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So long, farewell
2011 — the year of much-anticipated economic recovery is drawing to
a close. Following the eurozone crisis, bank scandal and sovereign debt
uncertainty across the globe, it’s unclear what conclusions one would draw
against the optimism that started the year.
In 2012, The Actuary will launch into a new era with a move to a new
publishing house and your new editor, Deepak Jobanputra, will introduce
himself in the next edition. Please send in your feedback on the new look
and feel of the magazine and the website that will soon be revealed.
In the meantime, our featured themes for December are general
insurance and enterprise risk management. My final Q&A for these pages
is with Feargus Mitchell, head of the human capital practice at Deloitte
and a former boss and inspiration from the very beginnings of my
actuarial career.
For an update on the world of risk management, please join me for
the fifth annual global ERM webinar co-ordinated by the US Society of
Actuaries on behalf of the global actuarial profession. The webinars which
are split by geographic region will run from 7-9 December and further
information is available at http://bit.ly/uEy15l
We are pleased to welcome Yvonne Wan as social news editor, who takes
over from Kelvin Chamunorwa. And a vacancy has arisen on the features
team as Adam Jorna will be stepping down after a commendable three-year
stint. Thank you to Adam and Kelvin for your tireless contribution, and
to all the members of the editorial team, SIAS, the Profession and Incisive
Media representatives that I have worked with during my time as editor.
It has been an enlightening and fulfilling experience, which
was ultimately enriched by your support and energy. I wish
you all the best and ongoing success for The Actuary.
It has been my absolute pleasure to serve the
profession in this way and I plan to remain involved
with the magazine through participation on the editorial
advisory panel. Farewell and over to Deepak.

Marjorie Ngwenya
Editor
editor@the-actuary.org.uk
Like The Actuary on Facebook
Follow @TheActuaryMag on Twitter
Join The Actuary’s LinkedIn group

www.TheActuary.com
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Letters

Your view

Letters to the editor

In which actuaries discuss mis-selling, mistiming and misinformation

A secular state? Response to
M. Kinney, November 2011
My installation speech was designed to give
the historic background of livery companies
and where they stand today, and should be
judged on the entirety of the message rather
than a brief précis. Likewise, it did not set out
any change to our aims or objectives in any
way. It is a matter of historic fact that groups
of craftsmen tended to settle in close-knit
neighbourhoods in medieval London, and in
those days the church was a central part of
life. These craftsmen formed their own livery
companies and it was natural that they had
their own guild or livery churches, usually
their local ones. The ancient livery companies
still have their livery churches and modern
ones, including the Worshipful Company of
Actuaries, have them, too. In my speech, in
which the section on the church was one of
several sections, I stated that we welcome all
religions and this is reflected in the way we
operate. We do not ask about and in no way
discriminate against religious beliefs — or lack
of them — when actuaries seek admission to
the Company.
The Worshipful Company continues to
welcome actuaries from all walks of life and
from all religions or none.

J. Lockyer
1 November 2011

A question of ethics
There is an increasing number of companies
that sponsor defined benefit pension schemes
running ‘member inducement exercises’.
These exercises have the common feature that
the member is offered cash up front in return
for a poorer value pension. The regulators
have made clear their distaste for such
schemes. They are growing with the support
of actuaries within the leading corporate
pension practices. Independent financial
adviser (IFA) firms — some are divisions of

Your letters and more
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please email
editor@the-actuary.org.uk.
More letters available online at
www.TheActuary.com/type/opinion
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Letter of the month
Celebrating life
I write having read October’s social news column at a friend’s house who is an actuary.
After more than 20 years in media from print, to TV and film I am astonished and
saddened to see the treatment of your obituaries. Four young actuaries have passed and
all that can be said was their ages. I think greater effort should be made to celebrate the
professional and personal life achievements.
J. Blain
5 October 2011

Editor’s note:
With thanks for this comment. We rely on the contributions of readers — indeed, family and friends
— to provide us with information on the lives of those departed. We have limitations on space in the
printed version of the magazine, however, we aim to carry what we are able and place the remainder
on our website with a notice in the magazine for readers‘ benefit. Those sending in notifications of
death to the Profession are invited to accompany them with obituaries.

The writer of the letter of the month receives a £25 Amazon voucher

firms employing experienced actuaries —
are advising members on these deals.
The number of people being recommended to
take up these offers is alarmingly high. In my
opinion, this is another mis-selling scandal
in the making. The IFA advice standards
generally used are not good enough.
I ask all actuaries involved in these
exercises, in whatever role, to consider the
following question:
Are the actuarial assumptions and
approaches used by the IFA firms to illustrate
the range of outcomes for a member
accepting an ‘enhanced transfer value’ fit for
purpose? Would you want your mother or
father advised in such terms?
My answer is, unequivocally, ‘no’.
This is an open invitation for anyone in the
profession who would like to defend the
standards of advice to do so.
If we agree that the advice standards
are poor then these member inducement
exercises are extremely misleading to
vulnerable members. There is an ethical
issue, if not a professional standards issue, for
actuaries and the profession to consider here.
Can a scheme actuary stay silent on this issue
when these exercises are being run by the
employer with the trustees’ support?
I don’t advocate banning these exercises.
We should instead insist on proper standards

of advice being made available. If people
want to take cash now and have a poorer
pension then I, for one, don’t want to stop
them. I just want them to know that is what
they are doing.

A. Higham
14 October 2011

Christmas cheer?
The decision to release the CA1, ST and SA
exam results on the 23 December is a cruel
blow to actuarial students everywhere.
Christmas spirit must have been amiss
when the last Friday before the festive
weekend was selected to release what could
potentially be the last exam result ever
received. Although many will be delighted
with the outcome and can have a relaxing,
celebratory weekend, spare a thought for
the many disheartened — with particular
focus on any male who has yet to begin
their festive shopping (which is, of course,
started on Christmas Eve). If anything
positive can be said about this unfortunate
date, it is that after much merriment
and overindulgence across the four-day
weekend, no-one will remember who sat
which exam in the first place. Good luck to
all, and to all a good Christmas.

J. Hamilton
4 November 2011

www.TheActuary.com
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President’s comment

Jane Curtis

Jane Curtis hails the strides that the profession is making in
an increasingly global economy

International recognition
This month I want to applaud the sterling
and often unacknowledged work done
by many volunteer members in the
international arena. I want to let you know
the work that has been happening with
the Profession around the globe. This year
we have been actively engaging with our
international partners to develop initiatives,
create joined-up research and address any
divergences of opinion.
My recent visit to the International
Actuarial Association (IAA) meeting at Zagreb
in Croatia was just one of an illuminating
series of meetings that I and other members
of the presidential team and members of the
International Committee have attended in
the last few months. Such meetings have
taken Ronnie Bowie to visit Chicago to
represent the Institute and Faculty at the
Society of Actuaries’ (SOA) annual meeting
and President-elect Philip Scott to participate
in the East Asian Actuarial Conference, which
took place in Kuala Lumpur in October.
The IAA is the worldwide association of
professional actuarial associations and exists
to encourage the development of a global
profession, acknowledged as technically
competent and professionally reliable,
which will ensure that the public interest is
served. The IAA currently has 63 full and
26 associate member associations and is
helping to develop the actuarial profession
in 30 more countries. Together, the IAA
represents over 60,000 qualified actuaries
distributed in about 100 countries: a powerful
force indeed. The Groupe Consultatif plays
a similar role in bringing together actuarial
associations in the European Union.
As a profession we need to be relevant
internationally. The world is developing
quickly and we need to be at the very heart
of what is happening and influencing
global regulation and standards. We need
to maintain and build on our working
relationships with actuarial associations
in other countries — including those in
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America, Australia, South Africa, Asia and
Ireland to name just a few. Many members of
our Profession work or have links in countries
outside the United Kingdom. Part of the role
of the Profession is to support these members
in their work wherever it is located, to enable
them to move easily between countries
with a portable qualification and to be
acknowledged for their technical knowledge
and business skills.
Take, for example, Solvency II —
this European initiative affects not only
companies located wholly in the EU but
also those with parent companies based
outside the EU and EU-based companies with
subsidiaries which operate elsewhere in the
world. The Solvency II framework requires an
assessment of whether other countries have
supervisory regimes of equivalent standards.

» Over half of the

Profession’s 10,000
students are based
overseas, which makes
our qualification a
global aspiration

«

At the recent GIRO conference I attended
I talked of how the profession values
its close relationship with the Casualty
Actuarial Society and how members of GIRO
are involved with them, for example, on
reciprocal working parties in research, joint
webinars, interest groups and mutually
recognised qualifications. These are great
ways of collaborating across the global
actuarial community — sharing information
and supporting our partners.
The Profession regularly holds bi- and
tri-lateral meetings with other actuarial
associations. Recent ones included a
tri-lateral meeting with the Actuarial Society
of South Africa and the Institute of Actuaries
in Australia, and bi-lateral meetings with

the Casualty Actuarial Society and the
Society of Actuaries. Topics under discussion
included the extent to which we mutually
recognise the qualifications of actuaries
from other global actuarial associations, the
opportunities to work together, a comparison
of our disciplinary schemes, how best to
tie in research together, and to what extent
internationally recognised standards for
professional work should be introduced.
We are currently actively engaged with the
Groupe Consultatif and the IAA on proposals
for additional global regulation that might
have an impact on our work in the UK and
overseas. From our point of view, the key here
will be to get the balance right to ensure that
regulation is not overwhelming nor imposed
unwillingly on any country and, where such
regulation is appropriate, the Profession
is seen as influencing the debate in how
international standards are drafted.
In the area of education, over half of
the Profession’s 10,000 students are based
overseas, which makes our qualification
a global aspiration. Members of the
Profession’s executive team recently
visited Asia to promote the benefits of
the Institute and Faculty qualification.
They also aimed to identify and work
with the best local universities through
accreditation of their courses, offering
exemptions from some of the UK
professional examinations, developing
distance learning and providing lecturers
to deliver courses. By being proactive and
supportive of universities brings us benefits
of closer ties. Online communities already
exist that allow members in Singapore,
Kuala Lumpur, Shanghai, Hong Kong and
Beijing to share information and provide
networking opportunities.
In an increasingly global economy it is
clear that the Institute and Faculty cannot
and must not operate on its own. For that,
our eyes must be raised beyond the horizons
of UK shores.

www.TheActuary.com
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Soapbox

Jorge Luzzi

Companies are looking for solutions for business interruption risks,
says Jorge Luzzi

From tents to Tahrir Square

A

t 03:02 on 17 August 1999,
the Pirelli industrial plant in a
suburb of Izmit, Turkey, was hit
by a magnitude 7.6 earthquake.
Part of the original production building
collapsed, and critical production machinery
and equipment were destroyed or severely
damaged. Two workers died in the plant,
and others died elsewhere or were injured
when their homes collapsed. Employees lost
family and friends.
Many of the staff left homeless could
only survive by going to relatives in remote
areas of the country, so we had to deal with
this issue before we could begin restoring
production. Within five days, Pirelli had
erected a tent city on a football pitch three
kilometres from the factory for its employees
and 600 other citizens of Izmit.
Earlier this year, we had a different
scenario. We decided to evacuate our
expatriate staff from our plant in Egypt
during the political unrest. We had not
long finished our business continuity plan,
and fortunately it worked very well. At the
same time, our industrial sales were affected
during the second quarter as a result of the
slowdown of economic activity in Egypt and
elsewhere in North Africa.

These two cases illustrate the complexity
of managing business interruption, from
the human dimension to the financial
impact. Our supply and distribution chains
can be disrupted by a natural disaster
in a distant part of the world. In the last
two years, we have seen an extraordinary
level of natural catastrophes —
Munich Re estimates economic losses for
the first half of 2011 alone at $265bn.
Widespread civil disturbances can create a
big drop in demand. We also have to keep
in mind the ever-evolving threat from
cyber risks.

» Widespread civil

disturbances can create
a big drop in demand

«

For a global company, the direct financial
impact from property damage is rarely
material at group level, except at its most
extreme. In any case, insurance for these
risks is generally abundant and, except in
the most exposed territories such as Japan,
the prices are quite stable. The consequences
of a breach in the supply chain or loss of a
market are different. It can have a serious
impact on the company’s revenue and,
longer term, on its competitive position.
Especially if it happens at a time when
stock markets are already nervous, the
company’s reputation is likely to suffer.

Insurance solutions lacking
At the moment, we do not have insurance
solutions that match these exposures.
Traditional business interruption insurance
requires that we suffer some physical
damage to our property, and this is not
necessarily what happens. Businesses in
New Orleans were bankrupted after
Hurricane Katrina in 2005, not because
they had been flooded but because their
customers had fled, for example.
Gradually and cautiously, the insurance
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market is producing non-physical damage
or contingent business interruption policies,
but their value so far is limited for us.
The proposal will be demanding
to prepare and the cost is likely to be
comparatively high because the market is
small and there is little claims experience
for rating. More important, however, is that
they will probably require that there is an
insured loss in the chain, such as a fire at
the supplier’s factory, to trigger the claim.
The policy is unlikely to respond if we
simply cannot deliver our goods because
an earthquake has cut off power supplies,
floods have washed out bridges or a fungus
has infected a critical natural component.
The Federation of European Risk
Management Associations (FERMA)
represents over 4,000 commercial insurance
buyers and risk managers in 19 European
countries, and we are hearing from members
that they want solutions that will enable
them to manage the financial implications
of such breaches in their supply and
distribution chains.
We understand why insurers are cautious,
but we believe there is room for innovation.
For our companies, we go through a whole
risk management process of identifying,
quantifying and mitigating the supply chain
risks first, so we know there are techniques
for assessing the risks. If insurers feel they
cannot underwrite contingent business
interruption without taking unacceptably
broad exposures, then we would welcome
ideas for other techniques.
Managing today’s complex business
interruption risks demands bringing together
awareness of the human impact through the
whole range of potential consequences to
sophisticated techniques for measuring the
financial exposures and, we hope, finding
methods of mitigating them.
Jorge Luzzi is president of FERMA and group risk
management director for Pirelli worldwide

www.TheActuary.com
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North West tops table for UK bodily injury claims
Research finds North-West England has higher ratio of claims than leading US state
Exclusive new research from the Institute
and Faculty of Actuaries has shown the
considerable regional variations in the
proportion of private car insurance claims
involving bodily injury.
The leading hotspot is the North West
of England where 43% of third-party
claims in 2010 involved bodily injury,
and the lowest region was North East
Scotland where 13% of third-party claims
involved bodily injury. The ﬁgure for the
North West is higher than that for Nevada,
which — with 40% of third-party claims
involving bodily injury — is the highest
ratio in the US.
The research shows that these claims
hotspot areas match areas with the highest
concentration and activity of claims
management companies. In general, more
claims management companies means
more personal injury claims.
Conversely, Scotland has the lowest
proportion of private motor insurance
claims involving injury to third parties,
with 20% of claims in the Central Belt
involving a claim for injury against a
UK average of 29%. Scotland has stricter
controls on referral fees, with the amounts
paid being less than the rest of mainland
UK, and so has far lower numbers of

claims management companies operating.
David Brown, one of the authors of
the research, said: “Claims management
companies in England and Wales make
money from referral fees — they sell on
the details of the case to a solicitor, for
example, and receive a fee for this.
At present, there is no regulation of
referral fees although the Ministry of
Justice is currently seeking to ban them.
“Our ﬁgures show the real picture
of bodily injury claims in the UK and
the regional differences are stark.
The areas of the strongest growth for claims
management companies; North West
England, North East England and
West London are all areas where the number
of car insurance claims involving bodily
injury claims are above the UK average.
“It is, of course, right and proper that
those who have suffered bodily injury
are able to claim compensation, but with
claims management companies’ turnover
rising by 50% to £377m in 2010, this is
clearly a big money industry. We welcome
the announcement from the Ministry of
Justice proposing to ban referral fees and
we will work with them, and others,
in order to try and restore sense to the
claims system.”

% of UK private car
insurance claims involving
bodily injury
North-West England

42.8%

Nevada (highest ratio in US)

40.3%

North-East England

37.4%

Yorkshire

33.5%

Central

30.5%

London & SE ex. Kent & Essex

29.5%

UK average

29.4%

Wales

28.3%

East Anglia

25.8%

Borders

23.1%

West & SW England

22.4%

Kent & Essex ex. M25

21.8%

Central Scotland

20.4%

Northern Scotland

13.0%

Regional breakdown by ITV region for
year ending 31 December 2010

New Profession libraries
The Actuarial Profession is considering how
to improve library facilities and services in
Edinburgh and London, with a new library
facility at Staple Inn Hall planned for 2012.
Whether you’re a regular library user or
not, please ﬁll out the survey at http://svy.mk/
tuYbSu and let us know your views.

EIOPA consults on application of Solvency II to pensions
On 25 October the European Insurance
and Occupational Pensions Authority
(EIOPA) published a consultation on its
draft advice to the European Commission
on a review of the Pensions Directive
(http://bit.ly/uyzhpU). This consultation
looks at how elements of the Solvency II
regime to be introduced for insurers
could be adapted for use in regulating
occupational pension schemes.
Among other things covered in the
517-page, 96-question consultation is
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a recommendation to move to marketconsistent valuations, and proposals that
a ﬁnancial value is put on employers’
covenant and included in the assessment
of capital available to the scheme.
Members of the Pensions Practice
Executive Committee (PPEC) and other
volunteers are working hard to collate
initial views and feed them back to EIOPA
by the 2 January deadline.
Huw Evans, chair of PPEC, said:
“Revisions to the Pensions Directive could

have a huge impact on UK pensions and,
while the direction of travel as proposed
seems fairly clear, UK actuaries working
together with colleagues from across
Europe have a big part to play in making
any proposals workable. It is vital that
the European Commission and Member
States recognise the substantial differences
between insurance contracts and pensions
promises given by employers and learns
from the emerging experiences of
Solvency II in the insurance industry.”

www.TheActuary.com
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North West tops table for UK bodily injury claims
Research finds North-West England has higher ratio of claims than leading US state
Exclusive new research from the Institute
and Faculty of Actuaries has shown the
considerable regional variations in the
proportion of private car insurance claims
involving bodily injury.
The leading hotspot is the North West
of England where 43% of third-party
claims in 2010 involved bodily injury,
and the lowest region was North East
Scotland where 13% of third-party claims
involved bodily injury. The figure for the
North West is higher than that for Nevada,
which — with 40% of third-party claims
involving bodily injury — is the highest
ratio in the US.
The research shows that these claims
hotspot areas match areas with the highest
concentration and activity of claims
management companies. In general, more
claims management companies means
more personal injury claims.
Conversely, Scotland has the lowest
proportion of private motor insurance
claims involving injury to third parties,
with 20% of claims in the Central Belt
involving a claim for injury against a
UK average of 29%. Scotland has stricter
controls on referral fees, with the amounts
paid being less than the rest of mainland
UK, and so has far lower numbers of

claims management companies operating.
David Brown, one of the authors of
the research, said: “Claims management
companies in England and Wales make
money from referral fees — they sell on
the details of the case to a solicitor, for
example, and receive a fee for this.
At present, there is no regulation of
referral fees although the Ministry of
Justice is currently seeking to ban them.
“Our figures show the real picture
of bodily injury claims in the UK and
the regional differences are stark.
The areas of the strongest growth for claims
management companies; North West
England, North East England and
West London are all areas where the number
of car insurance claims involving bodily
injury claims are above the UK average.
“It is, of course, right and proper that
those who have suffered bodily injury
are able to claim compensation, but with
claims management companies’ turnover
rising by 50% to £377m in 2010, this is
clearly a big money industry. We welcome
the announcement from the Ministry of
Justice proposing to ban referral fees and
we will work with them, and others,
in order to try and restore sense to the
claims system.”

% of UK private car
insurance claims involving
bodily injury
North-West England

42.8%

Nevada (highest ratio in US)

40.3%

North-East England

37.4%

Yorkshire

33.5%

Central

30.5%

London & SE ex. Kent & Essex

29.5%

UK average

29.4%

Wales

28.3%

East Anglia

25.8%

Borders

23.1%

West & SW England

22.4%

Kent & Essex ex. M25

21.8%

Central Scotland

20.4%

Northern Scotland

13.0%

Regional breakdown by ITV region for
year ending 31 December 2010

New Profession libraries
The Actuarial Profession is considering how
to improve library facilities and services in
Edinburgh and London, with a new library
facility at Staple Inn Hall planned for 2012.
Whether you’re a regular library user or
not, please fill out the survey at http://svy.mk/
tuYbSu and let us know your views.

EIOPA consults on application of Solvency II to pensions
On 25 October the European Insurance
and Occupational Pensions Authority
(EIOPA) published a consultation on its
draft advice to the European Commission
on a review of the Pensions Directive
(http://bit.ly/uyzhpU). This consultation
looks at how elements of the Solvency II
regime to be introduced for insurers
could be adapted for use in regulating
occupational pension schemes.
Among other things covered in the
517-page, 96-question consultation is
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a recommendation to move to marketconsistent valuations, and proposals that
a financial value is put on employers’
covenant and included in the assessment
of capital available to the scheme.
Members of the Pensions Practice
Executive Committee (PPEC) and other
volunteers are working hard to collate
initial views and feed them back to EIOPA
by the 2 January deadline.
Huw Evans, chair of PPEC, said:
“Revisions to the Pensions Directive could

have a huge impact on UK pensions and,
while the direction of travel as proposed
seems fairly clear, UK actuaries working
together with colleagues from across
Europe have a big part to play in making
any proposals workable. It is vital that
the European Commission and Member
States recognise the substantial differences
between insurance contracts and pensions
promises given by employers and learns
from the emerging experiences of
Solvency II in the insurance industry.”
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Longevity Bulletin explores data issues and obesity
The Actuarial Profession has published
the second issue of Longevity Bulletin,
a six-monthly overview of research into
longevity trends, the factors driving those
trends and the assumptions being made
about future longevity.
The latest issue, edited by
Alison O’Connell FIA, focuses on life
expectancy data and the importance of
correctly interpreting the life expectancy
indicator being used. Making a clear
distinction between period life expectancy
and cohort life expectancy, the bulletin
explains that life expectancy does not always
measure expected lifespan. The publication
also refers to recent demographic research
on how life expectancy is itself becoming an
increasingly limited indicator.
A round-up of longevity research news
highlights obesity as a mortality risk of
current concern. Research from the US
suggests that obesity will not cause a decline
in life expectancy, as other positive trends
continue to dominate. Despite much
uncertainty, life expectancy has only ever
declined in a few countries subject to
specific and significant negative mortality
risk. The research round-up also looks at
competing explanations for why mortality
is higher in Scotland than in England and
Wales, concluding that there does appear to
be a ‘Scottish effect’, not yet fully explained.

The bulletin reviews the recent
Emerging Trends in Mortality and
Longevity Symposium, held in September,
and the Institute and Faculty of Actuaries’
Autumn Lecture by Sir Harry Burns,
chief medical officer for Scotland, and
highlights other longevity-related news
and events from the profession.
Longevity Bulletin aims to be accessible
to a non-technical audience as well as to
pension scheme trustees, actuaries, heads of
research in companies and others who need
to keep up to date on the latest thinking
and best practice.
You can download the latest issue
from the Profession’s website at
http://bit.ly/tLX9bH. To receive future issues,
email longevitybulletin@actuaries.org.uk

Regulated financial adviser MIG proposed
With significant changes arising in the
area of regulated financial advice, the idea
has been proposed of setting up a member
interest group (MIG) for those members of
the actuarial profession who are currently
regulated financial advisers, or for any other
members who have an interest in this area.
Areas that the group might cover are:
n Sharing of best practice, issues and
opportunities
n CPD from a regulated advice perspective

n Use of modelling in financial
planning (cashflow modelling and
stochastic modelling)
n Opportunities to strengthen the
advice process, such as through
developing tools to aid retirement income
decisions (annuitisation, drawdown,
other guarantees).
If you are interested in being involved
in this group, please contact
kirstin.lambert@actuaries.org.uk

Global ERM webinar: ‘Preparing for the Unexpected’
9 December, 10.00 to 14.35
‘Preparing for the unexpected: enhancing
the actuarial toolkit’ will provide a variety
of content and commentary on topics
relevant to actuaries and risk professionals.
The global spread aims to shed light on
developments and the challenges faced
by our counterparts in other parts of
the world, covering both technical and
professional aspects.
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The webinar will feature an update on
the much-talked-about risk credential
for actuaries (CERA) and perspectives
from modellers and reinsurers of
mega-events. Longevity is covered from
different angles and Solvency II remains
a key item on the agenda for the
insurance industry.
For further information, visit
http://bit.ly/vqoOqo

Forthcoming events
Current Issues in Health and Care
6 December, Staple Inn Hall, London
09.00 to 17.00
This seminar is comprised of two
half-day seminars. The morning seminar
will cover the latest issues in public policy
and health insurance, and the afternoon
seminar will cover recent developments
in critical illness. Delegates can choose to
attend either the morning or afternoon
seminars or both.
The programme has been designed to
inform, encourage thought and provoke
discussion. It offers the chance to hear
from an impressive group of speakers, to
engage in debate on current hot topics, and
to network with other actuaries involved in
health and care. The seminar should be of
value to all qualified and nearly-qualified
actuaries working in or advising on the
health insurance markets in the UK.
For further information, visit
http://bit.ly/ub3ktg
Professionalism: Should you speak up
or should you blow the whistle?
How do you decide?
28 February 2012, Royal College of
Physicians of Edinburgh
16.00 to 19.00 (15.30 registration)
The mis-selling of financial products and
the continuing aftermath of the financial
crisis — all these disasters illustrate why
speaking up and whistleblowing are
fundamental duties of all professions that
serve the public interest. Knowing when to
speak up or blow the whistle is particularly
important to the actuarial profession as
the public and our clients learn more about
our duty under the Compliance Principle of
the Actuaries’ Code.
Cathy James, chief executive of Public
Concern at Work (PCaW), will talk about
PCaW’s confidential legal advice line, which
has advised over 11,000 people concerned
about malpractice, wrongdoing or risk in
the workplace. Cathy, previously a partner
at a City law firm, will also cover the legal
protection for whistleblowers. Tony Hewitt,
member of the Actuarial Profession’s
Professionalism Awareness Committee, will
demonstrate real-life case studies designed
to help you make your own decision on
how to handle professional disasters and
near misses. The drinks reception is a key
part of the event, providing an opportunity
for more informal discussions.
For further information, visit
http://bit.ly/uWtDDz
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Institute and Faculty of Actuaries Disciplinary Tribunal Panel
Heard at the International Dispute
Resolution Centre, London on 13, 14 and
16 September. The Investigation Actuary laid
the following charge of misconduct against
Martin Binns FIA, (the respondent).

That the respondent:
1. Being at the material time a member of
the Institute of Actuaries he:
1.1. When appointed in April 2005 by
the Complainant to advise on a pension
mis-selling compensation claim and to
liaise with Lloyds TSB (Lloyds) for the
purposes of obtaining compensation for the
Complainant, he failed to act in accordance
with the principles and ethical standards
expected of a member of the Institute of
Actuaries and that, in particular, between
2005 and 2010, he:
1.2. Failed to progress the review and
discussions with Lloyds in a timely and
professional manner;
1.3. Failed adequately to update the
Complainant in respect of the Respondent’s
review and discussions with Lloyds, despite
being requested to do so on a number of
occasions;
1.4. Failed to notify the Complainant
that the offer of compensation had been
withdrawn by Lloyds in August 2007;
1.5. Misled the Complainant, such as to
cause the Complainant to believe that a
satisfactory compensation settlement would
be achieved, even following withdrawal by
Lloyds of its settlement offer in August 2007;
1.6. Failed to respond appropriately
and timeously to the Complainant’s
reasonable requests for information and
documentation;
1.7. Provided financial advice to the
Complainant which was inappropriate in
that:
1.7.1. It was outside the scope of his agreed
role and instructions;
1.7.2. It was outwith his competence;
1.8. Failed to keep adequate records of his
dealings and correspondence in relation to
the matter;
1.9. Failed to recognise, or to address
appropriately, a conflict of interest situation,
it having become a real possibility that the
Complainant had a right of claim against
him; and
1.10. Advanced arguments and factual
propositions for which there was no
adequate basis and which the Respondent
knew, or reasonably ought to have known,
there was no real prospect of substantiating.
1.11. Such conduct in each and all of the

14

December 2011

012-015_Actuary_1211 Prof news.indd 14

above, falls short of the standards required
by Paragraphs 1.2, 2.1, 2.3 and 2.5 of the
Professional Conduct Standards v3.0 and
Principles 1, 2, 3 and 5 of the Actuaries
Code v1.0; and, in any event, the conduct
constitutes misconduct in terms of Rule 1.6
of the Disciplinary Scheme of the Institute
of Actuaries, being conduct falling below
the standards of behaviour, integrity,
competence or judgment which other
members or the public might reasonably
expect from a member, having regard to
any advice, guidance, memorandum or
statement on professional conduct, practice
or duties which may have been given and
published by the Institute and/or, for so
long as there is a relevant Memorandum of
Understanding in force, by the Board for
Actuarial Standards and to all other relevant
circumstances.
2. Being at the material time a Fellow of
the Institute of Actuaries:
2.1. For the Continuing Professional
Development (CPD) year 1 July 2009
to 30 June 2010 he failed to declare the
appropriate CPD category as required by
the Actuarial Profession and set out in the
CPD Scheme contained within the CPD
handbook 2009/2010 (version 18) at pages
7 and 14;
2.2. For the CPD year 1 July 2009 to
30 June 2010 he failed to maintain an online record of CPD undertaken as required
by the Actuarial Profession and set out in
the CPD Scheme contained within the CPD
Handbook 2009/2010 (version 18) at pages
10, 11, 15 and 16;
2.3. In failing to do either or both of the
above he failed to maintain and observe
the standards of conduct expected of a
Member, constituting a breach of Principle
4 of the Actuaries’ Code and, in any event,
constituting misconduct in terms of Rule 1.6
of the Disciplinary Scheme of the Institute
and Faculty of Actuaries, being conduct
falling below the standards of behaviour,
integrity, competence or professional
judgement which other members or the
public might reasonably expect of a member.

The hearing
The respondent was present but was not
legally represented. The Institute was
represented by Mr Ben Kemp of Kingsley
Napley LLP. The panel agreed to hear the
two charges, being those under paragraph
1 and those under paragraph 2, together.
The respondent accepted the facts under
paragraph 1.8 and paragraphs 2.1 – 2.3 above.

The remainder were disputed either in fact
or to the extent that the failing amounted
to misconduct.

Determination
The panel found that the allegations set
out in paragraphs 1.1-1.6, 1.8 and 1.10
were proven. The panel further determined
that the failings in paragraphs 1.1-1.6, 1.8
and 1.10 above amounted to misconduct.
The panel concluded that the
allegations under paragraphs 1.7 and 1.9
were not proven.
In respect of the allegations under
paragraph 2 the panel found that all of the
allegations, although admitted, did not
amount to misconduct.
The panel imposed the following
sanctions:
n A suspension of the respondent’s
membership for a period of three months
n A requirement to attend a Professionalism
Course within 12 months.

Reasons
The respondent was appointed to advise
on an offer of compensation that had been
made to the client for a pension transfer
mis-selling. He failed to deal with the matter
in a timely manner and the panel concluded
that he had not kept his client adequately
informed as to the lack of any progress.
In particular, the Respondent failed to
inform his client when the insurance
company wrote to him to say that it had
withdrawn its offer of compensation
and closed its files due to the lack of any
response from the Respondent or the client.
As a result of the respondent’s inactions, the
panel concluded that the client had lost the
opportunity for compensation.
Although the respondent had identified
three possible reasons for increasing the
original compensation offer, he did not
appear to have quantified the potential scale
of the increase so as to enable the client to
make an informed decision over the actions
that would be needed to have any chance of
achieving the increase.
The respondent wrote a number of letters
to the insurance company that included
statements which the panel concluded that
he knew not to be true.
The respondent maintained that he had
been in telephone contact with his client
from time to time, including with regard
to progress on one of the three reasons,
but he could not produce any file notes to
support this, even when the matters that
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Final call for the 400 Club
were claimed to have been discussed were
potentially important.
In setting the sanctions, the panel had
regard to the respondent’s financial position
and the nature of his business. In making
an order of costs, the panel had regard to
the fact that the respondent had chosen
not to seek legal representation prior to the
hearing, which may have increased the costs
for the profession.
On the second charge, relating to
the failure to maintain a CPD record,
the facts were admitted. The panel
concluded that it would be
disproportionate to find misconduct.

The 400 Club is being established by the
Actuarial Profession as a group of
400 members who will represent the
views of the entire membership, including
students. The commitment of the club will
not be onerous — in return for one hour’s
worth of CPD, the Profession will be asking
you to complete a short questionnaire every
couple of months. The views expressed will

Call for ERM contributors
The Annals of Actuarial Science is inviting
contributions to a special issue on the
theme of ‘Enterprise Risk Management:

significantly affect the shape of member
services for the membership body as a
whole. There has been a good response to
date and final members are now sought to
join the inaugural 400 Club.
To find out more, please visit
www.actuaries.org.uk/members/pages/
volunteer-vacancies#400 or contact
Debbie Atkins, volunteer engagement
manager on +44 (0)131 240 1803
debbie.atkins@actuaries.org.uk

Averting the Next Crisis’.
To view details of how you can
submit your paper, please visit
http://journals.cambridge.org/aas/cfp

Costs
An application for costs was made by the
Institute. In the light of his means, the panel
determined that the respondent should pay a
contribution towards costs of £3,000.
Martin Slack FIA (Chairman), Mike Shelley FIA,
Ken Price, 5 October 2011

DISCIPLINARY TRIBUNAL
PANEL DETERMINATIONS
Continuing professional development
On 29 and 30 September 2011, Disciplinary
Tribunal Panels were convened to consider
several charges of failure to comply with the
CPD Scheme of the Institute and Faculty of
Actuaries against the following respondents:
n Mr Dennis Hale — a reprimand and a fine
of £500 http://bit.ly/sYnOND
n Mr Masood Akbar — a reprimand and a
fine of £3,400 and a contribution towards
costs of £1,000 http://bit.ly/un5OAI
n Mr Nureshkumar Prayag — a reprimand
and a fine of £3,400 and a contribution
towards costs of £1,000 http://bit.ly/svx9rd

CPD determination reports
Due to the consistent nature of CPD cases,
these are published on the Profession’s
website and are not to be taken as a reflection
of their lesser importance under the
disciplinary scheme. The following members
have faced disciplinary action for failure to
record their CPD in accordance with the
Profession’s requirements:
n Mr Gregory Lugisani — a reprimand
http://bit.ly/uA9tSv
n Mr Simon Feely — no sanction necessary
http://bit.ly/rV1KG8
n Mr Richard McEvoy — a reprimand
http://bit.ly/s42PAo
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Longevity Bulletin explores data issues and obesity
The Actuarial Profession has published
the second issue of Longevity Bulletin,
a six-monthly overview of research into
longevity trends, the factors driving those
trends and the assumptions being made
about future longevity.
The latest issue, edited by
Alison O’Connell FIA, focuses on life
expectancy data and the importance of
correctly interpreting the life expectancy
indicator being used. Making a clear
distinction between period life expectancy
and cohort life expectancy, the bulletin
explains that life expectancy does not always
measure expected lifespan. The publication
also refers to recent demographic research
on how life expectancy is itself becoming an
increasingly limited indicator.
A round-up of longevity research news
highlights obesity as a mortality risk of
current concern. Research from the US
suggests that obesity will not cause a decline
in life expectancy, as other positive trends
continue to dominate. Despite much
uncertainty, life expectancy has only ever
declined in a few countries subject to
speciﬁc and signiﬁcant negative mortality
risk. The research round-up also looks at
competing explanations for why mortality
is higher in Scotland than in England and
Wales, concluding that there does appear to
be a ‘Scottish effect’, not yet fully explained.

The bulletin reviews the recent
Emerging Trends in Mortality and
Longevity Symposium, held in September,
and the Institute and Faculty of Actuaries’
Autumn Lecture by Sir Harry Burns,
chief medical ofﬁcer for Scotland, and
highlights other longevity-related news
and events from the profession.
Longevity Bulletin aims to be accessible
to a non-technical audience as well as to
pension scheme trustees, actuaries, heads of
research in companies and others who need
to keep up to date on the latest thinking
and best practice.
You can download the latest issue
from the Profession’s website at
http://bit.ly/tLX9bH. To receive future issues,
email longevitybulletin@actuaries.org.uk

Regulated financial adviser MIG proposed
With signiﬁcant changes arising in the
area of regulated ﬁnancial advice, the idea
has been proposed of setting up a member
interest group (MIG) for those members of
the actuarial profession who are currently
regulated ﬁnancial advisers, or for any other
members who have an interest in this area.
Areas that the group might cover are:
■ Sharing of best practice, issues and
opportunities
■ CPD from a regulated advice perspective

■ Use of modelling in ﬁnancial
planning (cashﬂow modelling and
stochastic modelling)
■ Opportunities to strengthen the
advice process, such as through
developing tools to aid retirement income
decisions (annuitisation, drawdown,
other guarantees).
If you are interested in being involved
in this group, please contact
kirstin.lambert@actuaries.org.uk

Global ERM webinar: ‘Preparing for the Unexpected’
9 December, 10.00 to 14.35
‘Preparing for the unexpected: enhancing
the actuarial toolkit’ will provide a variety
of content and commentary on topics
relevant to actuaries and risk professionals.
The global spread aims to shed light on
developments and the challenges faced
by our counterparts in other parts of
the world, covering both technical and
professional aspects.
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The webinar will feature an update on
the much-talked-about risk credential
for actuaries (CERA) and perspectives
from modellers and reinsurers of
mega-events. Longevity is covered from
different angles and Solvency II remains
a key item on the agenda for the
insurance industry.
For further information, visit
http://bit.ly/vqoOqo

Forthcoming events
Current Issues in Health and Care
6 December, Staple Inn Hall, London
09.00 to 17.00
This seminar is comprised of two
half-day seminars. The morning seminar
will cover the latest issues in public policy
and health insurance, and the afternoon
seminar will cover recent developments
in critical illness. Delegates can choose to
attend either the morning or afternoon
seminars or both.
The programme has been designed to
inform, encourage thought and provoke
discussion. It offers the chance to hear
from an impressive group of speakers, to
engage in debate on current hot topics, and
to network with other actuaries involved in
health and care. The seminar should be of
value to all qualified and nearly-qualified
actuaries working in or advising on the
health insurance markets in the UK.
For further information, visit
http://bit.ly/ub3ktg
Professionalism: Should you speak up
or should you blow the whistle?
How do you decide?
28 February 2012, Royal College of
Physicians of Edinburgh
16.00 to 19.00 (15.30 registration)
The mis-selling of financial products and
the continuing aftermath of the financial
crisis — all these disasters illustrate why
speaking up and whistleblowing are
fundamental duties of all professions that
serve the public interest. Knowing when to
speak up or blow the whistle is particularly
important to the actuarial profession as
the public and our clients learn more about
our duty under the Compliance Principle of
the Actuaries’ Code.
Cathy James, chief executive of Public
Concern at Work (PCaW), will talk about
PCaW’s confidential legal advice line, which
has advised over 11,000 people concerned
about malpractice, wrongdoing or risk in
the workplace. Cathy, previously a partner
at a City law firm, will also cover the legal
protection for whistleblowers. Tony Hewitt,
member of the Actuarial Profession’s
Professionalism Awareness Committee, will
demonstrate real-life case studies designed
to help you make your own decision on
how to handle professional disasters and
near misses. The drinks reception is a key
part of the event, providing an opportunity
for more informal discussions.
For further information, visit
http://bit.ly/uWtDDz
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InstItute and Faculty oF actuarIes dIscIplInary trIbunal panel
Heard at the International Dispute
Resolution Centre, London on 13, 14 and
16 September. The Investigation Actuary laid
the following charge of misconduct against
Martin Binns FIA, (the respondent).

That the respondent:
1. Being at the material time a member of
the Institute of Actuaries he:
1.1. When appointed in April 2005 by
the Complainant to advise on a pension
mis-selling compensation claim and to
liaise with Lloyds TSB (Lloyds) for the
purposes of obtaining compensation for the
Complainant, he failed to act in accordance
with the principles and ethical standards
expected of a member of the Institute of
Actuaries and that, in particular, between
2005 and 2010, he:
1.2. Failed to progress the review and
discussions with Lloyds in a timely and
professional manner;
1.3. Failed adequately to update the
Complainant in respect of the Respondent’s
review and discussions with Lloyds, despite
being requested to do so on a number of
occasions;
1.4. Failed to notify the Complainant
that the offer of compensation had been
withdrawn by Lloyds in August 2007;
1.5. Misled the Complainant, such as to
cause the Complainant to believe that a
satisfactory compensation settlement would
be achieved, even following withdrawal by
Lloyds of its settlement offer in August 2007;
1.6. Failed to respond appropriately
and timeously to the Complainant’s
reasonable requests for information and
documentation;
1.7. Provided ﬁnancial advice to the
Complainant which was inappropriate in
that:
1.7.1. It was outside the scope of his agreed
role and instructions;
1.7.2. It was outwith his competence;
1.8. Failed to keep adequate records of his
dealings and correspondence in relation to
the matter;
1.9. Failed to recognise, or to address
appropriately, a conﬂict of interest situation,
it having become a real possibility that the
Complainant had a right of claim against
him; and
1.10. Advanced arguments and factual
propositions for which there was no
adequate basis and which the Respondent
knew, or reasonably ought to have known,
there was no real prospect of substantiating.
1.11. Such conduct in each and all of the
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above, falls short of the standards required
by Paragraphs 1.2, 2.1, 2.3 and 2.5 of the
Professional Conduct Standards v3.0 and
Principles 1, 2, 3 and 5 of the Actuaries
Code v1.0; and, in any event, the conduct
constitutes misconduct in terms of Rule 1.6
of the Disciplinary Scheme of the Institute
of Actuaries, being conduct falling below
the standards of behaviour, integrity,
competence or judgment which other
members or the public might reasonably
expect from a member, having regard to
any advice, guidance, memorandum or
statement on professional conduct, practice
or duties which may have been given and
published by the Institute and/or, for so
long as there is a relevant Memorandum of
Understanding in force, by the Board for
Actuarial Standards and to all other relevant
circumstances.
2. Being at the material time a Fellow of
the Institute of Actuaries:
2.1. For the Continuing Professional
Development (CPD) year 1 July 2009
to 30 June 2010 he failed to declare the
appropriate CPD category as required by
the Actuarial Profession and set out in the
CPD Scheme contained within the CPD
handbook 2009/2010 (version 18) at pages
7 and 14;
2.2. For the CPD year 1 July 2009 to
30 June 2010 he failed to maintain an online record of CPD undertaken as required
by the Actuarial Profession and set out in
the CPD Scheme contained within the CPD
Handbook 2009/2010 (version 18) at pages
10, 11, 15 and 16;
2.3. In failing to do either or both of the
above he failed to maintain and observe
the standards of conduct expected of a
Member, constituting a breach of Principle
4 of the Actuaries’ Code and, in any event,
constituting misconduct in terms of Rule 1.6
of the Disciplinary Scheme of the Institute
and Faculty of Actuaries, being conduct
falling below the standards of behaviour,
integrity, competence or professional
judgement which other members or the
public might reasonably expect of a member.

The hearing
The respondent was present but was not
legally represented. The Institute was
represented by Mr Ben Kemp of Kingsley
Napley LLP. The panel agreed to hear the
two charges, being those under paragraph
1 and those under paragraph 2, together.
The respondent accepted the facts under
paragraph 1.8 and paragraphs 2.1 – 2.3 above.

The remainder were disputed either in fact
or to the extent that the failing amounted
to misconduct.

Determination
The panel found that the allegations set
out in paragraphs 1.1-1.6, 1.8 and 1.10
were proven. The panel further determined
that the failings in paragraphs 1.1-1.6, 1.8
and 1.10 above amounted to misconduct.
The panel concluded that the
allegations under paragraphs 1.7 and 1.9
were not proven.
In respect of the allegations under
paragraph 2 the panel found that all of the
allegations, although admitted, did not
amount to misconduct.
The panel imposed the following
sanctions:
n A suspension of the respondent’s
membership for a period of three months
n A requirement to attend a Professionalism
Course within 12 months.

Reasons
The respondent was appointed to advise
on an offer of compensation that had been
made to the client for a pension transfer
mis-selling. He failed to deal with the matter
in a timely manner and the panel concluded
that he had not kept his client adequately
informed as to the lack of any progress.
In particular, the Respondent failed to
inform his client when the insurance
company wrote to him to say that it had
withdrawn its offer of compensation
and closed its ﬁles due to the lack of any
response from the Respondent or the client.
As a result of the respondent’s inactions, the
panel concluded that the client had lost the
opportunity for compensation.
Although the respondent had identiﬁed
three possible reasons for increasing the
original compensation offer, he did not
appear to have quantiﬁed the potential scale
of the increase so as to enable the client to
make an informed decision over the actions
that would be needed to have any chance of
achieving the increase.
The respondent wrote a number of letters
to the insurance company that included
statements which the panel concluded that
he knew not to be true.
The respondent maintained that he had
been in telephone contact with his client
from time to time, including with regard
to progress on one of the three reasons,
but he could not produce any ﬁle notes to
support this, even when the matters that
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Final call for the 400 Club
were claimed to have been discussed were
potentially important.
In setting the sanctions, the panel had
regard to the respondent’s ﬁnancial position
and the nature of his business. In making
an order of costs, the panel had regard to
the fact that the respondent had chosen
not to seek legal representation prior to the
hearing, which may have increased the costs
for the profession.
On the second charge, relating to
the failure to maintain a CPD record,
the facts were admitted. The panel
concluded that it would be
disproportionate to ﬁnd misconduct.

The 400 Club is being established by the
Actuarial Profession as a group of
400 members who will represent the
views of the entire membership, including
students. The commitment of the club will
not be onerous — in return for one hour’s
worth of CPD, the Profession will be asking
you to complete a short questionnaire every
couple of months. The views expressed will

Call for ERM contributors

The Annals of Actuarial Science is inviting
contributions to a special issue on the
theme of ‘Enterprise Risk Management:

signiﬁcantly affect the shape of member
services for the membership body as a
whole. There has been a good response to
date and ﬁnal members are now sought to
join the inaugural 400 Club.
To ﬁnd out more, please visit
www.actuaries.org.uk/members/pages/
volunteer-vacancies#400 or contact
Debbie Atkins, volunteer engagement
manager on +44 (0)131 240 1803
debbie.atkins@actuaries.org.uk

Averting the Next Crisis’.
To view details of how you can
submit your paper, please visit
http://journals.cambridge.org/aas/cfp

Costs
An application for costs was made by the
Institute. In the light of his means, the panel
determined that the respondent should pay a
contribution towards costs of £3,000.
Martin Slack FIA (Chairman), Mike Shelley FIA,
Ken Price, 5 October 2011

DISCIPLINARY TRIBUNAL
PANEL DETERMINATIONS
Continuing professional development
On 29 and 30 September 2011, Disciplinary
Tribunal Panels were convened to consider
several charges of failure to comply with the
CPD Scheme of the Institute and Faculty of
Actuaries against the following respondents:
■ Mr Dennis Hale — a reprimand and a ﬁne
of £500 http://bit.ly/sYnOND
■ Mr Masood Akbar — a reprimand and a
ﬁne of £3,400 and a contribution towards
costs of £1,000 http://bit.ly/un5OAI
■ Mr Nureshkumar Prayag — a reprimand
and a ﬁne of £3,400 and a contribution
towards costs of £1,000 http://bit.ly/svx9rd

CPD determination reports
Due to the consistent nature of CPD cases,
these are published on the Profession’s
website and are not to be taken as a reﬂection
of their lesser importance under the
disciplinary scheme. The following members
have faced disciplinary action for failure to
record their CPD in accordance with the
Profession’s requirements:
■ Mr Gregory Lugisani — a reprimand
http://bit.ly/uA9tSv
■ Mr Simon Feely — no sanction necessary
http://bit.ly/rV1KG8
■ Mr Richard McEvoy — a reprimand
http://bit.ly/s42PAo
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Move to de-risk pension schemes could backfire Modelling the impact of
CO2 emissions
De-risking in the current economic and
of strategy. “Some look to purely [de-risk]
market environment could have a negative
impact on both companies and their pension
plans, even creating other risks, according to
J.P. Morgan Asset Management.
Instead, the firm’s latest Strategy Group
paper suggests that pension plans should
look to ‘right-risk’ rather than de-risk.
This can combine appropriate interest rate
hedging on the fixed income part of a
plan with smart diversification in the
return-producing assets, thus
‘right-risking’ a portfolio.
“Companies and pension plans have
differing views as to how to de-risk,”
comments Paul Sweeting, European head

their pension plans, while others seek to
benefit from tax arbitrage opportunities,
simultaneously reducing risk in their
pension plans and increasing corporate
levels of leverage.
“However, the combination of low
risk-free rates and high credit spreads means
that the opportunities for tax savings are
limited. What’s more, such exposure can
raise risks for shareholders by increasing
exposure to the company’s profitability
while losing the benefit of diversified
returns in the pension plan.”

The potential catastrophic impacts of climate
change, including drought, hunger and
flooding are often discussed. But how bad
could it get?
A climate change model called C-ROADS
(‘Climate Rapid Overview and Decision
Support’) developed by Climate Interactive,
Ventana Systems and the Massachusetts
Institute of Technology attempts to address
this question by analysing the effect of
emission policies.
To read the full review by Nico Aspinall of the Actuarial
Profession’s Resource and Environment Group, visit

For more on this story, visit http://bit.ly/vFZqjr

http://bit.ly/sKr3iZ

ACA fends off criticism of asset valuation model IAA calls on G-20 to promote
Association of Consulting Actuaries
chairman Stuart Southall has defended
valuation methods against claims they rely
on “fundamentalist theory”.
In a letter to the Financial Times,
Mr Southall responded to an earlier letter
sent to the paper by economics professor
Dennis Leech, who claimed actuaries used
inadequate methods to value assets.

Professor Leech said the process largely
ignored future income streams from
investments. But Mr Southall responded
that many schemes already used valuation
methods which paid full regard to the
shape of interest rate yield curves and
inflation curves.

For more on this story, visit http://bit.ly/rz1ExV

Q3 pension risk transfers hit by falling gilts and equities
Defined benefit pension schemes suffered as
equity markets plummeted and gilt yields
touched historic lows over the past three
months, according to the latest Pension
Risk Transfer Index published by
Pension Insurance Corporation (PIC).
The firm said that the potential doublewhammy effect, highlighted as a risk in the
previous quarter analysis, was borne out

as gilt yields fell 30bps and equity markets
plunged 20%.
PIC also noted that pension insurance
buyouts and buy-ins, which in July had
reached their most affordable level since the
summer of 2008 before the Lehman Brothers
bankruptcy, had seen a reversal of fortune.
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The International Actuarial Association
formed part of a Private Sector Task Force
that released its final report on regulatory
convergence to G-20 Deputies on
30 September.
The Task Force was established in May by
the International Federation of Accountants
(IFAC), at the request of the Presidency of
the G-20, to provide an analysis of gaps in
regulatory convergence.
The recommendations in the report call
for the G-20 to maintain its momentum and
ambition for global regulatory reform and
convergence and to discourage unilateral
national regulatory reforms that are
inconsistent with international standards.
For more on this story, visit http://bit.ly/sWWpas

For more on this story, visit http://bit.ly/vqoOpA

Aon Benfield refines UK terrorism model
for Solvency II usage
Aon Benfield has updated its UK
terrorism catastrophe model to help
insurers fulfil the requirements of
forthcoming Solvency II regulation.
The firm says the model estimates the
financial loss to life insurers from potential
terrorist events and helps insurers to gain
a better understanding of their exposures,
which in turn informs their reinsurance
buying strategy.
The model simulates attacks on more
than 2,000 potential UK targets, including
places of worship, financial centres,
infrastructure, government and military

regulatory convergence

locations. For each simulated event it
forecasts the consequent impact on an
insurer’s exposures, which can be used
to assess potential financial losses from
injuries and deaths.
For more on this story, visit http://bit.ly/uJCPx1

PPF confirms approach to
GMP equalisation
The Pension Protection Fund (PPF) has
confirmed its intended approach to equalising
guaranteed minimum pensions and has
started a six-month pilot project to test its
calculation methodology. The guidance on
the equalisation process, which confirms
the use of the statutory minimum underpin
method, will apply to all PPF schemes in
assessment and all PPF members.
For more on this story, visit http://bit.ly/sVXZbD

Breaking news
Breaking news is now published online at
www.TheActuary.com
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General insurance news round-up
Euro debt crisis
BaFin, the German financial regulator,
is carrying out a survey of the country’s
largest insurers to obtain details of their
exact investments in banks and in sovereign
bonds — this is the third time the regulator
has carried out such an exercise, and reflects
continuing concern as to how badly the
insurance sector is impacted by the banking
crisis arising from the euro debt problems.
Earlier in the year, a similar exercise showed
that the companies had up to 55% of their
investments in banks. If BaFin requires
companies to reduce this level, refinancing
would become even more difficult — some
banks are already said to be having difficulty
placing unsecured bonds. In relation to
sovereign bonds, the regulator is more
interested in Italy, Portugal and Spain than
in Greece, as bonds from Greece have already
been severely written down.
The Greek rescue package announced
at the end of October was welcomed by
insurance industry representatives, but the
decision by the Greek prime minister to

refer the matter to a referendum had cast
serious doubt on whether the package will
actually be deliverable. At time of writing,
the referendum has been cancelled but the
position remains extremely uncertain.

Payment protection insurance (PPI)
The Financial Services Authority (FSA)
and the Office of Fair Trading are working
together to prevent the problems with PPI
happening again in a new generation of
products. The two bodies are consulting on
proposed guidance to firms in relation to
payment protection products that fall within
either regulator’s remit. They warned that
they will take appropriate action under their
respective powers where firms’ products or
practices risk causing detriment to consumers.
This is the first time that the FSA has issued
guidance on the design of a specific product.
The FSA cited new forms of payment
protection products as an emerging risk in its
Retail Conduct Risk Outlook earlier this year.
The consultation period closes on 13 January.

Deepwater Horizon
Andarko Petroleum, which had a 25% stake
in the Deepwater Horizon oil well,
has agreed to a US$4bn cash settlement
with BP in relation to last year’s oil spill.
The settlement was not an admission of
liability by Andarko and BP hopes that it
will lead the way to similar settlements
with its contractors Transocean,

Large losses
Earthquakes, Christchurch, New Zealand —
22 February and 13 June.
With a magnitude 5.5 aftershock on
9 October, there have now been
13 significant aftershocks since the original
quake on 4 September 2010. The New
Zealand Earthquake Commission has trebled
its levy on home insurances from five to
15 cents per NZ$100 of sum insured, subject
to a maximum of NZ$207, with effect from
February 2012. It is intended that this action
will bring the reserves back to their previous
level of NZ$6bn within 30 years.
Floods in Thailand — from late July.
These followed exceptional monsoon
rains, leading to the displacement of at
least 2.4m people and the deaths of nearly
400. They cover considerable areas of the
country including the capital, Bangkok.
It is estimated that between three and five
million tonnes of rice have been damaged
in the paddy fields. An early estimate of
www.TheActuary.com
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economic damage suggests a figure of
around US$10bn, of which about a half may
be insured, around 80% of it by Japanese
insurers — significant elements of this
may find their way into the international
reinsurance markets.
Hurricane Irene, Caribbean and eastern
states of the US — 21-29 August.
Massachusetts Insurance Department has
disclosed that, in spite of the fact that
Irene had weakened to a tropical storm by
the time it hit the state, there had been
28,500 claims costing more than US$90m
in the state — most of them were under
homeowners’ policies. This is much lower
than an estimate of over US$750m provided
by AIR Worldwide.
Grounding of container ship and oil pollution,
North Island, New Zealand — 4 October.
This occurred when the 47,000 dwt Rena ran
aground on a reef off the Bay of Plenty en
route from Napier to Tauranga,

For more general
insurance news
More news on the following items can be
found on the website:
■ American International Group (AIG)
■ Euro debt crisis
■ Terrorism
■ Solvency II
■ Other regulatory developments
■ Lloyd’s
■ Compensation culture
■ Marine piracy developments
■ US premium rates
■ Political risks
■ Royal Bank of Scotland (RBS)
insurance division
■ Quinn Insurance
■ More large losses
Visit http://bit.ly/ginewsdec11
Halliburton and Cameron International,
with all of whom it is still in dispute.
As part of the settlement, Andarko will
discontinue its gross negligence action
against BP and transfer its stake in the well
to BP, and BP will indemnify Andarko for
certain claims. Andarko expects to receive
over US$163m from its insurers — which
include Catlin, Hiscox, QBE and Oil
Casualty Insurance Ltd — in respect of this
settlement. Energy insurers expect that the
contractors will eventually settle with BP
and that their insurers will then have to
contribute to the overall fund from which
claimants would be reimbursed.

carrying 1,368 containers, eight of which
contained hazardous materials, as well
as 1,700 tonnes of heavy fuel oil and
200 tonnes of marine diesel. By the end
of October, at least 88 containers had
fallen into the sea (at least one of them
containing hazardous material), 350 tonnes
of fuel had spilled, the vessel was said to
be on the verge of breaking up and it had
been declared a constructive total loss for
insurance purposes. Over 1,000 tonnes of
fuel had been pumped off the vessel before
deteriorating weather conditions caused
the salvage operation to be suspended.
There has been significant pollution of the
sea — a slick at least five miles long — and
nearby beaches, with a devastating impact
on local wildlife, including around 1,500
seabirds killed. Swedish Club is the vessel’s
P&I insurer and also leads on its hull and
machinery cover. No estimate of the cost
of the incident is to hand, but it has been
confirmed that the vessel is covered for €1bn
in respect of pollution liability claims.
December 2011
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Golfing actuaries come to the fore
Competitors tee off at the High Finance autumn golf day
On 7 October High Finance Group hosted
its Autumn Golf Day at Woldingham Golf
Club in Surrey. On a glorious autumn day,
40 actuaries and accountants from across
the insurance market tested their golfing
prowess against one another.
The morning saw 10 teams competing
for the nine-hole Texas Scramble
Competition, which was won with a
score of 3 under by Mark Brown (HFG),
Colin Charles, Tim Baggot (Locktons) and
Andrew Wiltshere
(Atrium).
After a good
lunch and the
odd beer to
help settle the
nerves, the 18hole individual
Stableford
Competition

got under way. This saw the competitive
edge come out from everyone, especially
Jon Hughes (Guy Carpenter), who nearly
missed his tee time as he was practising
his putting.
The weather held fine all day, and when
it was time to retire to the club house
for drinks, Solvency II discussions and
the presentation, there were some
strong scores.
The nearest-the-pin competition was
won by Blanche Neal (Aon), the longest
drive was a monster from Joel Hodges
(Liberty Syndicates) but the overall winner
with 44 points was Stuart Hailwood
(Mercer). The day was played in great
spirits and enjoyed by all. If you would
like to play in the spring competition,
please do get in touch with
william@highfinance.co.uk
By William Gallimore

A valuable insight into the Insurance Charities
The Insurance Charities can seem like
one of the insurance industry’s best-kept
secrets, but the facts speak for themselves.
Over £1 million is paid out each year to
many hundreds of insurance people and
their families.
As well as financial help, practical
support through times of difficulty can
make the difference between someone
pulling through or going under.
The Insurance Charities gives vital
financial and practical support to past
and present employees of the insurance
industry, and their dependent relatives
who are suffering financial hardship.
The Insurance Charities was established

in 1902 and has helped many thousands of
people in an extraordinary variety of ways.
It is a charity that helps the young and the
old; those who struggle to make ends meet
and those faced with a sudden calamity of
illness; and those struggling to cope with
a child’s special needs whether those be
through disability or special educational
requirements. The range is endless.
Expert advice helps many people find the
right support and direct financial assistance
is provided to meet a wide range of needs.
For more information, visit
www.theinsurancecharities.org.uk or call
+44 (0)20 7606 3763.
By Annali-Joy Thornicroft

The Actuary and WCA joint charity campaign
The joint charity campaign run by
The Actuary and the Worshipful Company
of Actuaries has so far raised £224,220
towards the £1m target since September
2010. Many thanks to all the actuaries
who are doing various activities for
charity, some of whom have featured here
over the last few months.
Are you taking part in a charity event?
If so, please let us know. We would like
to add the amount of monies raised by
members of the Actuarial Profession for
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any charity to be added to our running
total. You can do this by emailing
Kelvin Chamunorwa at
social@the-actuary.org.uk or Charles Cowling
at charles_cowling@jltgroup.com
The Company would like to make
an award to an actuary who has made
the most impressive charitable effort
throughout the year. Nominations are
welcomed at editor@the-actuary.org.uk.
The winner will be announced in the
new year.

Faculty puts one over
SAI in annual golf match
The latest instalment of the annual golf
match between Faculty members and
members of the Society of Actuaries (SAI) in
Ireland was played on 11 October at Luffness
Golf Club, near Edinburgh. The match has
been running since 2003, and the Faculty’s
victory this year was its first ever. In a
typically close encounter, victory was secured
by the narrowest possible margin: 2.5-1.5.
Depicted below are the team captains —
Steven Hardy of Hannover Life is on the
left and Chris Young of Buck Consultants is
on the right — and the quaich generously
provided by ex-Faculty president Tom Ross,
who instigated the event. The Irish team
were suitably entertained by Sir Harry Burns’
lecture the previous evening, and have
vowed to return the hospitality when trying
to reclaim the trophy next year.
By Chris Young
SAI team
captain Steven
Hardy (left) and
Faculty captain
Chris Young

Births
n Clare (OAC) and Courtney Marsh
(Health Shield Friendly Society) recently
announced the birth of their second son,
Samson James Marsh, brother to Stirling,
who was born on 22 September weighing
8lbs 15.5oz.
Samson and
Stirling Marsh

people/society news
If you have any newsworthy items for
these pages, email Kelvin Chamunorwa
at social@the-actuary.org.uk
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SAAX — managing the transition to work
and life in the UK
The Southern African ConneXions
(SAAX) group members and guests met on
Wednesday 26 October at the Towers Watson
offices in London to hear Robert Bor’s talk on
managing the transition to work and life in
the UK.
Professor Bor, a chartered and
well-respected psychologist, spoke
extensively on the challenges faced by
Southern Africans when they emigrate
to the UK and captivated the audience
with anecdotes of his experiences.
In particular, Professor Bor considered the
impact on family and friends, pitfalls faced
by immigrants in their professional and
private lives and also noted how emigrating
can sometimes lead to an increased risk of
developing psychological problems.
He explained in layman’s terms the
psychological definition of ambiguous loss,
and how this is relevant to people who have
migrated from one country to another. In the
last part of the discussion, he gave a pointby-point account on how the transition
can be managed effectively. He highlighted

Like The Actuary on

GB3034_EXACTVAL_advert60x250.qxd
Facebook

Professor
Rob Bor

the importance of maintaining regular
communication with family and friends,
setting clear goals and of integrating with
society and culture in the new home country.
Professor Bor’s talk was wide-ranging and
the points he made resonated with everyone
in attendance. The discussion during the
Q&A session was testament to this.
The event was kindly sponsored by
GAAPS Actuarial, and the SAAX chairperson,
Adrian Baskir, awarded the prize for the best
question asked to Lisa Morgan.
SAAX is a professional network for
Southern Africans in the UK, and this was the
third and last event of 2011.
By Victor Mutanga
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SIAS pool tournament racks up the points
The 2011 SIAS pool tournament was held
on Thursday 20 October. A record turnout
of 65 teams attended to determine
who would be crowned the champion.
With almost a 50% increase in turnout,
it was going to be harder than ever to win
the tournament.
As per previous years, the first round
involved a group stage. The games were
very competitive, and there was a high
standard throughout. Happily, my team
qualified from the group for the second
year in a row, with my playing partner
Kirstin Barker (PwC) sinking the crucial
black. The defending champions,
Daniel Hall (ACE) and Tom Chamberlain
(Allianz) were not so fortunate, crashing
out at this stage.
The next stage was the knockout.
This meant that one mistake could end
the tournament as it did in our case —
however, there were many tight games to
play for.
The field was whittled down until three
teams were left in the final. This was
played as a group, which meant RSA5
(Craig Fothergill and Tom Howell of RSA),
Chalk ‘n’ Roll (Gregory Ip of PwC and
Sohail Arif uz Zaman of RBS) and finally
Chalk ( James Williamson and Thomas

Pickles of Barnett Waddingham) had to play
each other to determine the winner. The
game was tight, and ended on the final
black. Chalk ‘n’ Roll were runners-up, but
RSA5 ran out the winners.
This left the best team name prize to
judge, which was won with the name
‘Cue Sera Sera’, from Patrice Gluck and
Akhil Kapur from L&G.
Thanks to all the entrants and the
spectators for another enjoyable
tournament, and to Rileys for hosting
the event. This is my final social event as
an organiser; however, I look forward to
seeing many of you competing next year!
By Alvin Kissoon
Winners
Tom Howell and
Craig Fothergill
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Our FREE desktop calendar has
each month displayed on a
separate card, the reverse of
which is filled with lots of
useful pensions facts and
figures including:
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Tuesday 13 December
Pensions and health care for an
ageing population
Staple Inn,
High Holborn,
London
5:30pm for 6pm

Programme event
This paper will review the latest information on
how Britain’s population is ageing and challenge
some of the popular views about the effects of
population ageing on pensions and healthcare.
How do problems arising from the retirement of
the baby-boom generation interact with the more
general issue of increasing longevity? Is longevity a
risk that we should be concerned about? As we live
for longer, are we doing so in better health or are
we simply being kept alive for longer in poor health?
Are we likely to see an explosion in demand for
long-term care, with rapidly increasing costs of social
care adding to a crippling burden of pension costs?
Can we realistically expect people to work for longer?

Programme
Call for papers

We are now looking for papers to be presented at
our programme meetings in 2012. We particularly
would like to include papers that will be of interest
to younger members, and that are likely to
stimulate a lively discussion.

We also encourage younger members of
the Profession to consider writing a paper and
presenting their ideas to a friendly audience.
Please contact programme@sias.org.uk for
more information.

Calendar
Planning ahead

Enclosed with this issue of The Actuary, you
should find the SIAS desktop calendar for 2012,
replete with provisional dates for your diaries.

If your copy is missing for any reason,
additional copies can be requested by emailing
programme@sias.org.uk

SIAS AGM and Jubilee Lecture
SIAS AGM

The SIAS AGM was held on Tuesday 1 November
at Staple Inn Hall. The report and accounts were
approved, and the SIAS prize for best paper of
2010/11 was awarded to Roger Laker and
Solomon Green for ‘The Actuary as an Expert
Witness’, which they presented on 1 February 2011.
Special thanks were also made to Marjorie
Ngwenya, the outgoing editor of The Actuary.
She will be handing over to Deepak Jobanputra in
2012. Thanks were also given to Incisive Media,

the outgoing publishers of The Actuary, who will
be handing over to Redactive as of 2012.
The new SIAS committee also took office.
Will Bennett (outgoing Honorary Secretary),
Diyvaa Mohan, Georgios Bakoloukas,
Rishwinder Grewal and Radhika Ravi stepped
down from the Committee. Graham Pilmoor,
Andrew Muddle, Jack Oakshaft, Stephanie Lane
and Zoe Duncombe joined the committee
for 2011/12.

SIAS committee
Thank you!

The SIAS committee would like to take this
opportunity to thank you all for your support and
attendance at our events throughout the year. We
hope you have enjoyed our events and talks, and

we look forward to seeing you all again — and
welcoming the new joiners of the profession —
at our events in 2012.
Happy festivities from the SIAS committee!

For details of events, visit www.sias.org.uk
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CERA qualification

Can CERA change your career?

Lindsay Smitherman talks to three candidates who have gained the chartered enterprise risk
actuary credential about their experiences and their ambitions in the ERM field

Lindsay Smitherman
is a staff actuary
working for the UK
Actuarial Profession.
Her responsibilities
include the life,
health and care,
derivatives and ERM
subject areas

S

ince the introduction of ST9 —
the enterprise risk management
specialist technical subject — in
April 2010, over 50 members of
the UK Actuarial Profession have gained
chartered enterprise risk actuary (CERA)
status via this examination route — with
more expected when the December results
are published. One of the main aims
of the CERA qualiﬁcation is to enable
actuaries to demonstrate greater breadth
of understanding of risk management
techniques and issues, which in turn can
facilitate a move into wider ﬁelds.
As a reminder, the CERA qualiﬁcation
is gained on achievement of the
Associate level qualiﬁcation plus passing
ST9, or at Fellowship level when this either
includes ST9 as one of the required ST
subjects or when ST9 has been passed after
gaining Fellowship.
We wanted to ﬁnd out what had attracted
members to this qualiﬁcation and asked
three recent candidates whether they had
found it to be of beneﬁt to their careers.

Why did you decide to take the ST9
exam?
Vincent Ngan (VN): Around the time
when ST9 ﬁrst became available,
risk management had already become the
hottest topic in the ﬁnancial industry —
not least due to the ﬁnancial crisis.
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This revived interest in risk management
made me believe that ERM would take
on an increasingly important role, and
actuaries with knowledge in this area
would be well positioned and able to
apply their unique skill-set. I also felt that
the CERA qualiﬁcation would be very
useful in opening up opportunities for
actuaries outside the traditional areas,
leading to wider recognition. Also, being
a subject that goes across practice areas,
I felt that it would increase my ﬂexibility
in career options.
Angela Burns (AB): My main reason
for sitting the ST9 exam was to obtain
the additional title of CERA, which is a
globally recognised qualiﬁcation.
However, I also decided to take the ST9
exam because risk management is a very
topical issue for the actuarial profession,
and it is most likely where the profession
is headed in the future. Actuaries have the
skills and expertise to branch out into this
ﬁeld and to help promote and supervise
good risk management. Sitting the ST9
exam meant being at the forefront of
this change.
Abigail Caldwell (AC): I qualiﬁed in
2007 and felt that our profession had
progressed markedly since then, both in
terms of the sophistication of modelling
techniques and the development of ERM.
ST9 seemed to be a good way to keep
myself up to date in order to be able to
perform my job more effectively.

Did you find the ST9 course
interesting?

working practices. The concept of looking
at an enterprise as a whole rather than
across individual silos is an interesting one
that seems like common sense but
which many organisations fail to do.
CERA-qualiﬁed actuaries are well placed
to help organisations break away from the
norm and assess their risks at an
enterprise level.
AC: I thought the course contained a
good mix of quantitative techniques
and qualitative concepts and found the
sections on copulas and extreme value
theory particularly interesting.

Has it been relevant to your work
since the exam?
VN: After passing ST9, I moved from a
pension consultancy to ﬁnancial reporting
in a life insurance company. While there
is no doubt that studying ST2 and SA2
would have better prepared me for a life
insurance role, I do ﬁnd that ST9 helped
me in understanding wider ideas such
as economic capital and risk capital.
It deﬁnitely helped to ease the ‘shock’
of switching practice areas. I will also be
moving to the asset liability modelling
team soon and hopefully ST9 will be very
useful in my new role there.

Vincent Ngan
Actuary with Friends Lif
e
Becam

e eligible for the CERA qua
lification
in June, having taken ST9
while a student.

VN: Very! Compared to other ST subjects,
it has more technical content — bar
ST6 — which is good if you like a fairly
technical focus, as I do. What I found
most refreshing was that while the
syllabus touches upon the applications
of ERM within the traditional areas in
which actuaries currently operate, it also
takes you outside that and considers its
application in much wider areas.
AB: Yes, very and, in particular, the
‘softer skills’ element of risk management
such as ensuring a good risk culture in
organisations and making sure that risk
management is integrated into everyday
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Angela Burns
Student with Hymans Robertson

Became eligible for the CERA qualification
in May.

also have access to global opportunities
as well as domestic ones, since the CERA
qualiﬁcation is globally recognised.
AC: Yes, the global aspect of the CERA
accreditation and the wide-ranging course
content and application has expanded my
career opportunities.

What do you think were the most
useful aspects of the syllabus?

AB: I am currently working in pensions
and trying to gain as much knowledge as
possible in this ﬁeld before branching off
into other avenues. The skills I learned in
the ST9 exam are not directly applicable
to my current role but there are many
opportunities within Hymans Robertson
to use these skills, as we are currently
branching out into risk management
activities and using our consulting
expertise to help clients with Solvency II
and Basel III.
AC: Yes, especially when looking at the
more technical aspects of internal
model applications.

Do you think that the CERA
qualification has made a difference
to your career path?
VN: It deﬁnitely gave me a boost in
conﬁdence in dealing with ERM-related
issues that I come across in my work and
it has made a difference to how I perceive
my career. Having the CERA qualiﬁcation
on my CV has attracted attention from
recruiters and positive comments from
potential employers.
AB: I think my potential career path is
now much wider and there are many more
opportunities for the future. The range of
work in which I could get involved is much
wider than it would have been. I now
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VN: The sections relating to the
implementation and structure of an
ERM framework provided a good insight
into how ERM works in practice. This is
particularly useful if you haven’t worked
on this directly in your career to date.
AB: I found the case studies very useful as
they put risk management into a real-life
context, something that some of the other
subjects lack. It is very helpful to learn
techniques for risk management by use of
‘this is what not to do’ examples.
AC: The technical overview of risk
modelling and measurement was very
useful, but the best parts for me were the
concept, framework and process sections,
which gave context to the rest of the course.

Are there any areas you would
change or think should have been
covered?
VN: I felt that the syllabus is appropriate
for an ST subject, in the sense that it
provides the necessary depth without
drilling as deeply as an SA subject.
signiﬁcant volume of
However, there is a signiﬁcant
reading required — the total including
ActEd course notes can easily top CA1.
It is also textbook-based in structure
and you have to switch from one book
to another, sometimes with different
terminologies. This can be difﬁcult to
students unfamiliar with this style.
AB: Some of the maths in the syllabus
is pretty heavy-going and may be
better brought to life through
real-world applications and examples.
The ST9 course content should continue
to evolve as the actuarial profession
develops in the risk management area.
AC: I didn’t think that there was
anything else that should have been
covered — in fact, I thought that there

was a lot of material overall in the syllabus
for an ST subject. As this area develops,
I think it would be good for the profession
to consider whether an SA exam in ERM
would be appropriate.

If someone is considering studying
ST9, how would you convince them
to do so in just one sentence?
VN: The course is very interesting and
will reward you with a much broader
understanding of ERM, which is one of
the most discussed issues in the current
ﬁnancial crisis environment.
AB: If you would like an additional
qualiﬁcation that will let you shine
globally, then go ahead — sit ST9!
AC: It counts as veriﬁable CPD!

■

As a final note, with many thanks to our willing
interviewees, it is worth adding that the
Profession has already taken on board feedback
from students about difficulties with some of the
textbooks, particularly the practical application of
the quantitative aspects. Therefore, for students
taking ST9 for 2012 exams, there have been definite
improvements in this regard. If you would like
to find out more about the ST9 syllabus or CERA
qualification, then please visit http://bit.ly/r6yRQ7
and www.ceraglobal.org for further information.

Abigail Caldwell
Life actuary,
Financial Services Authority

Bravely returned to study after gain
ing
Fellowship, and became eligible for
the
CERA qualification in May.
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Pensions/Investment

Social housing

Housing benefits

David Bennett discusses social housing as an investment opportunity for pension schemes

David Bennett
is a director
in investment
consulting at
Redington

I

n recent years it has become the
convention for deﬁned beneﬁt
pension schemes to assign different
asset classes to one of two categories:
growth/return seeking or liability matching.
However, this framework may inadvertently
deny consideration of other potentially
very attractive assets that do not ﬁt neatly
into either category. Such assets offer
relatively high risk-adjusted returns, but at
the same time possess liability-matching
properties. This combination can help a
pension scheme achieve full funding while
minimising the level of risk.
The pension industry is beginning
to wake up to these opportunities and,
increasingly, pension schemes are expressing
interest in non-traditional investments such
as ground rents, renewable energy projects
or social housing. However, the pioneering
investors are facing a number of challenges.
Two of the biggest ones are that pension
scheme trustees are unfamiliar with the new
opportunities and that the accessibility is
poor. Nevertheless, new products are being
developed and it is likely that in the future
pension schemes will signiﬁcantly increase
their allocation to these assets. In order to
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provide an example of such an asset, we
provide a brief overview of social housing,
presenting its attractive characteristics and
ways of accessing it for pension schemes.
Social housing refers to provision of
affordable accommodation to people on low
incomes. This is done mainly by registered
social landlords (housing associations) and
local councils. The Government supports
the programme via grants and housing
allowances. Housing associations are
subject to relatively strict regulation.
They need to comply with the Tenant
Services Authority rules, are under scrutiny
of the Audit Commission, and their boards
have to comply with standards of corporate
governance set out in the Companies Act.
Currently, there are 1,700 housing
associations in England covering about
2.5 million homes. Regular expenditure on
buildings’ maintenance or regeneration is
ﬁnanced via rents on existing properties.
Since 2005, the government has set the
rent increases to be RPI + 0.5% and, via
this mechanism, rental income is linked
to inﬂation. In order to ensure that the
affordability is maintained, a 0% ﬂoor and
5% cap is applied to the RPI changes.
The investment opportunity consists
of providing long-dated, inﬂation-linked
debt funding to the housing associations.
In the past, this funding was traditionally
obtained either from government grants —
via the Homes and Communities Agency
— or through long-term (over 25 years)
bank loans. The former has suffered from
recent austerity measures and was cut
from £8.4bn over the previous three-year
period to £4.4bn over the next four years
at the Comprehensive Spending Review
last year. The latter is no longer easily
available because banks are reluctant to lend
cheaply and long-term. At the same time,
signiﬁcant falls in house prices have reduced
the income obtained by the housing
associations from house sales.
It is estimated that housing associations
will need to borrow about £15bn to be
able to fund their planned development
and regeneration projects until 2015.
Consequently, housing associations are
starting to turn to other forms of ﬁnancing.
For example, in 2010, they issued over £1bn

worth of public bonds. Thanks to robust
cash ﬂows and tight regulation, publicly
traded bonds issued by the major housing
associations carry relatively high ratings
(A1-Aa2). Smaller associations can access
public funding via The Housing Finance
Corporation (THFC) that also holds a high
rating (A+).
There is an excellent and mutually
beneﬁcial opportunity for the funding gap
experienced by the housing associations to
be ﬁlled — to some extent — by pension
schemes, who could beneﬁt as they gain
access to index-linked cash ﬂows, which
are attractive from a liability-hedging
perspective. At the same time, social
housing currently offers much higher
yields than gilts, while remaining relatively
secure. Pension funds can aim for borrowers
with strong credit ratings and also beneﬁt
from the high level of security of their
investment. Firstly, the houses themselves
serve as collateral. Secondly, c.60% of the
rental income comes from local government
agencies. In addition, rent collection track
records are good, and bad debts only
account for 1%. This is a result of limited
supply and strong demand, as demonstrated
by the c.1.75 million household waiting list
as at 31 December 2010.

Social housing investment models
There are three main models of
investment in social housing. The most
popular one, long-dated index-linked
debt, has been discussed above. One other
option is the development partnership.
This carries more risk but is also associated
with higher returns. In terms of asset
class characteristics, this is very similar to
an unlevered infrastructure investment.
Usually, a Special Purpose Vehicle (SPV)
is set up in order to ring-fence the project
and to limit the liabilities on both sides.
Equity involvement of the association
would depend on the particular
agreement — however, given the
reduction in the HCA grants, they are
unlikely to contribute to a large extent.
If required, the resulting investment can be
decomposed into an equity-like
investment and a debt component as
described above, and allocated into the
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relevant part of the pension scheme’s
asset allocation.
The third option is a sale and leaseback
agreement. This consists of buying a number
of existing properties and leasing them back
to the housing association for 30 to 50 years.
Depending on the agreement, the property
ownership might revert to the association,
in which case the pension scheme receives
amortisation of the capital value over the
term of the lease. However, this model, like
the long-dated index-linked debt, has a
certain limitation — housing associations
that are already heavily geared might not be
able to afford another liability item on their
balance sheets.
The beneﬁts of investing in social
housing, apart from the ones already
outlined, include participation in
socially responsible investment (SRI).
Although there is currently no obligation by
pension schemes to consider SRI, according
to the amendment to the UK Pensions
Act 2000, trustees are required to disclose
the policy concerning their scheme’s
involvement in SRI in their Statement of
Investment Principles.
The main drawbacks are the relative
complexity and poor accessibility of this
investment opportunity. However, as
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more pension schemes express interest
in this asset class, more research is being
conducted and new investment products
are being created to address these problems.
One other important feature is the relative
lack of liquidity. Investors are rewarded for
this in the form of an illiquidity premium.
A further consequence of illiquidity is that
the valuation of the assets will require
thought as there are unlikely to be readily
observable prices available. And although
we can say that, barring default, the social
housing asset cash ﬂows will be a good
match for the pension scheme’s liability

» Social housing as an

asset class is still evolving
and not many fund
managers offer this as an
investment opportunity

«

cash ﬂow, the mark-to-market value of the
assets may not exactly match the mark-tomarket value of the liabilities.
In this scenario, there should be some
mitigation from the fact that the expected
return of the asset should increase relative
to the discount rate used to value the
liabilities. However, this beneﬁt will depend

on the judgment of the scheme actuary.
Regulatory risk should also be considered
— currently, social housing rents are
linked to inﬂation at RPI + 0.5%.
However, there is no guarantee that this
policy will be maintained forever. In case
the rules change, housing associations
might ﬁnd that there is a major mismatch
between the rental income they receive
and the payments they need to make
in the sale and leaseback model. In the
development partnership agreement, there
are also project-speciﬁc risks that need to be
considered. However, usually the investor
is rewarded for that in the form of a
higher yield.
In summary, housing associations and
pension schemes seem to be a perfect
match. Pension schemes can ﬁll the need
for necessary funding and, in return, they
receive long-dated, index-linked
cash ﬂows and also beneﬁt from the
illiquidity premium. Moreover, social
housing is a relatively safe asset, because of
high-quality borrowers, typically rated at
least single A, and the underlying collateral.
At present, social housing as an asset
class is still evolving and not many fund
managers offer this as an investment
opportunity. However, considering the
combination of the size and importance of
the social housing sector, the signiﬁcant
ﬁnancing and reﬁnancing needs, the
attractive investment opportunities that
exist primarily due to the withdrawal of
the banks from the ﬁnancing market, the
elevated illiquidity premium as well as the
security offered, social housing as an asset
class is expected to gain signiﬁcant traction
within the pension community over the
next year or two. Pension schemes
could be well rewarded for the
allocation of time and effort
necessary to gain the
insights and expertise
needed to allocate
to this asset
■
class.
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Healthcare

Dilnot Commission

At what cost the future?

James Lloyd looks at the implications of the Dilnot report for the pricing and design of
products intended to protect against the cost of long-term care

James Lloyd is
director of the
Strategic Society
Centre, an
independent
think-tank

A

ctuaries were naturally excited
by the ﬁnal report of the Dilnot
Commission on Funding of Care
and Support. It is rare that major
public policy proposals are so clearly built
around observations on the nature of risk
and uncertainty.
Many actuaries quickly recognised the
Commission’s ‘capped cost model’ as a
variant of the ‘limited liability model’,
which has featured in debate on long-term
care funding for many years.

The limited liability model in context
The core idea of the limited liability model
is that the state should pick up the ‘tail-risk’
costs associated with needing care. This is
because private insurers ﬁnd it so difﬁcult
to offer pre-funded insurance for care in
the face of inevitable uncertainty around
whether individuals will need care and how
long they will need it for.
Problems in pricing such risk stem from
the presence of so many unknowable factors
that could determine care-related liabilities
— for example, the potential for new drugs
to radically extend life expectancy for
individuals with Alzheimer’s disease.
Previously, companies offering
pre-funded care insurance sought to deal
with these issues in a range of — ultimately
unsatisfactory — ways. Many products in
the US market impose limits on total

26

December 2011

026-027_Actuary_1211 Lloyd.indd 26

pay-outs, capping the liability of insurers
but thereby leaving customers exposed.

care-related risks it is equipped to handle:
annuities priced at the point of need.

Is it true that the private sector can’t
handle the tail-risk for care costs?

The Dilnot Commission’s interpretation
of the limited liability model

There can be no doubt that pricing disability
and longevity risk years into the future is
enormously difﬁcult for insurers. But two
points deserve to be made.
First, providers of immediate needs
annuities have long pointed out that, at the
point-of-need, it is much easier to price
care-related longevity risk. The nascent
market in immediate needs annuities for
residential care costs is testament to this.
Second, novel proposals have been
developed for offering pre-funded
insurance to the population, underwritten
by the private sector. In 2008, the current
author proposed a National Care Fund for
long-term care, updating the model in 2011
by exploring how it could be delivered
through a public-private partnership.
In this more recent version, individuals
would make pre-funded contributions to
a National Care Fund, which would use
the proﬁts from an investment fund to
purchase annuities on the bulk annuity
market for individuals with care needs
claiming on the Fund. In this way,
households would effectively have access
to pre-funded care insurance, but the
private sector would only take on those

The Dilnot Commission’s ‘capped cost model’
proposes that individuals should have their
costs capped at £35,000, and that the
means-test threshold for ‘assessable wealth’
for those in residential care should be
increased to £100,000.
The increase in the wealth threshold
for residential care to £100,000 has caught
the eye of many stakeholders as a quick ﬁx
for giving households certainty that, even
under extreme scenarios, their family would
be guaranteed to inherit a fairly sizable
chunk of wealth. It is widely tipped as the
funding reform most likely to appear in the
2012 social care White Paper.
But what is the prognosis for the £35,000
cap on individual liabilities?
In the detail of the ‘capped cost’ model,
there is an important feature that many
commentators and stakeholders have
missed — the individual liability capped at
£35,000 is determined using local authority
needs assessments.
In recent years, as local councils have
been pressed to offer care users personal
budgets and cash-based direct payments,
they have been compelled to develop
new resource allocation systems (RASs) to
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enable them to allot a ﬁnancial value to
the support they will provide to someone,
whether as a direct payment or a directly
provided service. In this way, councils
increasingly — and this is still a work in
progress — allocate all individuals entitled
to support a weekly sum, whatever the
form that support takes.
The principal intellectual innovation of
the Dilnot Commission was to be ﬁrst to
spot that RAS mechanisms could also be
used as a way of determining individual
liability for those not receiving public
support — and in this way, produce a new
version of the limited liability model.
Previously, proposals based on the limited
liability model have typically been built
around narrow assessments of disability,
with a ﬁnancial value allotted to each unit
of disability.
However, under the Commission’s
‘capped cost’ model, a council would
assess someone’s needs and determine the
ﬁnancial value of support they should be
given according to the council’s criteria.
If someone falls below the threshold of the
means-test, they will receive this amount
as actual support. If someone falls above
the threshold, the council will record
how much they would have received but
for them being too wealthy. When the
accumulated value of these notional,
recorded packages of support reaches
£35,000, the council will then begin
paying actual support, and the amounts in
question will cease to be notional.
The ‘capped cost model’ could therefore
more accurately be called the ‘capped
exclusion from means-tested support’ model.
It records how much individuals would have
received from their council but for being too
wealthy, and when the amount of support
that individuals are excluded from totals
£35,000, they are effectively reassessed on a
‘means-blind’ basis.

What will the ‘capped cost’ model
mean for private insurance products?
The key aspect of the ‘capped cost’ model
for private insurers considering products
that would provide protection against the
£35,000 liability is that it is local authority
needs-assessments — not just a person’s
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disability and longevity — that would
determine this liability. In addition to
assessments of (predictable) disability, these
assessments take account of the availability
and receipt of care from family members,
and also vary according to individual
council decisions on levels of support for
different types of need.
The implications of these features of
council needs-assessments for insurers are
absolutely crucial. Insurers pricing
pre-funded long-term care insurance can
price products for trends in expected
disability and expected longevity.
However, a person’s liability in the ‘capped
cost model’ — ie. when they reach the
£35,000 threshold — is determined not just
by their disability and longevity, but by the
availability and receipt of informal (family)
care, and what their council happens to
provide to individuals with different levels
and type of need; for example, taking
account of the unit cost of different services
in a particular area.

» There can be no doubt

that pricing disability and
longevity risk years into
the future is enormously
difficult for insurers

«

There are sound reasons for why councils
use these factors in allocating resources
to individuals in the local population
with care needs. Ignoring the availability
and receipt of informal care would see
individuals receiving support to purchase
formal care despite being able to rely
on family members — ultimately, an
inefﬁcient way for the state to spend on
care and support. Local decisions on levels
of support mean that councils can look
at the availability and cost of different
types of services in local care markets, and
allocate public support more efﬁciently in
light of these facts.
But the result is that the £35,000
liability in the ‘capped cost model’,
determined as it is by local authority
needs-assessments, is — strictly speaking
— uninsurable. For example, it would be
impossible for an insurance company to

offer insurance that would make regular
pay-outs until a person reached the £35,000
threshold, since insurers will have no way of
modelling when that will occur.
This will have important implications
for the protection against the £35,000
liability that insurers could offer under
the ‘capped cost’ model, whether in the
form of pre-funded insurance or
disability-linked annuities.
The most likely complementary product
that could be brought to market would
be akin to critical illness insurance —
a lump-sum £35,000 pay-out upon
experiencing a deﬁned level of disability,
which may or may not be when a council
would class a person as needing support.
But there would nevertheless be potential
for a number of peculiar outcomes that
would leave the customer confused and
frustrated. For example, if someone
claimed on such insurance and received
their £35,000 cheque, in the eyes of
their council, they may not yet have
any ‘assessable need’ on account of the
availability of informal care. It would then
be up to individuals to choose whether and
how quickly to spend down their £35,000
sum, given their meter of ‘notional support’
would not be increasing at the same rate.
So although the nature of the individual
liability in the ‘capped cost’ model does not
preclude pre-funded insurance products
(or disability-linked annuities), the detail
of the model will affect the form of those
products and the experience of consumers.
These awkward outcomes are perhaps
inevitable when two different mechanisms
for allocating resources — private insurance
and local authority needs-assessments —
come together.
How this would affect the take-up of
private insurance under the ‘capped cost’
model remains to be seen. Take-up rates in
the leading overseas markets — the USA and
France — have only ever edged up to around
10% and 15% respectively. With the unique
factors that inhibit the English market —
not least the operation of ‘free’ personal care
in Scotland — the pre-funded long-term care
insurance market could well remain defunct
even following any implementation of the
■
‘capped cost’ model.
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Q&A

Feargus Mitchell

Pensions plan

Marjorie Ngwenya talks to Deloitte’s Feargus Mitchell about where the pensions practice area
fits in to the changing shape of the actuarial profession
How did you enter the actuarial
profession?
I studied engineering at university and
wanted to continue to apply my core numeric
skills to practical business issues. Many of my
contemporaries were going into investment
banking or general management consulting.
I didn’t know any actuaries, had never met
any and, frankly, hadn’t heard much about
the profession, but I read about the work
involved and thought I would give it a go.
Twenty years or so later and it still feels like a
great choice.

tax, audit, corporate finance and consulting
expertise required to deliver innovative and
complex solutions to our clients’ most critical
issues, like the pension funding partnerships
that we brought to market. We have a hugely
powerful insurance actuarial business and,
if you believe in greater convergence of the
pensions and insurance markets, this is a key
strength. We are increasing our geographical
footprint, including opening a Belfast office,
and are growing our investment advisory
team. Our plan to increase headcount is about
meeting the significant demand we currently
have from clients and taking market share.

As practice leader for actuarial and
pensions at Deloitte, to what extent has The approach seems contrary to the
belief that the pensions practice area is
your role transitioned over the years,
more into managing and less advising? in decline for the actuarial profession
There has, of course, been some transition
into more management — however, it is
a key tenet of the culture of Deloitte that,
irrespective of role, our partners should be in
the market advising clients. In line with that
philosophy, I have continued to support my
clients day to day. That’s what I enjoy and I
wouldn’t want to change it.

According to press reports, Deloitte will
treble the headcount of its pensions
advisory practice to 600 in three to four
years. What are the drivers behind this?
We are part of an ambitious multi-disciplinary
firm with scale. We have the full range of

There is no doubt that the industry continues
to face structural changes. But we are
well placed to face those challenges given
the diversity of our business, creating new
markets. I am also hugely optimistic about
the scope for actuaries of all varieties to be at
the heart of the agenda for other propositions
— like business analytics, risk and regulation
and so on — which will be key drivers for
the advisory and consulting markets in
general. As a profession we can lead in
new markets, but we need to recognise
explicitly that others have skills and expertise
that are complementary and work with
them accordingly.

What is the biggest single issue facing
pension funds and their trustees?
Volatility. The sovereign debt crisis has
given rise to the third occasion in the past
decade that we have seen material market
falls giving rise to much larger pension
deficits. Ultimately, this will lead both trustees
and sponsors to an ever greater focus on
strategies to manage the financial volatility of
pension schemes.

risks emerge and more sophisticated risk
management techniques will be required.
There will continue to be increasing pressure
for trustee boards and sponsors to raise their
game in this area and our pensions practice
is working closely with our colleagues in our
risk and regulation practice on new client
solutions, which will draw on lessons learned
in other industries.

What will be the European pensions
industry’s parallel to Solvency II?
There will ultimately be greater alignment
between the way in which pension schemes
are regulated and the way insurance
companies are regulated — reflecting greater
convergence of the pensions and insurance
industries. This is already the case in other
European countries — in the Netherlands,
there is a single regulator covering both
pensions and insurance. In the UK this will
be a gradual process — and it will need to
recognise the specific nature and structure of
UK pension schemes, as well as the financial
challenges the industry faces — but it has
started. For example, we are already advising
clients in the financial services industry on
how pensions obligations need to be handled
under Solvency II.

Having advised firms internationally,
what is the most interesting pension
scheme arrangement you have come
across?
Early on in my career I advised an
African mining company on its pension
arrangements. The twin impacts of
hyper-inflation and the onset of HIV/AIDS
had, as you might expect, a massive impact
on the pension plan membership. That was
a sobering assignment and put other issues
into context.

What are your pastimes?
I love sport, especially cricket. Sussex winning

Feargus Mitchell is head of Deloitte’s actuarial and
pensions practice. He has over 20 years’ advisory
experience, specialising in pension/retirement
and associated actuarial, tax and accounting
issues. He is a Fellow of the Institute of Actuaries,
an Affiliate of the ICAEW and a Member of the
Association of Consulting Actuaries and the
International Actuarial Association.
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How do you believe that enterprise risk their first ever County Championship in 2003
management applies to pension funds? was a particularly sweet moment. I also went
There have been step changes in the
governance and risk management processes
of pension schemes since I qualified as an
actuary — however, as a whole, the pensions
industry still lags the insurance industry.
The world continues to evolve, new

to the Rugby World Cup Final last month.
Half of my family are from New Zealand so
the result was good for domestic solidarity! ■
The full interview with Feargus can be found online at
www.TheActuary.com/type/interview
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Regulation

FRC reform

Fit for purpose

Jim Sutcliffe explains the Financial Reporting Council’s proposals for reform and considers their
implications for the actuarial profession

Jim Sutcliffe is the
chair of the Board for
Actuarial Standards

T

he government and the Financial
Reporting Council (FRC) have
recently announced a consultation
on proposals to reform and
restructure the FRC, which we believe will
build on the successful implementation
of the regulatory agenda set for us and
the actuarial profession by the Morris
Review in 2005. Our proposals aim to
produce a streamlined, uniﬁed FRC that
can carry out its role more effectively.
We are not proposing any change in
the scope of actuarial standards or our
regulatory oversight and disciplinary
responsibilities for actuaries. However, we
believe that the changes to our structure
will equip us to be even more joined-up,
effective and accountable, as actuarial work
and its regulation become increasingly
international and multidisciplinary.
The FRC is the UK’s independent
regulator responsible for promoting
high-quality corporate governance and
reporting to foster investment. We promote
high standards of corporate governance
through the UK Corporate Governance
Code. We set standards for corporate
reporting and actuarial practice, and
monitor and enforce accounting and
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auditing standards. We also oversee the
regulatory activities of the professional
accountancy and actuarial bodies
and operate independent disciplinary
arrangements for public interest cases
involving accountants and actuaries.
The FRC’s functions are currently
undertaken by seven operating bodies,
including three bodies — the Board
for Actuarial Standards (BAS), the
Professional Oversight Board (POB) and
the Accountancy and Actuarial Discipline
Board (AADB) — which, since 2006, have
built on the FRC’s broader experience and
expertise in other aspects of corporate
governance and reporting, to:
n Develop seven principles-based
technical actuarial standards (TASs) for
actuarial work, together with a conceptual
framework and other supporting materials
for practitioners and users
n Monitor and provide input to the way
the Actuarial Profession regulates its
members acting in a professional capacity
n Work with the Profession and other
regulators to review the way actuarial work
is monitored and scrutinised, and make
wide-ranging recommendations to the

The case for reform

class regulatory framework
for corporate governance
and reporting is essential
to support continued
investment in the UK for
economic growth

An effective, world-class regulatory
framework for corporate governance and
reporting is essential to support continued
investment in the UK for economic growth.
Through its work the FRC makes a signiﬁcant
contribution to the UK’s overall regulatory
framework which promotes corporate
accountability and transparency, encourages
responsible business behaviour and so
provides the markets with conﬁdence.
The FRC is well regarded in the UK, the
EU and internationally, but we believe that
by tightening the focus of its activities
and reforming its structural framework it
could be even more effective, increasing
still further the contribution it makes to
supporting the UK’s business interests and
at lower cost. In particular, we believe that:
n The FRC is currently structured in a way
that is over-complex and insufﬁciently
understood, with a risk that, in aggregate,
regulation by its seven different bodies
may be overly burdensome
n The statutory framework for the FRC’s
role in regulating corporate reporting and
audit work undermines its effectiveness
and independence from the accountancy
professional bodies (and many of the
detailed proposals in the consultation
document seek to address this).
The aim of the reforms is to consider
how best to focus the FRC’s activities
where we can make a difference, create
a simpler structure that is more easily
understood by our stakeholders, reinforce
our independence from those we regulate,
and ensure we have the powers we need to
respond proportionately and effectively.

Profession regarding the way it ensures
the competence and professionalism of
practising actuaries and the extent to
which it can place greater reliance on the
quality controls at actuarial ﬁrms
n Establish an independent scheme
for investigating public interest cases
involving members of the Profession
n Develop the Actuarial Quality
Framework to support communications
with the Profession and others about the
main factors which promote high-quality
actuarial work.

To make the FRC more streamlined and
efﬁcient, we are proposing that:
n All the FRC’s primary functions should
be the responsibility of the FRC Board,
and not its individual operating bodies
as at present, so as to enable the FRC to
take decisions at the right level within a
streamlined structure
n The FRC Board should retain
responsibility for issuing standards
(including the TASs) and should be
supported by the FRC Executive team and

» An effective, world-

«

New structure
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two Board Committees — one to focus on
codes and standards, the other on conduct
(including discipline and oversight of
the actuarial profession) — which will
replace the existing seven operating bodies
including the BAS, the POB and the AADB
n The Committees will in turn be
supported by advisory councils and panels
as necessary — including a high-proﬁle
expert advisory council to advise on
actuarial standards, policy statements,
international developments, research and
thought leadership (in effect the BAS,
although the name has not yet been
agreed and it will no longer be the ﬁnal
decision-maker), which will be chaired
by a member of the Codes and Standards
Committee and report to it.

What does this mean for actuaries?
As I indicated at the beginning, the
proposals are not about changing the scope
of our activities in relation to actuaries
and actuarial work, and we will continue
to maintain a strong actuarial team to
ensure that the TASs are ﬁt for purpose, to
provide input to international initiatives,
and to monitor the way the Profession
regulates its members. Our disciplinary
and supervisory functions will continue to
be operated and overseen separately from
standard-setting.
However, the proposals will ensure that
actuarial matters are considered directly
by the FRC Board and its committees,
alongside other aspects of corporate
governance and reporting such as the
role of risk management in corporate
governance, and the role of audit in
insurance and pensions. This will mean
we get broader input into actuarial matters.
It will make it easier for us to demonstrate
that our regulation of actuaries and
actuarial work is relevant, proportionate
and consistent with the way other
professions are regulated. The proposals
will also give us greater coherence and
clout when talking to other regulators and
internationally.
To ensure we retain our focus on
actuarial work, the FRC Board and its
Committees will include representatives
with actuarial expertise. Meanwhile the
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BAS — which we envisage will continue
with roughly equal numbers of actuaries
and non-actuaries — will continue to assist
the Executive in developing proposals
relevant to actuaries and their work, and
challenge the Executive when necessary.
It will have the right to make its views
known to the Board directly should it
feel that the Executive is not responding
adequately to the needs of users and the
market for actuarial services.
Although not speciﬁcally covered in
the consultation, we intend to maintain
and renew our regular roundtable
meetings — currently constituted as the
FRC’s Actuarial User Committee — with
representatives from key interested user
groups such as insurers, pension funds,
employers, trade unions, consumer groups,
ﬁnancial advisers and lawyers, to ensure we
maintain a user focus to our work.
In summary, the changes are designed
to provide a more effective, consistent,
accountable and understandable regulatory
system for accountants, actuaries and
auditors, and to allow us to operate more
effectively in an increasingly global
■
ﬁnancial environment.

What do you think?
The consultation can be found at
www.frc.org.uk/press/pub2653.html and
closes on 10 January 2012. Please take a
look at our proposals and respond to our
questions, either directly or via your firm
or the Actuarial Profession. If you have any
questions please do not hesitate to ask
David Andrews d.andrews@frc.org.uk or
Paul Kennedy p.kennedy@frc.org.uk.

Specific questions for which
answers are sought:

Q1: Do you agree that streamlining the
FRC’s governance and structure will help
ensure that:
a) FRC regulation of actuaries and actuarial
work is proportionate and properly targeted?
b) The FRC can work effectively with other UK
regulatory authorities such as the FSA and the
Pensions Regulator?
c) The FRC is better able to influence
European and international developments?
d) The FRC is able to maintain its
independence from the actuarial profession?
Q2: Do you have any other comments on the
proposed reforms?
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General insurance

Bootstrapping

Does the bootstrap model work?

Reserve distributions created using the popular chain-ladder bootstrap method materially
underestimate reserve risk, says Jessica Leong

Jessica Leong is
lead casualty
specialty actuary
at Guy Carpenter &
Company. The views
expressed here are
her own

E

very year, insurers in the
United States are required to
submit an annual statement, which
includes Schedule P. This schedule
contains paid, incurred and booked
ultimate loss triangles, of 10 accident years
by 10 development years, net of reinsurance,
by line of business. Importantly, we can
track the losses and booked reserve estimates
for the same book of business for 10 years.
Guy Carpenter and Risk Lighthouse have
developed a research database of these
ﬁlings going back to December 1989.
Using this data Guy Carpenter, in

collaboration with Risk Lighthouse, have
bootstrapped thousands of loss triangles in
an attempt to answer the question: Does the
bootstrap model work?

Back-testing as at December 2000
Step 1. We can go back in time 11 years
and create a reserve distribution using the
paid chain-ladder bootstrap method1
as at December 2000. This was done
using Schedule P data for a particular
company A’s homeowner book of business2
— see Figure 1.
Step 2. Now it turns out that, with

Figure 1 — Distribution of homeowner reserves for Company A as
at 12/2000

Probability

Actual reserve
= $45 million
at the 91st
percentile

11 years of hindsight, it actually cost
US$45m to settle these claims. We call
this the ‘actual’ reserve — what the
reserve should have been, with perfect
hindsight. The US$45m falls above the
90th percentile of the original distribution.
This is just one result, so we can’t tell if the
model is ‘good’ or ‘bad’.
Step 3. We can repeat steps 1 and 2 for
another 50 companies. The percentiles for
these companies are listed in Table 1. It is
good to see that not all of the percentiles
are above the 90th percentile.
In fact, what we want to see when we
plot a histogram of these percentiles is a
uniform distribution, as shown in Figure 2,
where we show ﬁve buckets each with
20 per cent of the companies.
This is because that is the deﬁnition
of a percentile — for example, the 80th

Table 1 — Percentiles
Company A

91%

Company B

52%

Reserve $m
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$5
7

$5
3

$4
9

$4
4

0
$4

6
$3

$3
2

7
$2

3
$2

$1

9

…
Company AB

37%

Source: Guy Carpenter & Company LLC
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Figure 3 — Histogram of percentiles for
homeowner reserves as at 12/2000
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Figure 2 — Ideal histogram of percentiles
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percentile is the value you expect to be
above 20 per cent of the time so, if the
model ‘works’, then 20 per cent of the
companies will fall in the 80th to 100th
percentile bucket. There should also be a
20 per cent chance of falling in the
60th to 80th percentile buckets, and so on.
When we plot the percentiles in Table 1,
what we actually see is shown in Figure 3.
That is, 26 out of the 51 companies had
‘actual’ reserves that fell above the 80th
percentile of the original distribution.
This distribution is biased toward adverse
developments. This is not a good result,
but there is more to the story.

Back-testing as at December 1996
Step 4. We can try this at another time
period — instead of December 2000,
we can try December 1996. That is, we
repeat the above analysis, but this time
we are creating reserve distributions for
51 companies as at December 1996.
When we do this, we see Figure 4.
This shows a distribution biased towards
favourable developments, which is the
opposite of Figure 3!

Back-testing multiple periods
Step 5. Our next attempt is to try the test
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Figure 5 — Histogram of percentiles for
homeowner reserves as at
12/1989, 12/1990… 12/2001, 12/2002
Number of companies

Number of companies

Figure 4 — Histogram of percentiles for
homeowner reserves as at 12/1996
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across many time periods as well as many
companies, and plot all the percentiles
into one histogram, which might result
in a uniform distribution of percentiles.
In this test, reserve distributions were created
as at December 1989, December 1990…

» When you tell

management the 90th
percentile of your reserves,
this is a number they
expect to be above
10 per cent of the time.
In reality, we find that
companies have exceeded
this number 20 per cent
of the time

«

up to December 2002, across almost 100
companies. We bootstrapped a 10-accident
year by 10-development year triangle, but
only considered the reserve for the most
recent accident year. This gives us just over
1,000 percentiles that we can plot in one
histogram, creating Figure 5.
Figure 5 shows that, around 20 per cent

of the time, the actual reserve is above
the 90th percentile of the bootstrapped
distribution, and 30 per cent of the time
the actual reserve is below the 10th
percentile of the distribution.
When you tell management the 90th
percentile of your reserves, this is a
number they expect to be above 10 per cent
of the time. In reality, we ﬁnd that
companies have exceeded this number
20 per cent of the time. The bootstrap model
is underestimating the probability of extreme
reserve movements, by a factor that is clearly
material for the purposes of capital modelling
■
and therefore Solvency II.
1 We are using an over-dispersed Poisson bootstrap
of the paid chain-ladder method, as documented in
the England/Verrall paper (Insurance: Mathematics
and Economics 25 (1999) 281-293). We have a constant
scale parameter, we are re-sampling residuals and
adding a gamma process variance to the projected
incremental losses.
2 It is important to note that company A is a real
company, the loss triangle used in the bootstrap model
is their real loss triangle as at December 2000 and the
“actual” reserve is how much it really cost to fulfil the
claims that were reserved for as at December 2000.
There is no simulated data in this back-test.
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General insurance

Catastrophe risk

Braving the elements

Is the insurance industry ready for the challenges and opportunities presented by climate change,
asks Hannes Van Rensburg

T

Hannes Van Rensburg
is an actuary
currently working
as an independent
consultant in the
London Market,
with a focus
on commercial
lines pricing and
underwriting support

he last 24 months have seen an
unprecedented level of natural
disasters, which included the
earthquakes in Chile, New Zealand
and Japan, the Queensland ﬂoods and one
of the costliest US tornado seasons to date.
These events have hit insurers’ earnings and
reinsurance programmes very hard, and
could have been much worse had
Hurricane Irene not ﬁzzled out before
hitting the densely populated US east coast.
Some questions that spring to mind
are whether this experience points to
an increase in the frequency of natural
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disasters? If this is a true increase rather
than only an increase in media coverage,
is this a new level of normality or only a
short-term oscillation?
Swiss Re’s January 2011 Sigma study
shows that there has been an increase
in natural and man-made events, both
increasing from around 50 events per
annum in the 1970s to 150 events per
annum today. Economic losses from these
events in 2010 have been estimated at
$218bn with a cost to insurers of $43bn.
The ratio of insured to economic losses,
at around 20%, is extremely low when
compared to other years — for example,
in 2009, economic losses were $68bn and
insurance losses were $27bn, a ratio of
around 40%. This is largely due to many
of the 2010 events impacting areas with
low levels of insurance penetration, such as
the ﬂoods and earthquakes in Asia and the
Haiti earthquake.
A major environmental disaster has
been the Deepwater Horizon oil spill,
where it will take years for the full economic
and environmental impact to be known.
The impact of similar man-made disasters
is expected to increase due to the projected
growth in the global population and
in global demand for natural resources.
Companies are also engaging in more
risky explorations to meet this demand,
sometimes without adequate risk
mitigation. Of course, these events will

have an insurance implication but, more
importantly, they might have a long-term
catastrophic impact on the environment.
While insurance for such eventualities can
help companies manage their risks, it is
important that insurance does not dilute the
corporate responsibility and conscience by
mitigating poor risk management.
Likewise, natural catastrophes such
as windstorms, droughts and ﬂoods are
expected to increase due to global warming,
brought about by increasing levels of
carbon dioxide in our atmosphere.
The paper produced by the Climate Change
GIRO Working Party (2007), ‘The impact
of climate change on non-life insurance’,
provides a comprehensive guide to the
underlying research surrounding climate
change and its expected future impact on
general insurance companies.

Models
Catastrophe models have now been part
of the insurance industry for more than a
decade, integrated in both the capital and
underwriting functions. Companies rely
on the science and consistency that these
models can bring to the table. Therefore,
the latest update to the RMS US windstorm
model came as quite a shock to the market,
where modelled expected losses increased
signiﬁcantly across the market with some
accounts seeing modelled expected losses
increasing by more than 200%.
In the latest model release, the modelled
expected value is driven by modelled
hurricane frequencies that are higher than
any period in the historical data set. This is
based on the premise that the increase in
sea surface temperature (SST) will increase
hurricane activity and intensity on a
long-term basis. Over and above this, it is
also expected that the next ﬁve years will be
even more active, with the North Atlantic
oscillation in SSTs (above the increasing
long-term trend) adding a further 30-40%
to modelled expected losses. It is fair to say
that the magnitude of the model change has
taken the market by surprise and adoption
of this new model view has been fractured.
Whether market players believe the
modelled results or not, reinsurance rates
across the market are expected to increase on
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the back of this model change. Direct insurers
will have used the increase in modelled cost
in their negotiations pushing for higher
premiums. Regulators and rating agencies
will be asking questions if a company
changes model or methodology purely due
to an increase in modelled cost. With global
warming on people’s minds, it does not
matter if this is a true or perceived increase
in risk.

Opportunity
The increased risk and awareness of risk
offer a unique opportunity to the insurance
market. The world looks to the insurance
industry for the transfer of risk, and none
more so than the risks from perils impacting
our primary needs for food, water and
shelter. Climate change is expected to
bring severe weather conditions and more
frequent droughts causing crop failure and
loss of livestock. In the developing world,
where the majority of the population
makes their livelihood from agriculture,
crop failure could cause unemployment,
migration and political unrest and bring
with it immense uncertainty.
New products can offer stability to
society while increasing insurance
penetration throughout the developing
world. For example, agriculture insurance is

a market that has seen tremendous growth
in recent years. The Agriculture Insurance
Company of India — a pool operated under
the operational supervision of the Indian

» In the developing

world, crop failure could
cause unemployment,
migration and political
unrest and bring with it
immense uncertainty

«

government — supplies weather-based crop
insurance to about 20 million farmers in
500 districts in India. Reinsurance for the
pool is then placed in the international
markets, including London.
Many other products have also come to
market in the areas of renewable energy,
weather derivatives and new political risk
products, such as carbon credit eligibility (to
trade), to name but a few.

Facing the future
The insurance industry will have an
important part to play given the uncertainty
surrounding the impacts of climate change
and global demand on the environment.
With larger populations and larger cities

Figure 1 — Catastrophe models
Windstorm events
with probabilities

Asset details

Damage
calculation

Damage with
probabilities

Coverage
details

Insurance
losses with
probabilities

Expected
loss
+
Loadings
=
Premium

Catastrophe models combine the laws of nature and engineering to produce simulated loss
costs based on a policy or portfolio’s exposure to natural perils. From these simulations,
insurers can calculate the expected loss or loss costs at various return periods.
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in catastrophe-prone areas, insurance will
become even more crucial to companies and
governments in managing the economic
impact of such events.
Insurers will continue to look to
catastrophe models to provide insight into
their catastrophe pricing and monitoring
of aggregate exposures in the light of these
population trends. This leaves the industry
at a bit of a crossroads where the view of risk
of current models has been questionable.
The reliability of models for areas previously
classiﬁed as ‘non-modelled’ will also need to
improve, as most of the large catastrophes
impacting the 2010 and 2011 results came
from these perceived ‘lower risk’ areas.
The Climate Change Working Party paper
also highlighted areas where companies and
governments are already actively involved
in mitigating the impact of climate change,
and sets out ways that we as actuaries can
contribute both personally and commercially. ■

Agriculture insurance —
how it works
The most common policy, sometimes
referred to as crop-yield insurance,
provides coverage against loss of crops
from single or multiple natural perils
such as drought, hail, flood, fire or insect
infestation. Multi-peril crop insurance
would, in many instances, be subsidised
by government insurance agencies with
commercial insurers participating on either
a quota share or excess-of-loss basis.
Other variations include coverage for loss
of revenues due to depressed commodity
prices, also called price insurance. These
policies are more akin to forward contracts
on the price of the specified commodity.
Crop-revenue insurance policies are
a combination of the above where the
insurance payout will be calculated based
on the crop yield as well as the price of the
product, namely the difference between
the expected yield times expected price
estimated at the time of underwriting
and the actual yield times the actual price
at delivery. These products would offer a
natural hedge to insurers, as commodity
prices would normally increase as crop
yields decrease and vice versa.
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Technology

Sponsored by

Cloud computing

Cloud surfing

Anthony Dhanendran charts the rise of cloud computing and considers the pros and cons for
businesses and individuals

Anthony Dhanendran
is the reviews editor
of Computeractive

F

or technology companies, the
buzzphrase of the year has been
‘cloud computing’. But what does it
actually mean?
At its most basic, all that it means is
doing things online rather than on a single
computer or a business network. The cloud
is a jargon term that means different things
depending on the person to whom you’re
talking, but largely it can be taken to mean
‘the internet’.
For instance, using Hotmail, Gmail or
another web-based email service is
cloud computing. When individuals do that
it’s nothing special, but some companies
have been moving their email services to
‘the cloud’, which is a big deal.
For the first time, IT administrators
have been relinquishing control of their
servers and effectively outsourcing them
to internet-based companies. One of the
biggest of these is Google, which offers a
customised email service to enterprises.
Employees keep the same addresses they
had before, but instead of the email being
collected by the firm’s own mail servers,
it’s collected and processed by Google.
The advantage to companies is that they
can save money, but it also allows for very
rapid expansion. If you need to add 1,000
employees, there’s no need for the IT people
to buy a new server. Instead, just open more
accounts ‘in the cloud’ and Google does the

hard work on its servers.
Similarly, many online enterprises are
turning to the cloud for all their servers.
Companies that do a lot of data processing
can either run their own servers, or host
them in the cloud and not have to get
their hands dirty. And if business starts to
grow rapidly, it’s no problem to expand the
server capability.
There are downsides — earlier this
year, the cloud computing service run by
Amazon, the biggest player in this area,
collapsed and became unavailable. The
result was that some of the internet’s
biggest up-and-coming websites, such as
Foursquare, Quora and Reddit, were taken
offline for some time.

» The advantage to

companies is that they
can save money, but
it also allows for very
rapid expansion

«

For home users, one of the most useful
purposes for cloud computing is backup
and file sharing. Not the kind of illegal
file sharing you hear about in the news, but
sharing of important documents or pictures.
Online backup services have been
springing up over the last few years, offering
up to several gigabytes of space for users
to store their own files. This is usually
combined with an automatic backup
program to allow people to automatically
safeguard their own computers against
failure by copying their most important files
to secure online servers.
Similarly, Dropbox allows users to store
their personal files online but seamlessly
access them through their own computers
— the service puts a Dropbox folder on the
computer, and this is then synchronised
with the online storage automatically
whenever the computer is on. Change a
file, and it’ll automatically be copied to
the cloud. Switch to another computer on

which your Dropbox account is set up and
your files will be replicated there, changes
and all. It even saves previous versions, with
2GB of storage available free, and more as
a paid-for extra. Cleverly, Dropbox also has
apps for major smartphone models so that
you can view your files on an iPhone, iPad
or Android tablet computer.
If you can get it past your company’s IT
security it’s even usable for work — rather
than a complex program that gives remote
access to an entire computer, putting a few
important documents in your Dropbox
means they’ll be available anywhere.
Of course, that brings data protection
into play. While Dropbox has so far not
undergone any major security failures
and has acted well in the problems it has
suffered, putting business documents on it
does pose some questions. If your phone
is linked to Dropbox and is stolen, for
instance, how quickly would you be able to
remove the attacker’s access to your files?
That’s not necessarily a reason not to look
into using cloud storage for yourself, but it’s
■
certainly important to bear it in mind.

Actuaries in the cloud
The benefits of cloud computing
for firms requiring large-scale ALM,
capital or risk modelling capabilities,
or member data storage, are plain to
see. Actuarial software is increasingly
available for cloud-compatible usage
with its attendant advances in speed
and service levels. For more details on
actuarial usage, visit http://bit.ly/tlg24W

ReMetrica for Solvency II
www.aonbenfield.com/remetrica_demo
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Richard Elliott

Arts

Year-end appraisal

Richard Elliott picks his stocking-filler suggestions from 2011’s offerings in music, film and fiction

W

ith Christmas almost upon
us, many of you will be
preparing to return to the
family home, laden with
gifts. If your family is anything like mine,
then you’ve probably long given up on the
lofty ambition of buying them presents of
genuine artistic quality, in favour of the
tried-and-tested approach of getting
them items they might actually enjoy.
Gifts completely wasted on my relatives
include Sufjan Stevens’ Seven Swans album,
a Pan’s Labyrinth DVD, and John Updike’s
Of The Farm (admittedly not his best novel,
though it surely possesses more virtues
than the solitary one allowed it by my
aunt: brevity). So as you race through this
article, eager to discover what unmissable
things you’ve contrived to miss in 2011,
promise me this — keep them to yourself.

Music

album, with songs such as ‘Graveyard’ and
‘Comfort Me’ swelling to a rousing finale.
Moving south into America, Bon Iver
and Fleet Foxes both managed that rare
feat of improving upon an acclaimed
debut, veteran rockers Wilco produced
their best work in years and R.E.M.
reminded us why we used to love them,
before calling it a day.

Film
A new Terrence Malick movie is always
a big event, but Tree of Life sometimes
strayed beyond ‘big’ into ‘overblown’.
Nevertheless, Malick remains a visionary
filmmaker and there was plenty to admire
here, not least his sincerity in producing
an intensely personal and unashamedly
religious film. Also taking up a spiritual
theme was the meditative — quite literally
— Of Gods and Men, from French director
Xavier Beauvois,
which told the
remarkable true story
of a group of Trappist
monks kidnapped
during the Algerian
civil war.
Drive was an
impressive exercise in style from Danish
director Nicolas Winding Refn, although
I suspect I wasn’t alone in finding the
violence a little difficult to stomach. In Asif
Kapadia’s biopic Senna, the foreknowledge
of its tragic ending made it no less
gripping, even for those — myself included
— who don’t exactly thrill to the sport.
A beautiful woman in a preposterous
plot (and precious little else) was the
common factor in Pedro Almodóvar’s
The Skin I Live In and Julia Leigh’s debut
Sleeping Beauty. The former drew some
uncomfortable laughter from the audience
I watched it with, while the sombre tone of
the latter precluded any mirth, no matter
how bizarre the action got. Neither are
films you are likely to forget in a hurry.

» Bon Iver and

I’ll pass reverently
over PJ Harvey’s
Let England Shake
as its masterpiece
status is by now
well documented.
Across the Atlantic,
it’s been a good year for another female
singer-songwriter, Leslie Feist. Metals is the
Canadian’s follow-up to her 2007 effort
The Remainder, an album that chiefly owed
its popularity to Apple’s use of ‘1234’ in
an iPod advert. While it does not yield
anything so immediate, Metals is a more
ambitious and, ultimately, more satisfying

Fleet Foxes both
managed that rare feat
of improving upon an
acclaimed debut

«

Fiction
Taxes and tedium — it’s difficult to
imagine a less encouraging premise for
a novel. Even if your heart gladdens at
the sound of those two Ts, if you were
then told that the novel is only one-third

www.TheActuary.com

037_Actuary_1211 Arts.indd 37

finished, I suspect the neon sign flashing
‘must read’ upon your inner eye might dim
somewhat. If you haven’t already guessed,
I’m talking about David Foster Wallace’s
posthumously released The Pale King,
the literary event of the year.
Wallace’s suicide in 2008 sent
shockwaves throughout the literary
landscape, a landscape that his 1996
opus Infinite Jest did much to shape.
Although he had since published both
collections of short stories and non-fiction,
The Pale King was the “long thing” that
he had been working on for a decade by
the time of his death. With the consent of
his widow, Karen Green, Wallace’s editor
Michael Pietsch compiled the 500-page
novel from a 250-page manuscript
along with the content of hard drives,
floppy discs and notebooks, publishing it
in April of this year.
The Pale King is a more restrained
book than its predecessor, as well as
striking a more overtly moral note —
the ideas explored by its characters
(mostly IRS employees, circa 1985) include
individualism versus civic virtue, the value
of work and the possibility of authentic
heroism. It is also, ostensibly at least,
a more personal text — it is difficult to
resist connecting the motifs of boredom,
isolation and crippling self-consciousness,
to the depression that plagued Wallace
throughout much of his adult life.
Despite its gravity, The Pale King is a
terrifically entertaining and frequently
hilarious read. The hallmarks of Wallace’s
writing — an apparently limitless curiosity,
a dedication to capturing the complexity
of modern life and a rare generosity of
spirit — are on full display here. He was,
you sense, a writer
who could do just
about anything.
Unfinished as
it may be,
The Pale King,
above all else,
affords an
encounter with
an extraordinary
mind. Tedium
has never been
so thrilling.
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Puzzles

Coffee break

December prize puzzle

December ditloids

For a chance to win a £50 Amazon voucher, please email your
solutions to puzzles@the-actuary.org.uk by 7 January 2012.

The Actuary’s readers have excelled themselves in recent months with their ditloid tie-breaker creativity, so much so that we
have assembled this month’s prize puzzle solely from your answers. Which means some of you will have a head-start, assuming
you can remember your own answers…
1. 364 G M T L G to M in T in the 12 D of C
2. 8549176320 D in A O
3. 14 O by G and S
4. 513 P K by A S on S
5. 47 G B M at the B O
6. 0 P 0 G
7. 38 S on an A R W
8. 12 L in the F F
9. 82 S A on a D
10. 44 D W F or W S in a G B O T T by D B

11. 8 D in an O D U
12. 1874 A B C D E: ‘M W, C H, I W to S Y’
13. A W D 6442 to E the M of M
14. V R 63 Y 216 D
15. 32 P on the L E
16. I A G N B L B 8 D a W
17. 1946 J G Q to E
18. 4 I of C; L I, I T, M T and G I
19. 6,500 W in the E S B
20. 20 M of the T B T P S

Terms and conditions

The prize will be awarded for the most complete entry received before the closing date. In the event of a tie, the winner will be chosen at random
from the tied entries. The winner’s name will be announced in the next edition. Please note that the puzzles editor’s decision is final and no
correspondence will be entered into. We reserve the right to feature the winner’s name and a photo (if supplied) in The Actuary. Your details will not
be passed to any third party in connection with this draw.

Puzzle 487

Christmas quiz

1) The ‘Yule lads’, are a traditional part of an Icelandic Christmas.
What are they?
2) In Greek legend, malicious creatures called Kallikantzaroi
sometimes play troublesome pranks at Christmas time. What
should you do to get rid of them?
3) The poinsettia is a traditional Christmas flower. Where did it
grow originally?
4) Some people like to hide a coin or trinket in the Christmas
pudding. This may have originated in the ancient custom, in
Rome and elsewhere, of concealing a particular object in food.
What was it?
5) What important contribution to our Christmas customs was
made by Louis Prang, who came to the USA from Germany in the
19th century?
Remember: no using Google for the answers!

Puzzle 489

Sequences
1
11
1 0 0
1 1 1
1 0 0 0
1 0 1 1
1
1
1
1
1
0
0
0
0
1 0 0 1 1
1 0 1 1
?
?
?
…

Assuming this sequence is infinite, what are its next three values?
Also, how many such strictly positive infinite sequences are there?
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Puzzle 488

Dodgy decorations

Rummaging through my attic
looking for Christmas decorations,
I come across two perfectly spherical
baubles. One has a lead core
surrounded by a layer of aluminium;
the other has an aluminium core
surrounded by lead. Both have a
copper outer casing and both contain
the same mass of all three metals.
How can I tell them apart without
damaging them?

Bridge challenge 20

Fourthought

A useful beginners’ guide to playing bridge can be found at
www.ebu.co.uk/education/learning/default.htm. Please send any
comments you have to Danny McMillan at puzzles@the-actuary.org.uk

Try this one. You are South and the bidding has gone:
W
E
1♠
2♦
2NT
3♠
4♠
Pass
Partner leads 2♦. The 3♦ is played from Dummy. How do
you proceed?
♠A54
N
♥Q76
W
E ♦KQJ653
S
♣9
♠K3
♥542
♦A874
♣Q532
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Puzzle 487

Christmas quiz

1) The ‘Yule lads’, are a traditional part of an Icelandic Christmas.
What are they?
2) In Greek legend, malicious creatures called Kallikantzaroi
sometimes play troublesome pranks at Christmas time. What
should you do to get rid of them?
3) The poinsettia is a traditional Christmas flower. Where did it
grow originally?
4) Some people like to hide a coin or trinket in the Christmas
pudding. This may have originated in the ancient custom, in
Rome and elsewhere, of concealing a particular object in food.
What was it?
5) What important contribution to our Christmas customs was
made by Louis Prang, who came to the USA from Germany in the
19th century?
Remember: no using Google for the answers!

Puzzle 489
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1
11
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0
0
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?
?
?
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Assuming this sequence is infinite, what are its next three values?
Also, how many such strictly positive infinite sequences are there?
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Puzzle 488

Dodgy decorations

Rummaging through my attic
looking for Christmas decorations,
I come across two perfectly spherical
baubles. One has a lead core
surrounded by a layer of aluminium;
the other has an aluminium core
surrounded by lead. Both have a
copper outer casing and both contain
the same mass of all three metals.
How can I tell them apart without
damaging them?

Bridge challenge 20

Fourthought

A useful beginners’ guide to playing bridge can be found at
www.ebu.co.uk/education/learning/default.htm. Please send any
comments you have to Danny McMillan at puzzles@the-actuary.org.uk

Try this one. You are South and the bidding has gone:
		
W
E
		
1♠
2♦
		
2NT
3♠
		
4♠
Pass
Partner leads 2♦. The 3♦ is played from Dummy. How do
you proceed?
♠A54
N
♥Q76
W
E ♦KQJ653
S
♣9
♠K3
♥542
♦A874
♣Q532
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Coffee break

Puzzles

Bridge challenge 19 solution

Travel to Vienna

Solutions for November 2011
November prize winner
Congratulations to November’s winner, Prudential’s Jane Hamilton

November prize puzzle 1 P P i N?

1) 1 String on an Ektara
2) 2 Noble Kinsmen
3) 3 Quarks for Muster Mark
4) 4 Irish Provinces
5) 5 Permanent Members of the United Nations Security Council
6) 2 Stations on the Waterloo and City Line; Waterloo and Bank
7) 76 Trombones Led the Big Parade
8) Canadian Thanksgiving is Celebrated on the 2nd Monday
of October
9) 22 Letters in the Hebrew Alphabet
10) 100 Sen in a Yen
11) 18 Competitors in the University Boat Race; 16 Rowers and
2 Coxswains
12) 7 Spikes in the Crown Worn by the Statue of Liberty
13) 1 Painting Sold by Vincent Van Gogh in His Lifetime;
Red Vineyard
14) 4 Score and 7 Years Ago
15) 1326 Possible Starting Hands in Texas Hold’em
16) 2 Double Winners of the Booker Prize; Peter Carey and
John Maxwell Coetzee
17) John Chapter 11 Verse 35 is the Shortest Verse in the Bible;
‘Jesus Wept.’
18) Matthew Boulton and James Watt will be Depicted on the
Reverse of the Bank of England 50 Pound Note (similar answers
such as ‘were drawn’ were accepted)
19) 139 Test Caps Won by George Gregan for Australia; the Most in
Rugby Union History
20) When I was 1 and 20 I Heard a Wise Man Say, ‘Give Crowns
and Pounds and Guineas but not Your Heart Away.’ (A.E. Housman)

Puzzle 485 solution

Typewriter

All the answers, like ‘typewriter’, can be written using only the top
row of a QWERTY keyboard.
1) Pottery
2) Rupture
3) Terrier
4) Equerry
5) Pipette
6) Retiree
7) Pierrot
8) Prettier
9) Reporter
10) Propriety
11) Pirouette
12) Puppeteer
13) Etiquette
14) Prototype
15) Repetiteur
16) Priority
17) Potpourri
18) Trouper
19) Roquette
20) eipi
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West passes, Partner opens 1NT
(12-14) and you bid four hearts.
West plays ♦AKQJ. After ruffing the
fourth diamond, you play A♥ and
both follow. How do you play?

♠AQ32
♥107
♦6542
♣AQ4
N
W

A clue — can you deduce
anything about the finesses?

E
S

♠3
♥AKQ9862
♦1087
♣J3

West had ♦AKQJ but did not open the
bidding. This means East is marked with
both black kings — otherwise West would
open — so neither finesse will work. Instead, a squeeze is required,
but this is a special one, known as the ‘Vienna Coup’. This works by
leaving you with an apparent loser in order not to block yourself.
You need to cash A♠ in Dummy. Your only way back to run the
trumps is via a trump (which is why you must only draw one
trump). When you run the trumps, you will be left with J♠ and 3♠.
Dummy has AQ♠. If East has not thrown either king, he must have
bared K♠. If he has thrown K♠, your last two tricks are J♠ and A♠.

Puzzle 486 solution

SUMmary totals

1) 2*(22^2) – 2
2) 33!/3
3) ((4+4)/4 + 4)4 + 4
4) 5!/5
5) (6*6*(6+6+6+(6/6)+(6/6))+6+(6/6)+(6/6)+(6/6))1/6

more puzzles online
Please send new puzzle ideas to puzzles@the-actuary.org.uk
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anything about the finesses?
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bidding. This means East is marked with
both black kings — otherwise West would
open — so neither finesse will work. Instead, a squeeze is required,
but this is a special one, known as the ‘Vienna Coup’. This works by
leaving you with an apparent loser in order not to block yourself.
You need to cash A♠ in Dummy. Your only way back to run the
trumps is via a trump (which is why you must only draw one
trump). When you run the trumps, you will be left with J♠ and 3♠.
Dummy has AQ♠. If East has not thrown either king, he must have
bared K♠. If he has thrown K♠, your last two tricks are J♠ and A♠.
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more Puzzles online
Please send new puzzle ideas to puzzles@the-actuary.org.uk
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Student page

Matthew Welsh

Follow @TheActuaryMag
on Twitter

Join The Actuary’s
LinkedIn group

What would make the perfect actuarial Christmas, asks Matthew Welsh?

All I want for Christmas…

L

ooking the part is more than wearing a suit to the office.
It’s the details that will mark you out as an actuary.
Leave this lying around the house and who knows what
you’ll find in your stocking!
Finally, I hope you all have a good festive season whatever
you’re celebrating and good luck with the exam results!
Lawyers had The Firm, bankers had
Wall Street and even weathermen
had Groundhog’s Day. Actuaries made
very little headway in films but then
Along Came Polly. It’s not
perfect, but we’ll take it.
Get it at www.hmv.com
or even a charity shop

Yo, Dawg! I heard you
like doing calculations,
so we took a calculator
and covered it in plastic
jewels so that you can
look fly while you’re
calculating annuities.
Buy now at West Coast Customs
New Year’s resolutions and
self-help books go together
like a lime
and a coconut.
What more
could a
loved one
want this
Christmas
than for
you to
be The Influential Actuary?
www.waterstones.com

Ever felt that you need help with
the exams? This lucky teddy bear
should give you the edge you
need over all the other people in
your sitting. Teddy Bear Factory
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There is nothing
better than a
funny T-shirt to
convince people
you are the life and
soul of the party.
Whether you do it with
frequency and severity or
within an acceptable margin
of error, you’ll want people
to know about it!
Available at www.zazzle.co.uk
A silk tie for only £4!
Plus you get to show off
your affiliation to the
Institute and Faculty.
Go to www.actuaries.
org.uk/research-andresources/eshop
(price correct at time
of writing).
You have probably got this
already, but if you’re one of
those who is always getting
a new plastic cup every time
you get a coffee at work —
stop! Get a mug that
expresses how you really feel.
www.urbanoutfitters.com
If you’re mad about
smartphone apps, why not
get Apptuary. One of our
very own Fellows has
developed this
to help with many of the
calculations you’ll do in the
exams. Purchase on
www.iTunes.com
The Game of Pensions is still in
development, so in the mean time
you’ll have to make do with the
reliable riot — The Game of Life!
Hamleys and all good toy stores

www.TheActuary.com
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Like The Actuary on Facebook

Actuary of the future
Anthony
Edwards
Employer and
area of work
MetLife Assurance
Limited —
senior actuarial
assistant, risk management team.

How would your best friend
describe you?
Keen, but a good laugh.

What motivates you?
Not letting people down.

What would be your personal
motto?
I would rather be disliked for being
honest than liked by being dishonest.

What is your most ‘actuarial’ habit?
I think I’ve avoided the actuarial habits
quite well, however, whenever I’m
involved with organising an event
outside of work, I always get volunteered
to ‘do a spreadsheet’…

How do you relax away from the
office?
I like being active so I relax by playing
golf, squash and football and taking my
motorbike for the odd ride. I also like
to go on a snow holiday each year and
enjoy snowboarding and skiing with
amazing views — but occasionally I like
to sit down with a fresh brew and a copy
of The Actuary… who doesn’t?!

Tell us something unusual about
yourself
Each year my flatmates and I hold a fake
Christmas one week before the event
itself. Each flatmate is given a role —
breakfast, dinner, games or drinks, and
so on. We spend about a month sorting
things out and it culminates in spending
the whole day together drinking, eating
and playing festive games. So, for me,
Christmas really does come more than
once a year.

WHO WOULD YOU LIKE TO
SEE FEATURED HERE?

If you would like to nominate someone
for Actuary of the Future, please email
AOTF@the-actuary.org.uk

www.TheActuary.com
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AOTF/Book review

People/Comment

Book review
Andrew Howe reviews Free Capital
by Guy Thomas
Free Capital, written by actuary and
investor Guy Thomas, describes the
backgrounds and circumstances of
12 relatively low profile full-time private
investors. The 12 millionaire investors —
all of whom are male — boast enviable
investment track records. All but one
of the investors specialises in smaller
companies. Of course, the author targeted
such people — there is no corresponding
analysis of unsuccessful investors.
The investors have different
backgrounds, qualifications, skills and
personalities. The move from conventional
employment to full-time investment was
not always entirely voluntary —
several faced challenges in terms of illness,
disability or redundancy. The book does a
good job in comparing how this impacted
the paths the investors took.
Both author and most interviewees
readily admit the role that luck can
play in achieving excellent investment
returns. For several investors, the early
years were often not great — one forms
the impression they were effectively
paying to develop investment skill — but
several of the investors benefited early
on from ‘10-baggers’ (stocks that rise by
10 times the purchase price or more).
Each chapter contains an interview
with an investor, interspersed with the
author’s observations, and ends with a
summary headed ‘Insights and Advice’.
The summary provides a brief reminder
of the investor’s approach — the book is
worth buying for these alone.
Many of the investors share common
traits, including a desire to work things
through themselves and valuing wealth
more for freedom than prestige — none
want to return to being ‘wage slaves’.
I was particularly struck by the
investors’ ability to explain their
investment approach, relating it to their
skills. They know their competitive
advantage and tend not to stray from
their favoured ground. Failing this, it is
all too easy to move from being a ‘value
investor’ to favouring a ‘momentum’
approach, buying high and selling low.
Free Capital is excellent storytelling
but, more importantly, covers material
that you will struggle to find elsewhere.

There are many
deeper aspects
that also make
Free Capital
noteworthy.
One example
is the idea
of holding
Free Capital is published by
a variety
Harriman House Publishing.
of smaller
RRP £18.99
companies
more for liquidity than diversification.
Another example is the Kelly criterion,
which will be known to some.
Free Capital prompted me to delve
deeper regarding potential asset
allocation applications.
I suspect that Guy Thomas has much
more he could tell us. Two articles —
‘Diamonds and flower bulbs’ and
‘How many shares should an investor
hold?’ from his blog give a fascinating
insight into the author’s approach.
From a personal perspective, I would
have appreciated more on the mechanics
of investing in smaller companies —
bid-offer management, for example.
To be fair, this was never the author’s aim
— the introduction clearly states that
Free Capital is not a ‘how to’ book.
Even so, there are plenty of exploitable
concepts for those with the stomach for
the work. This applies to the technical
ideas — Kelly, and so on — and some
more obviously practical elements.
‘Vernon’ uses a three-tier framework
when considering whether to buy —
a core thesis, secondary factors and
hygiene factors — illustrated by a
real investment. Another example is that
‘Bill’ uses a ‘value spider’, which takes
into account 16 metrics. With those hints
we might try to mimic those investors
and work the rest out for ourselves.
My recommendation is that if this
thought-provoking book is not worth £10
or so of your money, then I don’t know
what is. All author royalties go to charity,
so join me in making 2012 the year you
finally get your investments — and your
investment strategy — into shape.
Andrew Howe is director of risk management
at Lucida plc
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Appointments

Sponsored by

People moves

Have you moved?
Please send news of moves,
promotions, retirements and
appointments to peoplemoves@
the-actuary.org.uk

Change of address

Deloitte has announced that Colin Forrest
will join its Life Actuarial practice as a
Partner on 1 December 2011. In his new
role Mr Forrest will lead Deloitte’s
expansion into the regions, initially
focusing on growing the Manchester and
Bristol teams to complement the teams in
London and Scotland.
Mr Forrest has a wide range of experience
advising clients on Solvency II, ERM
and economic capital as well as process
improvement and development of business
focused management information.
He joins from PwC and was formerly head
of corporate risk at Royal Liver.
Russell Investments
recently announced
the appointment
of Nick Spencer
as director of the
Consulting and
Advisory Services
team.
Mr Spencer will
have responsibility
for supporting
the business in
the retail and
insurance sector
in Europe, with a
focus on developing
solutions
for financial
intermediary
partners and clients.
He joins from GAM,
where he headed
up the Institutional
business for UK,
Ireland and the
Netherlands.
Prior to that,
he worked at
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Lehman Asset
Management as
part of the Pensions
Advisory & Strategic
Partnerships
team, focused
on developing
alternative
investment
solutions for clients
and prospects.
Mr Spencer started
his career at Bacon
& Woodrow (now
Aon Hewitt) where
he spent almost a
decade, first in the
actuarial business
and latterly in
the investment
consulting business.
Elliot Varnell has
joined the Milliman
European Life
practice and will be
based in London.
He will be bringing

Please remember to update your
details on the Profession’s website
at www.actuaries.org.uk/members/
transactions

David Brand, managing director of Hannover
Life Re, has announced his decision to retire
at the end of June 2012.
Mr Brand has been at the company since
1988 and has held his current role since the
beginning of 2003, during which time he
has grown the business and helped to
establish the firm’s position in the UK life
reinsurance marketplace.
Mr Brand will be replaced by Stuart Hill
who is currently on secondment from
Hannover Life Re (UK) as managing director
of Hannover Life Re Africa.
his experience of
Solvency II, ERM
and economic
capital to the
practice. His initial
focus will be to
lead the Economic
Capital and ALM
solutions for the
Life practice.
Barnett
Waddingham
partner
Andrew Roberts has
been appointed as
the new chairman
of the Association
of Member-Directed
Pension Schemes
(AMPS), the trade
body for SSAS and
SIPP providers.
Mr Roberts has
been honorary
secretary of the
Association since
2007 and takes over

the chairmanship
from Rowanmoor’s
Robert Graves.
He qualified
as a Fellow of
the Institute of
Actuaries in 2001.
PwC has appointed
Richard Batty from
Towers Watson to
chair its actuarial
services network.
Mr Batty will
work with Bryan
Joseph, PwC’s global
actuarial leader, to
develop the firm’s
global actuarial
consulting practice.
He will be based
in Geneva.
Mr Batty joins
PwC after over
26 years at
Towers Watson,
where he was
most recently

Forward features
in The Actuary
The Actuary’s team welcomes contributions
from members or contacts in and around
the profession.
If you would like to contribute, please
contact Tracey Brown at features@theactuary.org.uk with suggestions.

the managing
consultant of Towers
Watson Germany.
Aviva has
announced the
appointment of
John Lister as UK
chief risk officer.
He will succeed
Craig Thornton,
who became UK
commercial director
on 1 November.
Mr Lister will take
up his new role,
which is subject to
FSA approval, in
March 2012.
He will lead the risk
management and
governance agenda
of the UK business
and will report to
new UK CEO
Trevor Matthews
with an
independent
functional reporting
line to Aviva plc

chief risk officer
Robin Spencer.
Mr Lister joined
the company as
a newly qualified
actuary and has
worked for Aviva
for 25 years. He has
been chief financial
officer of the UK
Life business since
2009. In 2003 he
was appointed withprofits actuary for
all Norwich Union
life companies until
he became chief
actuary in 2005.

John Lister
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