011 the Society of Actuaries 

(SOA) board of directors approved a new 

pathway for candidates earning the Chartered 

Enterprise Risk Analyst (CERA) credential 

and new CERA options for candidates earning 

the fellow of the Society of Actuaries (FSA) 

designation on tracks other than the risk 

management track.1 This article focuses on 

the new components of the CERA pathway 

that became effective July 1 of this year. These 

components include the new Enterprise Risk 

Management (ERM) module and the new 

ERM exam. I’ll also share information on the 

courseware being provided for the ERM exam. 

I’ll also share information on the courseware 

being provided for the ERM exam.

the erm moDule
The module provides the bridge between the 

introductory ERM material covered in the 

Fundamentals of Actuarial Practice (FAP) 

course and the advanced material covered in 

the ERM exam. The topics covered are:

•	  Introduction to enterprise risk manage-

ment—what it is, why it is needed, who 

is involved, where it is needed and how 

it works.

by stuArt KlugmAn

requirements For cerA credential
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and FSA pathways was to 

make the CERA creden-

tial more accessible and 

more relevant to candi-

dates following non-ERM 

practice area tracks to fellowship. Part of 

that goal was accomplished by removing 

the “advanced finance” topics from the pre-

viously offered AFE exam and constructing 

the new ERM exam to have less focus on life 

insurance. A further step is to include mate-

rial on the exam that is unique to a selected 

practice area. In addition to core readings 

that are required of all candidates, six read-

ing extensions are offered:

•	 General Corporate ERM,

•	  General Insurance (property and 

casualty insurance),

•	 Group and Health,

•	 Individual Life and Annuities,

•	 Investment, and

•	 Retirement Benefits.

Candidates will be able to review all six 

extensions prior to registering for the exam 

(at which time they must declare which 

one of the six exam variants they wish 

to receive). The General Corporate ERM 

extension is designed for candidates on the 

Finance/ERM track as well as for those who 

have yet to select a practice area or those 

who believe they are not in a position to 

apply ERM principles in a particular practice 

area. Candidates pursing an FSA do not have 

to match the ERM exam extension to the 

track they ultimately select for fellowship.

The exam will have a case study (as most 

fellowship exams do). The case study for the 

ERM exam has components aligned with the 

six reading extensions. Twenty-five percent 

of the exam points will relate to the selected 

extension. These questions will ask the can-

stuart Klugman

•	  Developing an ERM framework—risk 

maps, risk appetite, risk aggrega-

tion, strategic objectives, culture and 

organization.

 
•	  Regulatory and rating agency require-

ments—including Solvency II and 

Own Risk and Solvency Assessment.

 
•	  Defining, identifying and evaluating 

operational risks—including varying 

approaches, key risk indicators, sourc-

es and cost of risk.

 
•	  Data issues—types of data, internal 

versus external data and data valida-

tion.

 
•	  Risk measurement approaches—risk 

measures, extreme value theory and 

scenario and stress testing.

 
•	  Economic capital—development and 

analysis of an economic capital model 

using a case study.

 
•	  Putting it all together—summary of 

prior sections and how they bring a 

strategic focus to risk management.

The SOA’s CERA pathway is designed to 

meet, and in places exceed, the require-

ments set out in the CERA Treaty.2 One of 

the 50 learning outcomes is, “Develop an 

economic capital model for a representative 

financial firm.” It is difficult to evaluate a 

candidate’s achievement as it is not possible 

to fully evaluate it in a timed, proctored, 

written-answer exam setting.  While we could 

provide a model that has already been devel-

oped and ask a candidate to analyze it, 

we cannot (in an exam setting) have them 

develop the model itself. However, in the 

ERM module, candidates work through a 

case study in which they construct and then 

analyze an economic capital model. This 

model is then used by the candidate to com-

plete the required end-of-module exercise.3

the erm exAm
This exam is the final component in the CERA 

pathway. It reinforces the CERA global learn-

ing objectives that were covered in FAP and 

the ERM module and fully covers the remain-

ing objectives. The exam’s learning objectives 

are that the candidate will understand:

•	  The types of risks faced by an entity 

and be able to identify and analyze 

these risks.

 
•	  The concepts of risk modeling and be 

able to evaluate and understand the 

importance of risk models.

 
•	  How the risks faced by an entity can 

be quantified and the use of metrics 

to measure risk.

 
•	  The approaches for managing risks 

and how an entity makes decisions 

about appropriate techniques.

 
•	  The concept of economic capital, risk 

measures in economic capital assess-

ment and techniques to allocate the 

cost of risks within business units.

The launch of the ERM exam includes two 

exciting developments. The exam will con-

tain practice area extensions and will also 

provide courseware to aid candidates in 

their exam preparation. Over time, the SOA 

will begin offering courseware to all fellow-

ship exams of four hours or more in length.

prACtICe AreA extensIons
One of the goals of the redesigned CERA 
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didate to apply risk management principles 

and techniques within the selected extension, 

using the assigned readings and often the 

context of the case study. While the core read-

ing will not be the focus of these questions, 

material from those readings may be needed 

to provide complete solutions.

CourseWAre
A common concern raised by fellowship 

exam candidates is that we hand them a 

(really large) stack of readings and ask them 

to make sense of it all and then respond to 

questions with a high cognitive level in a 

short time period under stressful conditions. 

We aren’t going to reduce the cognitive level 

of our questions or expand the time period. 

We also suspect that there is little that can be 

done to lower the stress level at the exam. 

However, we have developed a new course-

ware component designed to help candi-

dates navigate the syllabus. It presents a 

reading plan and explains how the readings 

fit with the instructional objectives and learn-

ing outcomes. The courseware also provides 

commentary and additional insights that can 

help candidates put the material into con-

text. The courseware for the ERM exam was 

written by Max Rudolph, who explains in the 

sidebar his goals in writing courseware.

Candidates can anticipate a superior learning 

experience guided by the courseware. The 

SOA will be adding similar courseware to the 

study notes packages for the redesigned fel-

lowship exams, with some being produced in 

Fall 2013 and others to follow.

SOA volunteers and staff have worked hard 

to implement the new CERA pathway and 

believe it provides a significantly improved 

learning and testing experience for candidates 

with a final outcome of better preparing actu-

aries to serve employers and the public.  A

stuart Klugman, FsA, CerA, is a staff fellow,  Education 

at the Society of Actuaries. He can be reached at sklugman@

soa.org.

EnDnOTES
1 An article by Kathy Wong and Bob Sanford in 

the February/March 2012 issue of The Actuary 

outlined the changes coming to the FSA pathway. 

Link to article: www.soa.org/fsa-restructuring.
2 The launch of the CERA credential as a global 

risk management designation was marked by the 

signing of a multilateral treaty (more formally, the 

Global Enterprise Risk Management Designation 

Recognition Treaty) in November 2009. 
3 The ERM module is also available for continuing 

professional development.

eRm courseware document
by mAx ruDolph
When studying to earn my actuarial designation many years 

ago, one challenge was combining multiple sources of mate-

rial into my learning plan. The SOA examination committees 

have made great improvements since then, stating specific 

learning objectives and outcomes and including case studies 

in the syllabus material. I was very pleased to be allowed to 

write the first courseware document, covering enterprise risk 

management (ERM).

The ERM courseware document is designed to put the material 

into context and I hope my efforts help candidates both better 

grasp the material for the exam process as well as make it use-

ful in their career.  No matter which practice area your career 

focuses on, I believe that the tools and processes you develop 

for ERM will help you make better decisions.

The courseware does not cover the material in the practice 

area extensions or the case study but does provide a sug-

gested order of reading for the core reading. The courseware 

is a study note and so is required reading, including high-

lights of some of the syllabus required readings. Supplemen-

tal material is also included to expand on some of the mate-

rial in support of specific learning outcomes.

As someone who works in the ERM practice area, one of 

my goals in writing the courseware was to make comments 

about the varying ways tools are used in the real world. The 

syllabus itself does a good job of this, reflected in the current 

debate over banks’ regulatory use of the value at risk (Var) 

metric versus conditional tail expectation (CTE). ERM is an 

evolving practice area, but one that can add value to your 

career. Earning the CERA credential in addition to complet-

ing the fellowship requirements can do nothing but expand 

your career possibilities.

max rudolph, FsA, CerA, mAAA, is owner of Rudolph Financial Consulting 

LLC. He can be contacted at max.rudolph@rudolph-financial.com
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uPgrAde yOur VAluAtiOn SkillS. AdVAnce yOur technicAl knOwledge.

•	 Gain	insight	into	principle-based	valuation	issues,	statutory	reserves	and	equity-indexed	products.
•	 Improve	your	ability	to	analyze	complex	data.
•	 Enhance	your	creative	problem-solving	skills	and	refresh	your	expertise.
•	 	Engage	in	comprehensive	discussions	on	economic	capital,	principle-based	reserves	and	capital,	

health	topics,	taxation	and	more.

learn more at SOA.org/ValAct.
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Section highlights

entrepreneurIAl ACtuArIes
seCtIon 

by KeVIn pleDge

Entrepreneurs face many challenges; we have 

to deal with everything from raising capital to 

marketing our services. To meet these types of 

needs, the Entrepreneurial Actuaries Section set 

up a Resource Center to provide a knowledge 

base for actuarial entrepreneurs. This Resource 

Center is part of the SOA website (http://bit.ly/

EASRC). A challenge of any website is currency. 

Section volunteers are involved in updating 

the content and reviewing the organization of 

the site to be more modern. We would like to 

see more consistent formatting; topics easily 

searched, and to allow readers to post com-

ments. We are currently working with the SOA 

to update this asset to ensure that the effort that 

went into it is not lost over time.

While the Resource Center will benefit many 

entrepreneurial actuaries who offer actuarial 

services, there are also many actuaries who are 

entrepreneurs in other areas: software develop-

ers, media and even one actuary who owns a 

brewery company.

Another important issue for the Entrepreneurial 

Actuaries Section is around the definition 

of actuarial advice. When Nicole Fende dis-

cussed bartering on her radio show (http://bit.

ly/NFRadio) it was not intended to be taken as 

actuarial advice; however an extreme view is 

that any advice given by an actuary constitutes 

actuarial advice. Even if you don’t attach your 

actuarial credentials to what you are saying, it 

is argued that you can still be identified as an 

actuary from the directory or other sources. 

The Entrepreneurial Actuaries Section is look-

ing for common sense to prevail in this area as 

we are actively involved in discussions around 

how you define an actuary and actuarial 

advice with the SOA staff and the Academy.  A

Kevin pledge, FsA, FIA, is CEO and co-founder of 

Insight Decision Solutions Inc., and chairperson of the 

Entrepreneurial Actuaries Section.  He can be contacted 

at kpledge@insightdecision.com.

tAxAtIon seCtIon

by KrIstIn A. l. sChAeFer

The Taxation Section assists its members and 

affiliate professionals in all matters tax, includ-

ing those related to life insurance companies. 

Fortunately for us, there is never a shortage of 

new regulations, rules, codes or provisions as 

you can see in any issue of our section pub-

lication, TAxiNg TiMES. A big topic in 2012 is 

Statement of Statutory Accounting Principles 

No. 101 (SSAP 101).

 

SSAP 101 relates to current and deferred taxes. 

It was effective Jan. 1, 2012 and replaced 

SSAPs 10 and 10R. Among other specifica-

tions, it defines the amount of deferred tax 

assets (DTAs) that can be admitted in an insur-

ance company’s statutory financial statements. 

What does this have to do with actuaries? We 

usually focus on calculating items such as 

reserves, which fall on the liability side of the 

balance sheet, not the asset side.

Temporary differences between book (statu-

tory) and tax give rise to net DTAs. For many 

insurance companies, the largest temporary 

difference, and thus the largest component 

of the gross DTA, is caused by the difference 

between statutory and tax reserves.

SSAP 101 allows the book/tax difference in 

reserves that will reverse within a time period 

of up to three years to be admitted as part of 

the DTA. This time period and the amount 

allowed are constrained by several calcula-

tions specified in the SSAP. However, it is still 

important to estimate this reserve difference 

reversal as accurately as possible since the 

larger the number, the greater the potential 

admitted asset. Now do you see how this is 

relevant to actuaries?

If you’re intrigued about SSAP 101 and want to 

know more, I encourage you to read the article 

“NAIC Adopts SSAP 101—Income Taxes” in the 

February 2012 issue of TAxiNg TiMES, which is 

available on the SOA website. Or plan to join 

other members of the Taxation Section at the 

SOA Annual Meeting. Our breakfast session will 

feature a discussion on the treatment of the DTA 

in the risk-based capital (RBC) formula. A

Kristin A. l. schaefer, FsA, mAAA, is a corporate 

actuary with Transamerica in Cedar Rapids, Iowa, and is 

the 2012 chairperson of the Taxation Section. She can be 

contacted at kristin.schaefer@transamerica.com.
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Learn more about the call for papers,

including the complete topic list, by

going to Livingto100.soa.org

Questions may be directed to  

Ronora Stryker, research

actuary, at rstryker@soa.org.

Call for Papers—Living to 100 Symposium V

The Committee on Living to 100 Research Symposia requests 

professionals, knowledgeable in the important area of longevity and 

its consequences, prepare a high quality paper for presentation at the 

next Living to 100 Symposium, Jan. 8-10, 2014 in Orlando, FL. 

The topics of interest include, but are not limited to:

•   theories on how and why we age,

•   methodologies for estimating future rates of survival and

•   potential benefits and risks associated with the increasing 

numbers of retirees and potential answers to other difficult issues 

that arise.

Please submit an abstract or outline of your proposed paper by 

Sept. 15, 2012. The abstract should include a brief description of 

the subject of the paper, data sources and methods to be used, key 

items to be covered, and how your paper will contribute to current 

knowledge, theory and/or methodology.

A brief curriculum vitae or resume is also required. 

Submit the information by email to:

Jan Schuh

Sr. Research Administrator

Email: jschuh@soa.org



Out Of the Offi ce

acTuaRies on TheiR own Time

beVerly orth spends a lot of her free 

time quilting. “I started quilting around 1980, 

initially small projects like baby quilts, which 

I machine pieced and quilted. About eight 

years ago, I started my first hand-quilted 

project. When I finished that quilt, I started 

thinking about finishing a quilt that my grand-

mother started in the 1930s (see photo). She 

had appliquéd and embroidered 20 quilt 

blocks but never made a quilt from them, so 

I decided to put the blocks into a quilt, add 

borders, and hand quilt it. That was a big quilt 

and a big project that took me five years to 

finish (2006 to 2011). It fits a queen size bed.”

“I got started on quilting as a variation on 

sewing garments and accessories, something 

I have been doing since the age of 8 when I 

took 4-H,” Orth stated when asked how she 

got her start quilting. “I’ve made wedding 

dresses, tailored suits and coats, almost any 

kind of clothing you can think of. When 

some of my friends had babies, I made baby 

quilts, and eventually made quilts for my 

own daughters when they were born in 1989 

and 1992.”

When asked about an actuarial tie-in to 

quilting, Orth responded with, “I don’t know 

about actuarial tie-ins per se. There are defi-

nitely a fair amount of measurements and 

calculations to make sure there is enough 

of each fabric that goes into the quilt. For 

the large quilt I’m working on now, there are 

about 40 different fabrics (it is called a scrap 

quilt). I’m also working on a baby quilt that 

has eight different fabrics. Others have had 

only three fabrics.

“There is also geometry involved. The pieces 

need to be cut and pieced very precisely. 

Otherwise you will end up with non-square 

sides and borders that don’t fit. One little error 

at the beginning has a tendency to increase 

in magnitude as you go along. Not fun to find 

out that you have to re-do whole sections 

because of a little error made early on.”  A
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“grandmother’s Quilt”—by Beverly Orth, FSA, principal at Mercer. She can be contacted at 
beverly.orth@mercer.com.



mArguerIte boslAugh has been quilt-

ing for more than 30 years. Boslaugh says, 

“For me, quilting grew out of sewing clothes, 

which I learned in 4-H.” Her favorite part of 

quilting is “that it includes both order and 

serendipity. Unlike many situations, with 

quilting, I’m in control of the choices and 

execution and the quilt waits patiently for 

me just as I left it. On the other hand, as 

the parts of the quilt come together, I find it 

sometimes transforms into a different design 

and feeling than I had originally planned. 

Also, it’s really nice to produce something 

concrete after a hard day spent with all the 

abstractions in the world of investments and 

insurance.”

How much time to make a quilt? Boslaugh 

says, “The time I spend on a quilt can be 

as little as 15 to 20 hours (for a simple baby 

quilt) up to several hundred hours (for a 

large complicated one). I generally start 

with a quilt pattern—often the design is for 

a ‘block’ or segment of the quilt, which will 

be repeated multiple times. I’ve been known 

to run out of a particular fabric and need to 

figure out a new design solution, but that 

is part of the creative aspect for me. The 

pieces are then sewn together into larger 

and larger units, maybe with a few borders. 

Then the completed quilt top is layered with 

a backing piece of cloth (which may itself be 

pieced) and the batting (cushy layer inside 

the quilt.) The sewing that connects the three 

layers (quilt top, batting and quilt back) is the 

actual quilting.”

“The type of quilting I do (updated versions of 

traditional blocks) could be very mathematical 

if one wanted to approach it that way—lots 

of angles and hypotenuses and geometry to 

compute how much fabric to buy and the most 

efficient way to cut and assemble the pieces,” 

Boslaugh says when asked if there is an actuarial 

tie-in to quilting. “But I usually go with the flow 

and pre-calculated dimensions. On the other 

hand, the patience and persistence needed to 

get through the exams comes in pretty handy 

when things aren’t going well.”  A

FOR MORE OuT OF THE OFFICE, 

turn tO PAge 46
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“let the Squares dance”—by Marguerite Boslaugh, FSA, MAAA, managing director with 
Cigna. She can be contacted at marguerite.boslaugh@cigna.com.



Out OF the OFFice COnTInuED

mIKe rAKer started taking photographs in 

his early teens. His dad set up a darkroom for 

him in a spare bathroom of the family home 

to process black-and-white images. “After 

that,” Raker said, “I started shooting every-

thing.  About the same time, I was asked to 

be a yearbook photographer in high school, 

and it became a more serious hobby that I 

have continued to this day.”

For Raker, photography is a creative out-

let. “When I capture images, I share them 

with like-minded photographers who have 

a passion for photography as a hobby,” he 

said. “Simply put, there is a lot of math to 

photography. It’s easy to get caught up in 

the technical side of this art.  If you let that 

happen, you miss a lot of opportunities for 

great images—it’s OK to bend the rules. I 

shoot many photos of my subject to get a 

pool of worthwhile images that, hopefully, 

has one outstanding capture with a nice 

artistic feel.”

Shooting in color versus black and white is 

a critical consideration any photographer 

should be asking from the moment they con-

sider composing a photograph, according to 

Raker. “For instance, black and white images 

can often convey the texture of a subject bet-

ter than color if that is important,” he said.  

“On the other hand, vibrant colors—when 

they are captured in the right proportions 

and combinations in a painting, or photo-

graphic image—really cannot compare to 

shades of gray in a black and white image.” 

  

Raker has always enjoyed photographing 

landscapes and wildlife, but lately he is 

experimenting with all types of subjects. “I 

have participated in groups that post images 

of an ‘announced’ subject which you have 

to shoot within a particular time frame—usu-

ally a week,” he said. “This is fun because 

you get to compare what you have done 

versus what others have captured.  Most 

recently, I have tried to take candid images 

of people, but not portraits, as part of a chal-

lenging genre known as street photography. 

Basically, I like shooting it all!”  A
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“Atlanta highways at night”—by Mike Raker, ASA, EA, FCA, MAAA, actuarial consultant, Swerdlin & Co. He can be con-
tacted at mraker@swerdlin.net.



FrAnK sAbAtInI says, “I first picked up 

a camera to photograph my two boys as 

they grew up. Now this hobby has evolved 

into a combination of travel and photogra-

phy with a focus on wildlife and people. 

I’ve been to Kenya, Galapagos, Egypt, 

Churchill Canada (polar bears), Alaska, 

Machias Seal Island, Maine (puffins) and 

many of our national parks. The experi-

ence of visiting new places and being 

able to record the experience is what it’s 

all about for me. My next trip is to Haines, 

Alaska to photograph eagles.”

Sabatini’s first serious camera was a Canon 

AE-1 that he purchased in the 1980s. Now 

he uses a Canon EOS 5D Mark II and has 

several lenses and other camera bodies as 

well. As with many photographers, Sabatini 

is the picture taker at family events, but he 

doesn’t mind at all. “I have a granddaughter 

who is 21 months,” he said. “She’s the focus 

of my photography these days.”

Though digital photography has virtually 

taken over the art, Sabatini is not a stranger 

to film. “When I first started taking pictures, 

I used film,” he said. “I still have my old 

negatives and slides that I’m slowly moving 

to digital. The things you can do with digital 

photography are so amazing that it’s hard to 

go back. Although, I must admit I’m a bit of 

a purist and try not to manipulate my images 

too much.”

For Sabatini, photography is both a creative 

outlet and mastery of a technical skill. “The 

creativity comes with identifying and cap-

turing a unique shot,” he said. “Technically, 

mastery of the camera, related equipment 

and post-shoot processing is as much a part 

of the experience as taking the image.” 

Being an actuary has helped Sabatini 

become a better photographer. “All actu-

aries need to pay attention to detail. That 

focus helps immensely with photography 

in framing an image and understanding the 

technical aspects and capabilities of one’s 

equipment.”  A
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“Maasai People – Village Portraits”—by Frank Sabatini, FSA, CERA, MAAA, president, Sabatini Advisory Services LLC. He 
can be contacted at francis.sabatini@gmail.com.



In oCtober 2011, the Society of Actuaries (SOA) board of direc-

tors (BOD) approved a slate of 2012 Strategic Initiatives that includ-

ed an Enhanced Relationships with Candidates initiative.

This initiative was brought about because the SOA recognizes the 

importance of maintaining its relevance for the actuarial profession 

into the future. It was framed to consider options for building and 

strengthening the SOA’s relationship with candidates who will soon 

be deciding among several options for their actuarial education, 

and to potentially initiate that relationship earlier in the education 

process. The initiative is also intended to look at ways to increase 

understanding of the profession as a career choice, so that individu-

als making decisions among quantitative fields can clearly see the 

attributes of an actuarial profession. Connecting with candidates 

prior to their attaining a designation is seen as a way to promote a 

lifelong relationship which eventually may lead to increased volun-

teering and support.

To get a clear understanding of candidates’ wants and needs as well 

as the best practices within professional membership associations, 

the soA At Work

buiLding a beTTeR ReLaTionshiP 
wiTh candidaTes

the SOA launched a multiphase market research study consisting of 

the following:

i. Pre-ASA candidate focus groups,

ii. Analysis of professional membership organizations, and

iii. Online survey of pre-ASA candidates.

Preliminary results from the research were shared with the SOA board 

at its June meeting. Taking into consideration the guidance received 

at that meeting, the SOA will review and analyze the research col-

lected and recommend a set of possible programs/services that might 

be developed with the goal of strengthening candidate relationships 

with the SOA and the profession.

The SOA is continually looking for ways to provide the most value 

to its members and future members. If you have an idea about that 

topic, please share it at www.soa.org, About, Contact Us.  A

— SOA executive director greg heidrich
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proFessIonAl
DeVelopment  
opportunItIes

VAluAtIon ACtuAry symposIum
Sept. 10 – 11
Los Angeles, Calif.

CrItICAl Illness InsurAnCe 
Forum
Sept. 10 – 12
Las Vegas, nev.

DI & ltC Insurers’ Forum
Sept. 12 – 14
Las Vegas, nev.

proDuCt tAx semInAr
Sept. 20 – 21
Washington, D.C.

AnnuAl meetIng & exhIbIt
Oct. 14 – 17
Washington, D.C.

Asset lIAbIlIty mAnAgement 
teChnIQues AnD prACtICes
Oct. 22 – 24
Chicago, Ill.

Asset lIAbIlIty semInAr
Oct. 25 – 26
Chicago, Ill.

soA AnnuAl symposIum – 
shAnghAI soA周
nov. 5 – 6
Shanghai, China

eQuIty-bAseD InsurAnCe 
guArAntees ConFerenCe周
nov. 12 – 13
Chicago, Ill.

View all Professional Development 
opportunities by visiting www.soa.org 
and clicking on event Calendar. 

 

Chinese slowdown And Cyber  
Attacks: Key risks For 2012
global Finance June 2012 issue highlights 

latest Emerging Risks Survey; quotes Max 

Rudolph. To read more, visit 

www.gfmag.com, search term 

Chinese Slowdown, or use the 

QR code.

time For the mind 
SOA President Bradley M. Smith discusses 

the general insurance exam track in Risk & 

insurance magazine. To read the article, visit 

www.riskandinsurance.com, 

search term Brad Smith, or use 

the QR code.

study: health Care Costs on rise
Learn more about what’s truly driving health 

care spending in the United States. For the 

full article, visit www.politico.com, 

search term Health Care Cost  

Institute, or use the QR code.

Data trove may shed light on 
health Care uncertainties
Health care spending is now rising more 

slowly. Read coverage in The Washington 

Post. To read the article, visit 

www.washingtonpost.com, 

search term Data Trove, or use 

the QR code.

Working late, by Choice or not
A recent New York Times article includes 

SOA data about older Americans working 

longer. The article can be found at www.

nytimes.com, search term 

Working Later, or by using the 

QR code.

It’s time to serve up some big  
Incentives to Curb obesity
The Los Angeles Times notes SOA research 

findings on obesity. To read 

more, visit www.latimes.com, 

search term Curb Obesity, or 

use the QR code.

the soA is focused on raising awareness of actuaries in the media. 
recent efforts have been successful. here are just a few examples:

the ACtuArIAl proFessIon In the neWs

If you have an idea for an article you 
think should appear in The Actuary, or a 
response to something you have read in 
these pages, tell us about it by sending an 
email to theactuary@soa.org.

ATTEnTIOn READERS!

View all of these articles by going to www.soa.org/newsroom and clicking on the  

Profession In The News link.  A
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Recommended Readings
the following is a list of recommended readings from the contributing editors that they feel will 
pique your interest and help keep you informed. 

From Dave Ingram
global Systemically important insurers:  

Proposed Assessment Methodology

From the International Association of Insurance Supervisors 

website: “The International Association of Insurance Super-

visors (IAIS) is participating in a global initiative, under the 

purview of the Financial Stability Board (FSB) and the G20, 

to identify potential global systemically important insurers 

(G-SIIs). As part of this initiative, the IAIS has developed a 

proposed assessment methodology to identify any insurers 

whose distress or disorderly failure, because of their size, com-

plexity and interconnectedness, would cause significant dis-

ruption to the global financial system and economic activity. 

A two-month public consultation on this methodology will 

run from 31 May 2012 to 31 July 2012.” For more information, 

visit www.iaisweb.org/Consultations-918 or use the QR code.

From Dave Ingram
report to g20 leaders On Basel iii  

implementation

On the Bank for International Settlements’ website, www.bis.

org, there is the following news item: “The Basel Committee 

on Banking Supervision has established a comprehensive 

implementation review process to ensure its globally-agreed 

standards are implemented fully by member jurisdictions. A 

key element of the process is transparency, including report-

ing to the G20 Leaders. As such, the report of interim findings 

(http://www.bis.org/publ/bcbs220.pdf) to the G20 Leaders 

summit in Los Cabos, marks an important step forward in the 

Committee’s work on implementation.” For more information, 

visit www.bis.org, search term Report to G20 Leaders on Basel 

III, or use the QR code.
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enterprise risk management
This e-course is designed to provide information to actuaries who 

do not yet regularly practice in enterprise risk management (ERM), 

but want to know more about it to help expand existing skills or 

meet professional development requirements.

Financial reporting
The e-course is designed to introduce you to the basic con-

cepts and terminology necessary to understand financial 

statements and regulatory capital requirements. While appli-

cations and examples are taken from the insurance industry, 

much of the content is not industry specific. In addition, while 

the focus is on Canada and the United States, an important 

part of the environment in these jurisdictions is the effort to 

align with international standards.

e-Courses

Investment strategy
The e-course is designed to provide you with an understanding of 

the investment theories used to implement the investment process. 

Throughout this e-course, you will be exposed to case studies from 

real experiences that illustrate the range of considerations in man-

aging investment portfolios supporting particular liabilities and 

goals. After completing this module, you should be able to define, 

design, monitor and modify an overall investment strategy given a 

client’s objectives and constraints. You should also be able to com-

municate results to the client.

operational risk
This e-course is intended to help you learn how to identify, 

measure and manage operational risk.





equity-based Insurance 
guarantees Conference

bridging the gap series: 
economic scenario 
generators

nov. 11

Chicago, Il

Learn more at SOA.org

This seminar is designed 

to give professionals 

with limited-to-moderate 

experience an understanding 

of how to better quantify, 

monitor and manage the risks 

underlying the VA and EIA 

products.

Get an overview of topics to 

be covered in the Equity-Based 

Insurance Guarantees Conference, 

and dive deeper into economic 

scenario generators (ESGs). Learn 

how ESG models are applied in 

practice for various objectives 

(e.g., hedging, pricing and 

reserving—among others). 

nov. 12–13

Chicago, Il
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