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Ethics Cases - #1 Opinion Shopping (on something other than the earnings assumption!) 
 

It is late 2009 and public pension systems with June 30 plan years have just had FYE 6/30/2009 
market returns of generally around -22%!  Many systems are reviewing their asset smoothing 
methods including both the smoothing period and the “market value of assets corridor (MVA 
corridor)”.  (Note that ASOP 44 is still fairly new, having been released in Sept. 2007.) 

You, along with many other actuarial practitioners, believe that if the smoothing period is longer 
than 5 years then it is not “sufficiently short” under ASOP 44 so an MVA corridor would be 
needed.  However “Ann Actuary” has advised System X that 10 year smoothing with no MVA 
corridor is an option, and System X has adopted that method for their 6/30 2009 valuation. The 
corridor would materially constrain the smoothing method so the first year cost increase is 
substantially greater, especially under 10 year smoothing. 

Situation 1-A:   “You need to get comfortable…” 

Donald Bridgecard, the Board Chair of your client, System Z, has heard about the “10 year 
smoothing with no corridor” approach.  In your first discussion with the Board you make clear 
that you would not consider that approach consistent with your understanding of ASOP 44.  
Towards the end of a gradually intensifying discussion, when it is clear that you will be coming 
back later for further discussion, Donald tells you that “You need to get comfortable with 10 year 
smoothing and no corridor or maybe we’ll see if this Ann Actuary person is interested in some 
new business!” 

Situation 1-B:  “We have decided to stay with Ann rather than revisit …” 

Coincidentally, in 2009, System X was already planning on putting their actuarial services out 
for bid.  System X administrator, Xavier Soul, is well aware that Ann Actuary’s acceptance of 10 
year smoothing with no MVA corridor is not shared by her competitors who will likely bid on 
the System X work.  Mr. Soul notifies the three finalists (you, incumbent Ann and Third Firm) 
that during the interviews each will be asked to comment on their asset smoothing policy.  Both 
you and Third Firm say that you would want to revisit the policy with the Board. 

After the interviews, Xavier notifies you by email that “We have decided to stay with Ann 
Actuary rather than revisit the asset smoothing issue” 
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# 2 – Whistle Blowing and Confidentiality 
 
You work on Client Q with Pat, a principal of your firm.  After presenting the valuation results to 
Q, you realize there is a material group of participants that were not included in the data.  You 
determine they were likely missed because their participant status was changing in the month 
before the data cutoff date.  Including them would have an impact on the stated funded status of 
the plan which has become an increasing focus for the Board, the Administration and the Media.  
It would also call for higher contributions from the sponsor although somewhat muted because 
the additional liability would be amortized over 10 to 15 years. 
 
You approach Pat and express your concerns, having been a co-signer of the presentation.  As 
you expected from previous situations, Pat says, “No worries, this will all get reconciled in next 
year’s valuation.”  You decide it is time to find work elsewhere.  As you leave to join a new firm 
where your work will be very different, Pat reminds you that your work with the firm is 
confidential and you have signed a non-compete which, among other things, precludes you from 
discussing the work product. 
 
As you settle in to your new job you notice the public scrutiny of the funded status of Plan Q. 
You are concerned that you have not met your obligations.  However, you have already 
discussed the issue with Pat, who vigorously claims that you have a legal obligation to hold the 
work product confidential.  You confide in a colleague who tells you she is alarmed at the risk to 
the profession if such practices can continue unchecked, but says she cannot do anything without 
personal knowledge of the situation.  
 
You consider going to the ABCD.  However, you are concerned because you have no evidence, 
which is in workpapers that you can no longer access. 
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#3 – Control of Work Product 

 

How much should the public system’s staff be allowed to edit or influence the content and/or 
wording of an actuarial report or other actuarial work product from their outside consulting 
actuary.  This can range from: 

1. Editorial suggestions on wording to requests, to  

2. Requests to delete sensitive content that is informative and relevant but non-essential, to 

3. Arm twisting for changes to specific and material recommendations.  

This generally happens behind the scenes, so as to influence what information is seen by the 
Board and the public. 

Situation 3-A:  “That’s not how I would say it.” 

Adam is CEO of System A, and prides himself on his ability to communicate technical 
information.  He routinely edits draft letter and reports, with comment like “That’s not how I 
would say it.”  These edits are more style than substantive, but they are more than just 
suggestions.  Adam expects his edits accepted unless you can convince him that your original 
was somehow better. 

Situation 3-B:  “Do we have to say it that way?”  

Brenda is CEO of System B and prides herself on being able to navigate politically sensitive 
situations.   She thinks that some actuarial terminology, while accurate, is politically 
inflammatory.  She routinely asks you to substitute terms that, while less clear, are in her 
judgment, also less provocative and less likely to cause her problems if they are quoted in the 
press. 

Situation 3-C:  “Do we really need to make all these points?”  

Charlotte is the CEO of System C and is not only a political navigator (like Brenda) but also 
prides herself on her understanding of actuarial matters.   While she has agrees with your 
recommendations, she thinks you oversell your conclusion by making more arguments than you 
need.  In particular, some of your points, while accurate and relevant, she notes are also 
politically sensitive.  She asks you to delete those bullets from your slides and leave only those 
that she thinks are essential to support your recommendation. 

Situation 3-D:  “We need to get to a lower expected return assumption” 

Davina is the Chief Investment Officer of System D who generally believes public plan actuaries 
are too aggressive when setting the return assumption.  She has also noted to you in the past that 
generally a lower return assumption will make things easier for her investment staff.  Regarding 
your current review of the assumption, she knows that the plan sponsor would actually prefer a 
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lower assumption as the resulting higher contributions will be useful during upcoming collective 
bargaining negotiations. While she will not be presenting her own report, she will speak against 
your recommendation unless you change it to a lower rate. 

Situation 3-E:  “You know,  I’m an actuary too.” 

Earl is assistant CEO of System E and a currently credentialed actuary with experience 
practicing primarily in the investment field.  Earl routinely argues with you about your 
recommended assumptions and insists you should substitute his recommendations into your 
reports.  The assumptions in contention have ranged from: 

1. expected return (where he clearly had some expertise) to  

2. mortality table selection (where he may have had some expertise), to  

3. medical trend rates (where to your knowledge he has no expertise or experience). 

Earl frequently prepares staff reports that directly challenge your recommendations, putting the 
Board in the position of choosing between his and yours.   

Situation 3-F:  “OK, maybe today I’m not an actuary.” 

Fernando is CEO of System F and, coincidentally, Earl’s twin brother.  Fernando has the same 
credentials and experience as his brother, and challenges your recommendations in just the same 
way.  In addition, you have noticed that Fernando is not consistent as to whether he includes his 
actuarial credentials when he signs his reports challenging your recommendations.  In particular: 

a. His credentials are included when the subject matter is investment related (like economic 
assumptions). 

b. His credentials are not included when the subject matter is not investment related (like 
medical trend assumptions). 
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# 4 – Conflict of Who’s Interest? 
 
You just landed XPERS, the pension system of City X.  You are gearing up with your team and 
will be providing actuarial services for the XPERS pension board.  By chance, Susana, one of 
your fellow consultants from your firm says she will be out of the office for a week as she 
provides support for the Peripheral States Pension Plan, a multiemployer plan that is working to 
get employers to raise the contribution rate to keep the plan solvent. 
 
Susana mentions that the toughest part of her assignment involves dealing with executives from 
Municipal Trash, where 30% of the plan members work.  It gradually dawns on you that 
Municipal Trash is in City X, and works on a cost plus contract for the City, so anything Susana 
negotiates will be paid, dollar for dollar, by City X. 
 
What goes through your head is: 
 
1.  The work you are going to perform obviously does not cover the Municipal Trash 

employees. 
2.  One has nothing to do with the other, in your opinion. 
3.  You discuss it with Susana and she is concerned your firm will now be receiving income 

from the same people she is negotiating against. 
4.  You argue that the work is under a fixed fee so there is no way the two different jobs will 

result in any additional financial benefit for the firm, so what’s the problem? Susana relents 
after her boss tells her, “No way are we giving up the revenue from XPERS after spending 
most of the last year marketing to this client.” 
 In a Monday morning meeting the next week, the Administrator of Peripheral States asks 

Susana if she has any conflicts of interest. She tells him that she does not. 
 On Tuesday, Julio, the mayor of X, pulls Susana aside at a bargaining session and 

casually mentions that he will personally be approving payment to your firm of the $1 
million per year fee for XPERS. He says this in a very low voice so that no one else can 
hear. 

 On Wednesday, your contact at XPERS starts a casual discussion about all the news 
coverage surrounding the Municipal Trash negotiations. He says he thinks Susana is 
being overly conservative.   

 On Thursday, Julio calls you up and starts to ask you questions about interest rates, 
mortality tables and turnover rates. You realize that he is trying to get you to say things 
that conflict with Susana’s talking points for Peripheral. Actually, you happen to agree 
with the things Julio is trying to get you to say, but you deflect his comments rather than 
responding directly. 

 On Friday, Julio calls your boss and tells him point blank that if the negotiations don’t go 
well with Peripheral, he will have to try to save money elsewhere any way he can… 
perhaps by renegotiating fees with their actuaries. That afternoon, the Administrator of 
Peripheral talks with Susana again and says he needs all their service providers to sign a 
statement promising to disclose any conflicts of interest they may have. He says he 
knows she doesn’t have any, because of what she told him Monday, but their new 
procedures require signatures from all “vendors.” 

 


