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In the wake of recent Icelandic volcano eruptions, flight disruptions have
caused mayhem for millions of passengers and cost billions to airlines
— which the latter may not be able to recover from their insurers. The
events have improved consumer awareness of travel insurance coverage
for the affected travellers but, on the other hand, the insurance industry is
reportedly considering new products that would provide compensation for
the cancellation of flights due to future volcanic eruptions.
Having benefited from an extended holiday in Australia as the volcano
continued to erupt, I am one of the luckier passengers as I suffered little
inconvenience compared to many that have spent long nights on airport
benches. We can only hope that Eyjafjallajökull will
continue to not blow her top again before
travellers make their way to South Africa for the
kick-off of FIFA World Cup 2010 on 11 June.
South Africa is the first World Cup host in
Africa since the competition began in 1934.
The nation appears to be ready to embrace
this momentous challenge, boasting the
sleek, new Gautrain service and impressive
stadia around the country. In 2014, Brazil
— another emerging market — will take
centre stage as home to the most successful
World Cup football team.
In this edition, Greg Becker and Arminder
Kainth hypothesise about who is likely to
win the World Cup. While the sporting
world is captivated by that, insurers
are getting to grips with Solvency II
requirements; in an extended focus this
month, Adam Koursaris, Victor Knava,
Logan Nerio, Yves Colomb, Trevor
Fannin, Andrew Rendell and Eleanor
Beamond-Pepler share their thoughts
on the topic and Kathryn Morgan
provides a regulatory viewpoint.

Marjorie Ngwenya
Editor
editor@the-actuary.org.uk
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Letters to the editor
In which actuaries discuss remuneration and rating agencies

Letter of the month
Prime Remuneration: Response to
N. Walton, May 2010
Under the heading “Who would want to be
PM?”, Neil Walton’s prize-winning letter in
the May magazine states that, under HMRC
proposals, a Prime Minister may be landed
with a tax bill of 150% of salary in his first year
of office in return for earning the immediate right to a pension of 50% of salary for life.
I for one would be more than happy to be given the opportunity to pay 150% of salary
in return for a gold-plated, taxpayer-funded, index-linked income of 50% of salary, likely
to start in, at most, ten years’ time (the less well I do in the job, the earlier it becomes
payable) and conservatively valued at eight to ten times what I have to pay. If he does
not see it that way then the PM can presumably opt out of the right to the pension
and avoid the tax (but I wouldn’t want the country led by such a financial illiterate). As
regards finding the money, many well-paid people at that stage in their careers may well
have savings and investments available but, if not, any competent IFA would surely tell
him he should take out a second mortgage to pay it, and any bank manager should be
more than willing to loan the money given the applicant’s security of income for life.
Mr Walton states that Prime Ministers will be “free of cost” to the taxpayer for up to
three years. This is no more than a short-term cash flow saving, rather like shoppers on a
credit card-financed spending spree imagining that they will never have to pay off their
debts (with interest).
Instead of focusing on the high tax charge it would do our profession’s reputation
more of a service were we to explain, in terms that the public can understand, why the
pension promise is so ludicrously generous and costly that it may give rise to such a high
(but arguably not high enough) tax charge in the first place.
Martyn Atkinson
5 May 2010

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

Out with the old
We should abolish the rating agencies.
Investors, or their stockbrokers, should
do their own research on Greek bonds or
mortgage-backed collaterised debt obligations.
They should form their own opinions on the
merits or demerits of these assets, rather than
delegating the job to a trio of giant agencies
paid by the issuers of the bonds they rate. Oh
no, I hear you say, that would be inefficient!
It would mean lower productivity and higher

costs! Quite so. But it would mean a greater
diversity of independent opinions in the
market, counteracting the herd mentality. It
would mean scarcely any demand for hypercomplex instruments, since brokers and fund
managers would find the study of these too
time-consuming to be worthwhile. It would
also mean more work. A country with 8%
unemployment needs more work, does it not?
Angus Sibley
2 May 2010

Forward features

The Actuary’s features team welcomes
contributions from members or contacts in
and around the profession. Below is a list of
themes for the next few months along with
the deadline for submission. If you would like
to contribute, please contact Tracey Brown at
features@the-actuary.org.uk with suggestions.

August 2010 (Published 29 July, deadline
14 June)
n General insurance
n Reinsurance
n New fields

September 2010 (Published 26 August,
deadline 12 July)
n Risk management
n Life
n Banking

October 2010 (Published 23 September,
deadline 9 August)
n Mortality/Longevity
n Careers
n Health & Care
Please note that these themes are not
exclusive and the aim is for a variety of
articles. If you have a burning topic you’d
like to write about, please let us know. The
editorial team is particularly keen to receive
articles around Solvency II issues.

Your letters
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please e-mail
actuaryletters@incisivemedia.com
The deadline for receiving letters for
the July issue is 11 June.

London » Zurich » Dublin » Hong Kong » Sydney
Tel: 020 8544 0417
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President’s address

Nigel Masters

As the Profession votes on its future, Institute president
Nigel Masters assesses the way forward

Forward thinking
By the time you read this column, we will
know the outcome of the merger vote. I
very much hope that members will have
seized the opportunity that merger offers
but, if they have not, then the leadership
of the Profession will have to seek other
ways of dealing with the risks at the heart
of joint working. This will be difficult and
potentially uncomfortable but necessary.
As the UK’s new coalition government
takes up the reins, I am minded to contrast
a coalition with our own aspiration to
create a permanent single body. The new
government, for all the hopeful words now,
is made up of people with fundamentally
different views of the world. This must
ultimately surface with inevitable frictions
and rifts. In contrast, the actuarial profession
is made up of people with a fundamentally
similar view of the world. A profession will
always embrace a range of judgements, but
we all accept the same professional values
and principles. It is on such values that a
permanent unified body would be based.
Jane Curtis will become president of the
Institute and Faculty of Actuaries from 2011
should the merger have been voted through
and, in the event that we remain two
organisations, she will succeed me later this
year as Institute president. Whichever role

8
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Jane is asked to fulfil, I am most pleased that
her ability to listen and her determination
to seek consensual solutions means she
is ideal to provide clear and balanced
leadership over the coming year.

Recurring themes
It is not for a president with only a few
months to run to lay out an agenda for
his successors but there are some themes
from my presidential address that may bear
reconsidering as the new leadership of the
Profession gathers its thoughts.
Communication with members has to
be an important focus. To this end, our
new website goes live in July with a faster
search facility, improved look and feel, and
more interactive features including forums,
news feeds and community micro-sites.
The new website, which retains our existing
web address, www.actuaries.org.uk, will
be accessible also by smartphone, a great
benefit to working actuaries in transit.
Engaging more proactively with the
wider public affairs agenda is another
perennial theme. Many members have told
me personally that they believe we must
promote our ideas and skills more forcefully.
Through orchestrated research and
insightful contributions to public debate, we

will promote the work of actuaries and the
vital role played by our profession, forging
links with the new UK government and
helping to shape policy.
The third recurring theme is maintaining
a healthy jobs market for actuaries. With no
new defined benefit schemes being created
and life insurers consolidating, there is
likely to be fewer roles in these core sectors.
General insurance, I am pleased to say, faces
none of these challenges. So a priority must
be to promote the growth area of general
insurance and also health and care, and risk
management. Further initiatives around
CERA are planned to achieve this.
A final theme is the importance of
developing the Profession’s role outside the
UK. 40% of members are based outside the
UK and serving their needs is an important
focus. This month, Staple Inn hosts what
has been billed as Davos for Actuaries,
with input from senior actuaries of eight
national actuarial associations, including
the US, Australia, Germany, South Africa,
Spain and Ireland. We will debate regional
co-operation within the profession,
relations with international employers,
CERA, international standards, research and
sharing member services.
Regardless of the outcome of the merger,
the challenge of communications, with
members and our wider stakeholders, and
the impact of this on the opportunities for
actuaries both in the UK and in rest of the
world, recur for each new leadership. I am
confident the incoming team has the skills
and tenacity to face the challenge and move
the profession forward.
As I step down from my role as president,
which I’ve found both challenging and
inspiring in equal measure, I leave feeling
pleased with what has been achieved by the
members of the profession over the last two
years and also confident that actuaries have
the talents and training needed to seize the
opportunities of the future.
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Soapbox

Kathryn Morgan

Kathryn Morgan develops the FSA’s policy position on internal models
in Solvency II, so is well placed to advise on what to focus on in 2010

The moving target of Solvency II

O

ver the last four years, the FSA
has been updating UK insurers
on Solvency II developments,
and writing to firms that will
be affected. So, while this article is not
going to outline Solvency II, or give you
any political background, it is going to tell
you what the FSA considers are the things
actuaries should be focusing on in 2010.
Firstly, preparing for the fifth
Quantitative Impact Study (QIS5) exercise.
This preparation should include:
n Reading the draft technical specification.
n Being part of your firm’s multifunctional project team, which should
include not just actuaries, but also risk
management people, finance people, IT
and so on.
n Planning to complete the qualitative
and quantitative questionnaires; review
them and discuss in appropriate forums to
understand the results and the effect on
capital requirements; processes; systems;
Solvency II implementation plans.
n Planning how to produce the Solvency II
balance sheet, including the technical
provisions on the required basis, other
liabilities, assets and tiering of own funds,
as well as the solvency capital requirement
(SCR) and the minimum capital
requirement (MCR).
While previous QIS exercises have
allowed for a “best efforts” basis, we are
strongly encouraging firms to use reallife data and processes. This will provide
an opportunity to perform a real-life
gap analysis and to provide good quality
information to the Committee of European
Insurance and Occupational Pensions
Supervisors (CEIOPS) and the European
Commission that will inform the final
framework, as well as providing your own
firm with credible information to influence
the final stages of the Solvency II debate.
Secondly, getting involved in your
firm’s Solvency II implementation project,

10
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particularly in:
n Preparing the Solvency II balance sheet
including the valuation of assets, technical
provisions and other liabilities.
n Identification of the basic own funds
from the balance sheet and how they fit
within the tiering system.
n Identification of whether ancillary own
funds might form part of the capital used
to meet the SCR and, if so, planning the
application for approval.

» CEIOPS spends weeks

drafting its advice and this
reflects the thinking of
supervisors across Europe
on how the framework
should be implemented

«

n Calculation of the SCR and MCR,
whether from the standard formula, an
internal model or a combination of the
two and assessing whether these are met
on an ongoing basis.
n Developing the actuarial function
— who is going to be responsible for what,
and how it supports the risk management
function, including input into the own risk
and solvency assessment (ORSA).
n Planning for the changes in supervisory
and public reporting, and the effect of
reduced timescales compared to current
regulatory reporting and different
reporting format.
n Possibly getting involved in other
areas of Solvency II implementation, for
example, the risk management framework.
Thirdly, many companies are part of
groups, and firms need to work out:
n Where a group SCR and balance sheet
will need to be calculated, noting that this
may include non-insurance entities.
n How these figures will be produced,
remembering that the group calculation

default method is accounting
consolidation. The use of the deduction
and aggregation method or a combination
of methods will require approval from the
group supervisor.
Actuaries then need to establish their
involvement in producing these figures,
particularly if some come from a group
internal model.
While there is a lot of material to read
from the Commission, from CEIOPS
and from the FSA, there is no substitute
for this. CEIOPS spends hours, days
and weeks drafting its advice and this
reflects the thinking of supervisors across
Europe on how the framework should be
implemented. As these are the people that
will be supervising your firms, it is worth
reading their thoughts.
And yes, we know that this is a moving
target and that the Commission has not
finalised level 2 implementing measures.
However, the direction of travel is clear,
so waiting until everything is absolutely
concrete is a wasted opportunity.
The FSA has also noted that there are
a lot of myths about different aspects
of Solvency II appearing in conference
presentations and questions we are asked
by insurers and consultants. Many of these
can be debunked by reading the Solvency
II Directive — this is concrete. It is in force
now, and is a comprehensive description of
the regime.
If this is not enough information, the
FSA has a series of industry groups on
different aspects of Solvency II. These meet
regularly and update industry on the key
issues and future developments, such as
when consultation papers will be published
and the deadline for responding. If you are
interested in joining one of these groups,
please e-mail solvency2@fsa.gov.uk
Kathryn Morgan is technical specialist, Prudential
Insurance Policy, at the FSA
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Events in brief
GIRO conference and exhibition 2010
12-15 October, Celtic Manor,
Newport, Wales
The programme for the GIRO conference
and exhibition 2010 is complete, and
should have landed on the desks of all
actuaries with an interest in general
insurance, as well as being available on
the Profession’s website by mid-June.
The theme for the conference is
‘Actuarial impact — rising to the
challenge’. Plenary sessions will
cover key areas such as pricing,
professionalism and standards, risk
management, reserving and Solvency
II. A featured keynote speaker is
Nigel Barlow, a leading authority on
innovation, creativity and customer
service. There will also be over 60
workshop sessions on offer covering a
very wide range of topics and
providing plenty of interest and
relevance to everyone.
As all GIRO regulars will know, GIRO
is not just about the technical actuarial
content, it is the premier opportunity
each year for general insurance actuaries
to catch up and exchange ideas so, as
usual, the committee has organised a
variety of social events without which
GIRO would not be complete. So don’t
delay — book your place now!
For further details and to reserve your
ticket, please contact Dawn McIntosh
dawn.mcintosh@actuaries.org.uk

Life conference and exhibition 2010
7-9 November, ICC, Birmingham
Find out how your company can take
part in the largest exhibition and
sponsorship opportunity provided by
the Actuarial Profession. 900 delegates
are expected to attend this year’s
Life conference in Birmingham, and
you can be part of this by displaying
your company’s exhibition literature
or by sponsoring an item given to
the delegates such as the conference
notepad or even that all-important
morning bacon sandwich!
For further information, visit
www.actuaries.org.uk/conf/life2010

Archie and the Actuaries’
Code — part 3
In the third of a series of articles where
Archie the Actuary and his group of friends

12
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CMI working paper analyses
pensioner mortality
The Continuous Mortality Investigation
(CMI) has published Working Paper 44:
‘An analysis of the CMI SAPS mortality
experience for the period 2001 to 2008 based
on data collected by 30 June 2009’. This
paper is available at www.actuaries.org.uk/
knowledge/cmi/cmi_wp/wp44
The CMI’s Self-Administered Pension
Scheme (SAPS) mortality investigation
collects data from scheme actuaries for
schemes with at least 500 pensioners.
Typically, triennial data is submitted
for schemes, reflecting the frequency of
pension scheme valuations.
CMI Working Paper 44 presents an
analysis of the SAPS dataset during the
eight-year period from 2001 to 2008.
The experience of this dataset has been
compared against the S1 mortality tables,
which were based on data relating to 2000
to 2006. Since the S1 tables were produced
a substantial volume of data has been
submitted, with the total lives exposed to
risk increasing by some 40% for males and
50% for females.
The working paper shows that, overall,
the experience of the recent dataset is

consistent with the dataset underlying
the S1 tables. It also appears to show
that mortality rates continue to improve,
particularly for males, although care
should be taken in interpreting the results
by year due to low volumes of data in
recent years, and the heterogeneity by
scheme, that arise from the triennial
nature of the data.
Some key observations from analyses
of various subsets of the data are that the
amounts experience of female pensioners
appears to be slightly heavier than
expected and that the patterns of mortality
experience for pension scheme members
with different pension amounts are similar
to those seen in the dataset underlying the
S1 tables. Due to its lower data volumes,
however, the female pensioner dataset
gives rise to more volatile outcomes when
analysed by pension amount band.
In addition to the working paper, the
Committee has also produced a separate
four-page executive summary, which gives a
high-level overview of the working paper.
To keep up to date with all the CMI’s
work, visit www.actuaries.org.uk/cmi-wp/wp44

New chair for the ACA
Stuart Southall been elected as chair of
the Association of Consulting Actuaries to
succeed Hewitt’s Keith Barton on 1 June.
Southall, chairman and principal
of Punter Southall, said: “This is a
very challenging time to take on the
chairmanship role. The ACA will continue
to be vigorous in arguing the case for
reforms that make it easier for employers to
offer attractive pension benefits, but where
costs can be capped in difficult economic
conditions and as longevity improves.
At the ACA’s recent annual general
meeting, Andrew Vaughan (Mercer) was
re-elected as honorary secretary and David
Fairs (KPMG) as honorary treasurer.
Other ACA main committee members

for 20102011 are:
Keith
Barton;
Andrew
Claringbold
(Aon);
Jeremy
Dell (Lane, Southall:
elected as
Clark &
ACA chair
Peacock);
Mark Duke (Towers Watson); Richard
Cousins (PricewaterhouseCoopers); Rob
Harper (Hymans Robertson); Graeme Muir
(Barnett Waddingham); Phil Simpson
(Milliman); and Phil Wadsworth (Jardine
Lloyd Thompson).

act as our guides through the elements
of the Actuaries’ Code and explore its
relevance and importance, Archie asks how
we demonstrate impartiality in the glare of
external scrutiny.

This series is written by the Professional
Awareness Committee. It appears every
second month in the online issue of The
Actuary. This one can be found in the
online issue at www.actuaries.org.uk/874610
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Forthcoming events
Professionalism events for
experienced actuaries
8 June, Edinburgh; 9 September,
London; and 9 December, London
Are you making the most of the
Profession’s CPD events for newly
qualified and experienced actuaries?
These popular interactive courses will
help you develop and maintain your
professional competence. The CPD scheme
requires nearly every actuary to attend a
professionalism event every 10 years. For
further information visit www.actuaries.org.
uk/conf_flyer/ProfessionalismEvents2010.pdf

General insurance pricing seminar
17 June, Royal College of Physicians,
London
Pricing is key to the success of any
insurer or reinsurer. Leveraging the latest
techniques and being aware of the latest
market developments is important even
in the current environment. This seminar
brings together over 20 leading industry
experts, from the UK and overseas, to
present on a range of technical and
business issues relating to general insurance
pricing. This event is aimed at qualified
actuaries involved in pricing in personal

lines, commercial lines and in the London
market. Students and others new to pricing
work will also find the event to be of value.
For further information visit www.actuaries.
org.uk/conf/gi_pricing_seminar

TAS awareness seminars
21 June, Hilton Paddington, London
This seminar will offer delegates the
opportunity to learn about the TASs from
the Board for Actuarial Standards and
experienced practitioners who are familiar
with them and who can share practical
aspects of the changes that are required.
All practicing actuaries working in the
fields of pensions, life, health and care and
general insurance will find this seminar
informative. All qualified actuaries are
required to have a clear understanding
and knowledge of the TASs. For further
information please visit www.actuaries.org.
uk/conf_flyer/tas_awareness.pdf

Institute of Actuaries biennial dinner
22 June, Royal Horticultural Halls,
London
The Institute of Actuaries biennial dinner
is one of the flagship social events of the
actuarial calendar. It is an ideal opportunity

for members to socialise with clients in a
relaxed setting and/or treat their staff to a
prestigious night out. Spouses and partners
are welcome to attend this social event. For
further information visit www.actuaries.org.
uk/events/biennial_dinner

General insurance reserving seminar
— navigating the changing
environment
28 June, Staple Inn, London
The pace of change in the reserving
landscape is accelerating; business
conditions, the regulatory environment and
even actuarial supervision are changing.
Solvency II is only just around the corner
and, increasingly, our prescriptive Guidance
Notes are being replaced by principles-based
Technical Actuarial Standards. This seminar
will provide a comprehensive overview of
the new reserving world and suggest the
key approaches and techniques to put into
practice. Change is not an option — find
out what you need to do here! For further
information visit www.actuaries.org.uk/conf/
gi_reserving_seminar

Professionalism workshop —
business ethics
29 June, Edinburgh
For further information visit www.actuaries.
org.uk/conf_flyer/business_ethics.pdf

William Morgan look-alike competition winner
In April we asked which of our look-alikes
Staple Inn’s Peter Dingwall has
most resembles actuarial pioneer, William
scooped the prize, winning a magnum of
Morgan, whose original portrait has
champagne. Results from our web poll were
recently been purchased by the Profession?
as follows:
GB2440_EXACTVAL_training_advert2.qxd 17/6/09 2:11 pm Page 1
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External Actuarial Valuations

DB Scheme valuations
All shapes and sizes
ExactVAL offers pension consultancies the facility
to outsource the numbers side of their valuation work
Schemes valued to date range in size from 50 to 30,000 members
• Significant cost savings for all sizes of scheme
• Cater for all types of valuation
• Commonly deal with complex benefits and assumptions

For more details visit our website www.exactval.co.uk or call us now on 01727 830462
www.the-actuary.org.uk
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Determination Report for Adjudication Panel
Mr John Austin Edgeworth, former
AIA, 1983 (the Respondent)
On 26 February 2010 the Adjudication
Panel considered a complaint that the
Respondent:
a) for the CPD year 1 July 2007 to 30
June 2008 failed to declare the appropriate
CPD Category as required by the Actuarial
Profession and set out in the CPD Schemes
contained with the CPD Handbook 2007
(version 12) at page 7; the CPD Handbook
2007 (version 13) at pages 7 and 12; and
the CPD Handbook 2007/08 (version 14) at
pages 8, 9 and 13
b) for the CPD year 1 July 2007 to
30 June 2008 failed to carry out the
appropriate CPD activities as required by
the Actuarial Profession and set out in the
CPD Handbook 2007 (version 12) at pages
8, 9, 12 and 13; the CPD Handbook 2007
(version 13) at pages 8, 9, 12 and 13; and
the CPD Handbook 2007/2008 (version 14)
at pages 9, 10, 13 and 14
c) for the CPD year 1 July 2007 to 30
June 2008 failed to maintain an online
record of CPD undertaken as required by
the Actuarial Profession and set out in the
CPD Handbook 2007 (version 12) at pages
10, 13 and 23; the CPD Handbook 2007
(version 13) at pages 8, 9, 10, 13 and 23;
and the CPD Handbook 2007/2008 (version
14) at pages 9, 10, 11, 14 and 24
d) failed to cooperate appropriately with
the Investigating Actuary in the conduct
of this investigation, by failing to respond
to requests for information from the Case
Officer acting on behalf of the Investigating
Actuary, in terms of Rule 3.11 of the
Institute of Actuaries’ Disciplinary Scheme,
having regard to Rules 1.9 and 1.10.
In failing to do any or all of the
above, he failed to maintain and observe
the standards of conduct expected of a

Save the date
CILA II
1 September, Staple Inn, London
Variable annuities seminar:
bridging the divide
17 September, Staple Inn, London
For further information visit
www.actuaries.org.uk/conf/variable_annuities

Momentum conference 2010
8-10 December, Celtic Manor,
Newport, Wales
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member, contrary to paragraph 2.1 of
version 2.3 of the Professional Conduct
Standards and paragraphs 1.2 and 2.1 of
version 3.0 of the Professional Conduct
Standards, which is therefore Misconduct
in terms of Rule 1.6 (b) of the Disciplinary
Scheme for the Institute of Actuaries
as constituting conduct falling below
the standards of behaviour, integrity, or
competence which other members or
the public might reasonably expect of a
member.

Determination
Having carefully considered the case report
and the appendices submitted by the
Investigating Actuary, the Panel determined
that the case report discloses a prima
facie case of Misconduct in respect of all
four of the allegations made against the
Respondent in accordance with rule 4.2(a)
of the Institute’s disciplinary scheme and
that the Respondent should be invited to
accept that there has been Misconduct and
to accept the following sanctions, namely:
n a reprimand and
n a fine of £2,400.
The Panel’s reasons were as follows:
1. The Panel regarded the Respondent’s
failure to comply with the investigation,
as required by the Institute’s disciplinary
scheme, as extremely serious. The failure
to comply with an investigation frustrates
the Profession’s ability to undertake its
regulatory role. The Panel considered that it
was unprofessional of the Respondent not
to cooperate with his professional body in
a regulatory matter and that this behaviour
falls below the standard of conduct that
can reasonably be expected of members by
other members of the Profession and the
public.
2. Despite the Respondent’s failure to

Profession funds
research on enterprise
risk management and
mortality
The Profession has allocated up to £100,000
to fund research in the enterprise risk
management area and £100,000 for
interdisciplinary research in mortality/
longevity/morbidity.
See pages 17 and 18 of the Education
News for further details.

reply to any communications or cooperate
with the investigation, the Panel was
satisfied that communications had been
received by the Respondent and that
the Profession had supplied sufficient
opportunity for the Respondent to comply.
The Panel determined that the Respondent
should be invited to accept a fine of £1000
in respect of allegation (d).
3. The Panel observed that the
Respondent’s failure to engage with the
disciplinary process made it difficult
to ascertain the extent to which the
Respondent was practising as an actuary
over the relevant period and whether the
Respondent had completed the required
CPD. In part because of the absence
of evidence to the contrary from the
Respondent, the Panel determined that
there was prima face evidence that the
Respondent had failed to complete the
required CPD. The Panel determined that
the Respondent should be invited to accept
a fine of £1000 in respect of allegation (b).
4. The Panel noted that the Profession is
committed to enforcing the CPD Scheme to
ensure public confidence in the Profession.
The Panel thought it reasonable for both
other members and the general public to
expect all actuaries to comply with the CPD
requirements of the Profession.
5. The Respondent had been sent
a personal letter on 11 February 2008
warning that failure to comply with his
CPD obligations for the current year would
result in a referral to the disciplinary
process. Accordingly, the Panel determined
that the Respondent should be invited to
accept a fine of £200 in respect of each of
allegations (a) and (c), in accordance with
the Disciplinary Board guideline.
It was noted that the Respondent has
now resigned from the Profession.

Merger vote outcome
The outcome of the vote to form the
Institute and Faculty of Actuaries was due
to be announced at separate special general
meetings of the Faculty and the Institute
on 25 May 2010. The outcome was then
due to be advised to members by e-mail and
published on the merger microsite and the
Profession’s website.
For further details, please visit
www.actuarialmerger.com/informed and
www.actuaries.org.uk/media_centre/
press_releases
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Determination Report for Adjudication Panel
Mr John Patrick Quinlivan, FIA, 1991
(the Respondent)
On 26 February 2010 the Adjudication
Panel considered a complaint that the
Respondent:
a) for the CPD year 1 July 2007 to 30
June 2008 failed to declare the appropriate
CPD Category as required by the Actuarial
Profession and set out in the CPD Schemes
contained with the CPD Handbook 2007
(version 12) at page 7; the CPD Handbook
2007 (version 13) at pages 7 and 12; and
the CPD Handbook 2007/08 (version 14) at
pages 8, 9 and 13
b) for the CPD year 1 July 2007 to 30
June 2008 failed to carry out the appropriate
CPD activities as required by the Actuarial
Profession and set out in the CPD Handbook
2007 (version 12) at pages 8, 9, 12 and
13; the CPD Handbook 2007 (version 13)
at pages 8, 9, 12 and 13; and the CPD
Handbook 2007/2008 (version 14) at pages
9, 10, 13 and 14
c) for the CPD year 1 July 2007 to 30 June
2008 failed to maintain an online record of
CPD undertaken as required by the Actuarial
Profession and set out in the CPD Handbook
2007 (version 12) at pages 10, 13 and 23; the
CPD Handbook 2007 (version 13) at pages
8, 9, 10, 13 and 23; and the CPD Handbook
2007/2008 (version 14) at pages 9, 10, 11,
14 and 24
d) failed to co-operate appropriately with
the Investigating Actuary in the conduct
of this investigation, by failing to respond
to requests for information from the Case
Officer acting on behalf of the Investigating
Actuary, in terms of Rule 3.11 of the
Institute of Actuaries’ Disciplinary Scheme,
having regard to Rules 1.9 and 1.10.
In failing to do any or all of the above
he failed to maintain and observe the
standards of conduct expected of a member,
contrary to paragraph 2.1 of version 2.3
of the Professional Conduct Standards

and paragraphs 1.2 and 2.1 of version 3.0
of the Professional Conduct Standards,
which is therefore Misconduct in terms of
Rule 1.6 (b) of the Disciplinary Scheme for
the Institute of Actuaries as constituting
conduct falling below the standards
of behaviour, integrity, or competence
that other members or the public might
reasonably expect of a member.

Determination
Having carefully considered the case report
and the appendices submitted by the
Investigating Actuary, the Panel determined
that the case report discloses a prima facie
case of Misconduct in respect of all four of
the allegations made against the Respondent
in accordance with rule 4.2(a) of the
Institute’s disciplinary scheme and that the
Respondent should be invited to accept that
there has been Misconduct and to accept
the following sanctions, namely:
n a reprimand and
n a fine of £4,400.
The Panel’s reasons were as follows:
1. The Panel regarded the Respondent’s
failure to comply with the investigation,
as required by the Institute’s disciplinary
scheme, as extremely serious. The failure
to comply with an investigation frustrates
the Profession’s ability to undertake its
regulatory role. The Panel considered that it
was unprofessional of the Respondent not
to cooperate with his professional body in
a regulatory matter and that this behaviour
falls below the standard of conduct that can
reasonably be expected of members by other
members of the Profession and the public.
2. Despite the Respondent’s failure to
reply to any communications or cooperate
with the investigation, the Panel was
satisfied that communications had been
received by the Respondent and that
the Profession had supplied sufficient
opportunity for the Respondent to comply.

The Panel determined that the Respondent
should be invited to accept a fine of £1000
in respect of allegation (d).
3. The Panel observed that the
Respondent’s failure to engage with the
disciplinary process made it difficult
to ascertain whether or not he had
completed the required CPD. There was
strong evidence in the case report and
the appendices that the Respondent was
correctly classified as a category 2 actuary
and that he was actively practising in such
a capacity over the relevant period. He was
therefore required to complete a minimum
of 15 hours of CPD. In part because of the
absence of evidence to the contrary from
the Respondent, the Panel determined
that there was prima face evidence that
the Respondent had failed to complete
the required CPD to satisfy category 2
classification. The Panel determined that the
Respondent should be invited to accept a
fine of £3000 in respect of allegation (b).
4. The Panel noted that the Profession is
committed to enforcing the CPD Scheme to
ensure public confidence in the Profession.
The Panel thought it reasonable for both
other members and the general public to
expect all actuaries to comply with the CPD
requirements of the Profession.
5. The Respondent had been sent
a personal letter on 11 February 2008
warning that failure to comply with his
CPD obligations for the current year would
result in a referral to the disciplinary
process. Accordingly, the Panel determined
that the Respondent should be invited to
accept a fine of £200 in respect of each of
allegations (a) and (c), in accordance with
the Disciplinary Board guideline.
6. The Panel noted that the Respondent
has complied with the CPD requirements
for the CPD year 2008/09 and recorded
sufficient CPD to satisfy the requirements
for category 2.

The influence of pensions risk on equity and bond prices
The Finance and Investment Practice
Executive Committee is planning an open
forum on this topic — of particular interest
to pensions and finance and investment
actuaries — on 5 July at Staple Inn.
Our speakers are all practicing actuaries
who researched this area while studying
actuarial finance at Imperial College
Business School and they will be looking at:
n corporate bond spreads, equity volatility
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and pension funds
n whether equity returns reflect pension
risk
n pension liabilities, credit spreads and
corporate bond returns.
You will find a mention of this event
in the Education News section on page
19 of this issue, and we will be including
a feature by the three speakers in the
July issue. If you would like to book your

place in the meantime, a booking form
is available at www.actuaries.org.uk/conf/
pensions_risk.

www.the-actuary.org.uk
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Call for interdisciplinary research in mortality/longevity/morbidity
Actuaries have been active in the study
of mortality since the earliest days of the
profession and it remains an area where
we can contribute to the quality of public
debate and lead in the development of
new thinking.
The ageing population and increasing
longevity are welcome evidence of social
and health improvements in our society but
raise new issues that are of concern to us
all. This continues to be an area where the
Actuarial Profession can act in the public
interest by working with other disciplines,
for example in the medical, social sciences
and demographic fields. Combining the
expertise of actuaries with that from other
disciplines will substantially improve
our ability to understand mortality and
morbidity risk. In 2010, the Profession
wishes to move the debate forward by
funding external interdisciplinary research
in this area up to a total £100,000.
In 2006 the Actuarial Profession
recognised that collaboration with other
disciplines offered an opportunity to
better understand past, present and future

mortality trends and it set up a multidisciplinary Mortality Research Steering
Group. An initial scoping study was
followed by events which culminated in
the successful Joining Forces conference on
mortality and longevity held at the Royal
College of Physicians in Edinburgh on
21-22 October 2009.
The Management Board of the Actuarial
Profession now wishes to commission
research in the area of modelling and
understanding heterogeneity in mortality
and morbidity risk which has an impact
in areas of actuarial interest. The focus
of the call will be on pump-priming
interdisciplinary university-based research
in the area of mortality/longevity/morbidity
with a clear line to how the results will be
fed back to the Profession and/or lead to
groundbreaking research.
The Profession would welcome proposals
in any of the following areas:
1. The three themes underpinning the
Joining Forces conference:
n Understanding the drivers for change in
mortality and longevity

n How will successive cohorts differ?
n How far can the approach to drilling
down to individualised risk help in
exploring the connections between
populations and individuals?
2. Areas with immediate practical impact
such as the development of mortality/
morbidity models, analysis of alternative
datasets, and modelling and/or projecting
different populations.
3. The public interest, including where the
research into mortality or morbidity will
help move forward the current debates
on subjects such as long-term care/the
retirement age/healthy ageing, and the
impact of mortality on the economics of
pensions, public spending and education.
The full application process is set out
on the Research pages of the Profession’s
website at www.actuaries.org.uk/knowledge/
research. Contact research manager Ruth
Loseby ruth.loseby@actuaries.org.uk if you
need any clarification or for an informal
chat. Please note that the closing date
for detailed proposals is 17.00 BST on
31 August 2010.
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With only a month left to fulfil your CPD requirements, why not take advantage of some
of our Leadership & Personal Development courses? Relying solely on your technical skills
is not always enough to guarantee professional success. Therefore developing your ‘soft’
skills, including emotional intelligence, leadership and business acumen, is vital for success
in today’s competitive market. Upcoming courses include:
r
r
r
r
r
r
r
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Visit: www.bpp.com/pd
Call: 0845 226 2422
Book now quoting ref: ACT10
Accounting
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Monthly pass lists introduced from August 2010
Up until the current 2005 education
strategy came into place, the work of
Registry centred on the April and September
exams and all that was entailed in running
a robust exams system.
The inclusion of CT9 Business Awareness
and CA2 Model Documentation, Analysis
and Report to the exams portfolio meant
quite an administrative change for Registry
and a change to learning for our students.
We have now added both the UK practice
modules and CA3 Communications to the
portfolio of exams that sit outside of the
main session. The administration of both
the twice-yearly three-hour written exams
and the two-day course-based exams has
been developing to ensure that students
see a seamless process that allows for the

release of results in a clear, accurate way.
Up until recently anyone who obtained
fellowship, associateship, a Diploma in
Actuarial Techniques (DAT) or a Certificate
in Finance and Investment (CFI) from a

course-based exam pass or exemption had
been gathered up with the main sessionbased results and the results published for
all concerned in either July and December.
From August we will be changing the
process and the following paragraph will
be included on course-based exams results
letters, UK practice module results letters
and exemption granted letters:
‘From August 2010 the Profession will
be introducing the publishing of monthly
pass lists for those students that have
gained the required subject through either
a course pass or exemption and making
them eligible for the following: DAT, CFI,
Associate or Qualifier. The monthly pass
lists will be published on the 15th of
each month.’

Call for research in enterprise risk management
In the Actuarial Profession’s 2009 survey of
members, risk management was highlighted
as one of the two main areas where
members wanted to see their Profession
focus its research efforts.
The management board had also
identified enterprise risk management
(ERM) as an area of growth for actuaries.
Consequently, the management board has
allocated up to £100,000 to support external
research projects in ERM in 2010-2011
and has worked with the ERM Practice
Area Executive Committee to identify
topics where the outputs will have a broad
strategic value to the financial services
sector. Proposals for research are now
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invited from external parties and you can
find more details on the Profession’s website
at www.actuaries.org.uk/knowledge/research
Three areas have been identified where
proposals are welcomed:
1. How should firms define and use ‘risk
appetite’? — but with the emphasis on the
need that outputs should be practically
grounded and expressed.
2. How should you identify and assess the
hard-to-define risks — what techniques
are available and how do they work in
practice? This topic could possibly be linked
with practical techniques for reporting on
emerging risk and strategic risks.
3. How to report and communicate

tail dependencies and correlations to
stakeholders including senior management,
the board and regulators. This includes
mechanisms for reporting, and the need
for effective communication. Note that
the credit for diversification benefit can
often be the largest single item in a firm’s
assessment of its capital requirements, and
hence it can be ‘worth millions’ (if not
billions) to get this right.
The Profession is looking for proposals
that concentrate on the development
of future practice in this area that
is innovative, but also practical and
attainable, and which will make a
significant contribution to the development
of thought in ERM. Proposals that can
deliver in the first half of 2011 are
encouraged, but we are happy to receive
proposals that are part of a longer-term
programme.
The full application process is set out
on the Research pages of the Actuarial
Profession’s website — please have a look
and contact research manager Ruth Loseby
ruth.loseby@actuaries.org.uk if you need any
clarification or an informal chat about your
proposal. Please note that the closing date
for detailed proposals is 17.00 BST on 30
June 2010.
Tangible progress on these topics will
not only benefit ERM in the financial
sector but will also advertise the significant
contribution that actuaries are able to add
to the debate.

www.the-actuary.org.uk
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Building links between the Actuarial Profession and
universities to develop research initiative and CPD
One key question that the Profession
wants to tackle is how to make the most
of research that is already available to
help members in their day-to-day jobs.
Strengthening links with universities that
undertake research in fields related to
actuarial science, statistics and financial
mathematics is one way of working
towards achieving this aim. We hope that
two initiatives that we are piloting with
the University of Oxford and the Imperial
College Business School will prove
successful and will be developed with
other universities.
1. Requesting actuarially focused MSc
proposals for the University of Oxford.
The Department of Statistics at Oxford
University was keen to offer its MSc
students more dissertation projects with an
actuarial and business focus and asked the
research function in the Learning Division
if it could advise. The projects do not
involve any direct costs to the proposer and
so offer the opportunity of getting new and

Department of Mathematics

useful work completed at a low cost and
at the same time promoting an actuarial
career to some good quality students. The
Profession offered its education contacts
at actuarial firms the opportunity of
suggesting some topics. This gave rise to
around 10 extra ‘actuarial’ dissertation
topics being on offer at Oxford for 2010. It
is too early to know how many will result
in new research but it was a pleasing result
from a relatively low-key initiative.
2. Developing CPD opportunities from
MSc research at Imperial College Business
School.
Back in 2009, the Institute president,
Nigel Masters, and the head of learning,
Trevor Watkins, visited the MSc course
at Imperial College Business School to
see what was happening. The Actuarial
Science MSc course provides day-release
students the option to undertake an 8,000
word research report, very often on a topic
of interest to their employer. Nigel and
Trevor were impressed by the quality of the

research but also spotted an opportunity.
Here was high-quality research that was
not currently getting back to members at
sessional meetings or conferences. The
idea was sown that the Profession should
make more of this ‘hidden’ pot of research
at CPD events. Our first pilot takes place
on Monday 5 July, when the Finance
and Investment Practice Area are putting
on an open forum event, The influence
of pensions risk on equity and bond prices,
that should also be of significant interest
to pensions actuaries. The open forum
will give participants the opportunity to
develop their practical knowledge from
three research projects by graduates of
actuarial finance at Imperial — full details
on page 16. We hope that this approach
of presenting cutting-edge research from
university projects can be extended to
other universities over the next year,
especially where we can find a coherent
set of projects that can be attractively
packaged as a focused CPD event.

You’ve analysed the options.
You’ve assessed the risk.
Now go the distance.
A University with a reputation for inspirational teaching and innovative course
delivery through quality distance learning. A Department that’s ranked in
the UK’s top ten. A course accredited by the Faculty and the Institute of
Actuaries, that offers close links with industry. This is one route to professional
qualification that will stand close and detailed analysis.

PGDip Actuarial Science by distance learning
This Postgraduate Diploma provides a first step towards becoming a full
Fellow of the Faculty and Institute of Actuaries. Covering the full CT1-8
syllabus, successful completion of the course offers exemption from the CT1-8
examinations and will allow you to continue study for a Master’s Degree.
The programme is delivered through supported distance learning,
cutting-edge virtual classroom technology and face-to-face tuition through
a series of summer schools.
You will need a 2:1 degree in a maths related subject and strong ambitions to
develop a career as an Actuary.

www.le.ac.uk/goto/actuary

www.the-actuary.org.uk
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News analysis

Industry

A ‘pick and mix’ government
As the new UK coalition government finds its feet, what’s left from the manifesto fall-out?
The Conservative/Liberal Democrat
coalition was formed over a short but fairly
clear exposé of a blend of policies from the
two manifestos.

There is quite a lot of detail, as well as
plenty of opportunity for future discussion:
Review of the state pension age (Tory)
“The parties agree to… hold a review to
set the date at which the state pension age
starts to rise to 66, although it will not be
sooner than 2016 for men and 2020 for
women.” So maybe it will rise faster than
the Labour schedule for the increase to
start in 2024. Maybe it won’t. And will the
limiting age remain 68 or will we see a state
pension age of 70 for some of our youngest
fellow-citizens?
Earnings link for state pensions (Lib Dem)
“We will restore the earnings link for the
basic state pension from April 2011 with a
‘triple guarantee’ that pensions are raised by
the higher of earnings, prices or 2.5%.” This
is earlier than Labour or the Conservatives
offered in their manifesto but with earnings
growth currently depressed it may not
actually cost anything extra next year.
Taken together the three-fold check may
mean some further above-inflationary drift
and increase in future exchequer costs.
Tax relief on pension contributions (Tory)
The silence in the agreement suggests that
the Liberal Democrat threat to remove all
higher-rate tax relief is not on the agenda.
Middle-earners can rest a little more easily,
but those earning more than £130,000 will
still lose their higher-rate relief from next
April as this has now gone into law.
Public sector pensions (both) “The parties
commit to establishing an independent
commission to review the long-term
affordability of public sector pensions,
while protecting accrued rights.” This has
been a desire of both parties, in an attempt
to neutralise what may be some very tough
political decisions.
Default retirement age (Lib Dem) “The
parties agree to phase out the default
retirement age.” Reviewing this has been
on the cards and the Conservatives seem
to have agreed to what was quite likely to
have happened eventually anyway.
Compulsory annuitisation (both) “We
agree to end the rules requiring compulsory
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Pensions

annuitisation at 75.” As both parties had
already adopted this policy it would have
been surprising to see it neglected. Selling
the actuarial benefits of a certain income
for life is likely to become a more important
challenge for our profession.

Insurance
On Equitable compensation, the
agreement states: “We agree to implement
the Parliamentary and Healthcare
Ombudsman’s recommendations to make
fair and transparent payments to Equitable
Life policyholders… for their relative loss
as a consequence of regulatory failure”.
This appears to be a promise to go well
beyond what Labour had agreed to which
was a payout for those in hardship rather
than by reference to any loss policyholders
might have suffered. It may have a larger
price-tag at a time when they are embarking
on cutting public spending and it will be
interesting to see how the detail of any
compensation develops.

Banking and financial services
Reform of banking and financial
institutions is quite long on detail,
although with plenty of room to
manoeuvre and leaving plenty of questions
to be asked.
“We agree that a banking levy will
be introduced. We will seek a detailed
agreement on implementation.
“We agree to bring forward detailed
proposals for robust action to tackle

unacceptable bonuses in the financial
services sector; in developing these
proposals, we will ensure they are effective
in reducing risk.
“We agree to bring forward detailed
proposals to foster diversity, promote
mutuals and create a more competitive
banking industry.
“The parties wish to reduce systemic risk
in the banking system and will establish
an independent commission to investigate
the complex issue of separating retail and
investment banking in a sustainable way;
while recognising that this would take time
to get right, the commission will be given
an initial time frame of one year to report.
“The parties agree that the regulatory
system needs reform to avoid a repeat
of Labour’s financial crisis. We agree to
bring forward proposals to give the Bank
of England control of macro-prudential
regulation and oversight of microprudential regulation.”
There seems to be plenty of scope for
actuaries who wish to contribute to policy
reviews and independent commissions over
the years ahead.

Coalition ministerial teams
Ministerial allocations have been made. Of
most interest to actuaries are probably the
Treasury, Business and Pensions teams.
Below George Osborne at the Treasury is
David Laws, a Liberal Democrat experienced
in the areas of pensions, public and private,
who is likely to take a keen interest in any
plans to change the provision of pensions
in the public sector to reduce pressure on
Government spending.
At Business, Vince Cable takes the
cabinet post and will be heavily involved in
committees charged with developing policy
on banks and financial institutions.
In Work and Pensions, Iain Duncan
Smith becomes the Secretary of State,
supported by two stalwarts of the subject
of pensions, Steve Webb, for many years
a Liberal Democrat guru on the pensions
system, and Chris Grayling who was
shadowing Work and Pensions until
last year. Sadly for those valuing deep
experience in this area, Nigel Waterson,
who spent many years at the coal-face of
detail on pensions, lost his Conservative
seat to a Liberal Democrat on 6 May.

www.the-actuary.org.uk
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Solvency II implementation retimed Closing down still
The European Commission is set to delay
the implementation of the Solvency II
directive by two months for accounting
purposes. EU commissioner Michel
Barnier has said that the Solvency II
implementation date will be pushed back
from 31 October 2012 to 31 December
2012 to bring the start date in line with the
normal year-end.
According to Towers Watson, this in
effect means a delay of one year from

2012 to 2013 in the date when year-end
accounts will need to reflect the
Solvency II Framework Directive. Of course,
the new capital requirements will apply
from 1 January 2013.
From the commission, Mr Barnier has
urged insurers concerned about the level of
capital requirements to share their concerns
by taking part in the fifth quantitative
impact survey, catchily know in eurobabble
as QIS5.

Insuring against volcanic ash
The news has been dominated for weeks
by the ash cloud floating across Europe
from Iceland. Neither insurance nor airline
liability has been at all straightforward.
Feel some pity for the airlines forced in
effect to close down their business for
a week — and then having hordes of
potential passengers demanding hotels and
compensation.
Perhaps a volcanic ash cloud wasn’t
uppermost in the minds of those drafting
insurance policies, but terms such as a

“natural disaster” have been employed
to restrict payouts. Insurers are taking
a variety of approaches to dealing with
the situation, with some making modest
payments regardless of any technical
assessment of liability.
It all goes to show how difficult a proper
risk assessment can turn out to be. Can
anyone supply an insurer’s risk assessment
predating Eyjafjallajökull’s eruption which
refers to the risk of a volcanic ash cloud to
air travel?

Hewitt reports from its latest client survey
that nearly 20% of UK pension schemes
have now closed to defined benefit (DB)
accrual, with a potential doubling of that
figure expected over the next year.
Jackie Daldorph of Hewitt said: “The
vast majority of pension schemes have now
closed to new entrants, but the pace of
closure to existing members is accelerating,
with the number of “frozen plans” expected
to double in the next 12 months. For
companies now embarking on a plan freeze,
the issue becomes how to do so, while still
keeping the members, their unions, and
trustee boards onside.”
Hewitt’s Tony Baily added: “Our survey
shows that while many plans are being
frozen, employers have not altogether
ruled out DB. Employers can often achieve
significant risk and deficit reductions
through alternative measures to simply
moving to a defined contribution scheme.
This may involve retaining a final salary
scheme but capping growth in pensionable
pay, or moving to a career average (CARE)
approach. In some cases, this kind of
approach may also be better received than
freezing the plan.”

Government Actuary’s
Department eighth
“best place to work”
Government Actuary’s Department staff
are smiling after coming highly placed in a
“Best Places to Work in the Public Sector”
contest. Coming eighth out of 207 entrants
left Trevor Llanwarne, government actuary,
“delighted with the recognition… for the
way in which GAD looks after its people,
something we all believe to be crucial to our
success.” Congratulations!

FSCS under pressure over bank bailouts Pru acquisition delayed
Hewitt has issued a warning of possible
pressure on the Financial Services
Compensation Scheme (FSCS) to bring in
the cash it needs to meet the money it has
paid out for the banks.
According to Hewitt’s Andrew Cheseldine,
the FSCS is around £20bn in debt following
the £14bn bailout of Bradford & Bingley
when it moved assets to Santander.
The FSCS is operated on a pay-as-yougo basis funded from five sources: life and
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pensions; investment; general insurance;
deposit (including banks) and home finance.
If the FSCS requests the money quickly, the
banks would have to stump up to a limit of
£1.8bn per annum — and the insurers and
investment managers would have to stump
up the rest of the £4bn per annum ceiling
on what can be raised. Members of personal
pensions and companies having undertaken
a buyout or buy-in might have to pay, via a
levy, for the banking crisis.

Prudential had to delay the launch of
the prospectus for the rights issue for the
fundraising for its takeover of AIG’s Asian
operations. This came about as the FSA
raised concerns about the adequacy of its
capital position following this fundraising.
The acquisition is a huge one, worth
around $35.5bn. At the time of going to
press, Prudential has just announced a rights
issue of $21bn to raise the extra capital
required to see the deal go through.
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From the world of general insurance
Fall-out from the global financial crisis
The International Monetary Fund published
proposals in April under which new taxes
would be levied on financial institutions,
including insurers, to create funds to protect
the global economy against future bail-outs.
While the proposals were welcomed in
many quarters, insurers’ representatives were
dismayed that their industry had again been
confused with the banking sector, in spite of
the evidence that insurance does not pose a
systemic risk to the economy. The proposals
were opposed by the Geneva Association
among others.

Ash from the Eyjafjallajökull volcano
The clouds of volcanic ash from the
eruption of this volcano in Iceland have
significant insurance implications as well
as bringing European travel chaos. While
a large number of companies involved
(principally) in the travel industry and
their individual customers, or potential
customers, have found themselves paying
out substantial sums or losing significant
income, it is not very clear to what extent
the losses are insured. As an example of
the quantum of the potential losses, the
International Air Transport Association
revealed that the problems had cost airlines
US$1.7bn in lost revenue.
It is possible that claims may be brought
against the UK Civil Aviation Authority
and/or National Air Traffic Service (NATS)
in relation to their roles in closing British
airspace to commercial business, but it is far
from clear whether their insurances provide
relevant cover. One possibility is that the
NATS coverage relating to ‘damage caused
by negligent air traffic control guidance’
may be exploited by a clever lawyer.

Regulatory and legal developments

Claims relating to cargo and freight
forwarders may be rejected under the terms
of the force majeure exclusion.
For travel insurance, the cost of flight
cancellations and delays of more than three
hours is generally covered, but the situation is
quite confused because of the varying terms
and conditions in the different travel policies,
with very few policies being written on an
‘all risks’ basis. Some policies may exclude
the reimbursement of additional expenses
involved in staying abroad for longer than
intended, or in returning home, because the
cover excludes ‘adverse weather conditions’.
Even those policies providing some cover
may not be entirely satisfactory from the
customer’s point of view in that there are
normally limits on the amount payable in
relation to delay claims, and this may be
totally inadequate in relation to the lengthy
delays being suffered by some passengers.

Solvency II
The chairman of CEIOPS wrote to the
European Commission, warning that the
Fifth Quantitative Impact Study (QIS5)
would result in even higher capital
requirements than produced by QIS4, which

Large losses
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and leased by British Petroleum (BP).
President Obama has stated that he holds
BP responsible for the damage and the
cost of the clean-up, currently estimated at
US$6m each day.

PA Photos

Explosion on oil rig in Gulf of Mexico, US
— 20 April
The explosion occurred on the Deepwater
Horizon rig 41 miles off the coast of
Louisiana, and was followed by a major
fire and, two days later, the sinking of
the remains of the rig. This was bad
enough, with 11 workers missing and the
insured value of the rig being US$560m
(understood to be led by QBE syndicate
in the Lloyd’s market), but worse was to
follow. An estimated 5,000 barrels of oil
per day was escaping into the sea and
being driven towards the environmentally
sensitive wetlands of the Louisiana coast.
The rig was owned by Transocean Ltd,

were already seen in many quarters as
excessive. This increase arose principally on
the investment side of the business. On the
other hand, there was an indication that the
level of technical provisions required may be
lower than on previous projections.

In the US, senator Christopher Dodd’s
financial reform bill was passed by the
Senate banking committee by 13 votes to
10. The vote split along party lines with the
Democrats voting for and the Republicans
against. The bill — which would give the
government powers to split up companies
considered to pose a threat to the economy
and create an independent consumer
watchdog — went to the full Senate at the
end of April, where it failed by three to
obtain the necessary 60 votes. Again there
was a party split and the Democrats were
unable to obtain any Republican support —
the parties are principally disagreed over the
need for the watchdog. If eventually passed
by the Senate, it is likely to be merged with
a similar bill that was passed by the House
of Representatives last December.

Compensation for UK motor injuries
The Association of British Insurers
announced a new streamlined procedure
when it was introduced at the end of April.
Under this, the average period for paying
compensation to injured road-accident
victims would be reduced from 2 years to
9 months. The simplified system applies to
accidents from 1 May, and is likely to affect
around half a million victims a year.

For more general
insurance news
More news on the following items can be
found on the website:
n Fall-out from the global financial crisis
n Asbestos development
n Terrorism
n Solvency II
n Regulatory and legal developments
n Lloyd’s
n Marine developments
n Space developments
n More fall-out from the Eyjafjallajökull
volcano
n Catastrophe bonds
n HIH
n Europa Re
n Warren Buffett
n Climate change
n Large losses.
Visit www.the-actuary.org.uk/874547
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Tuesday 8 June
Professionalism issues — based on
real-life case studies
Staple Inn,
Holborn,
London
5:30pm for 6pm start

Thursday 10 June
Bowling tournament
Palace Superbowl,
Elephant & Castle Shopping Centre,
London SE1 6TE
6:00pm for 6:30pm

Tuesday 13 July
Economic Rationales for Defined
Contribution Investment Solutions
Staple Inn,
Holborn,
London
5:30pm for 6pm start

Friday 23 July
Summer Boat Party 2010
The Golden Jubilee,
Temple Pier,
London
6:15pm for 6.30pm start

Programme event
Tony Hewitt from Imperial College Business School
will present hypothetical case studies designed
to reflect real life, using events taken from the
whistleblowing case, the collapse of Lehman
Brothers and the Standard Life Pension Sterling
Fund FSA breaches.
The case studies illustrate professionalism issues
and you will be asked to exercise your judgment in

deciding how to apply Actuaries’ Code principles to
these case studies. Useful pre-reading is the article
about integrity (www.the-actuary.org.uk/873808)
from the April e-edition of The Actuary.
There is no need to register in advance for this
event. Refreshments will be available from 5:30pm
for a 6pm start. Following the meeting there will
be a free drink and buffet at a nearby pub.

Social event
The SIAS ten-pin bowling tournament is back by
popular demand! Grab your snazzy shoes and
polish your bowling balls for a chance to strike out
the competition and claim the title of ‘SIAS Bowling
Champions 2010’!
Teams should consist of three players. Prizes
will be awarded for the highest and lowest-scoring
teams, highest and lowest individual scores over

both games and for the best team name! Don’t
worry if you don’t have a team; we will assign
you to one. Food and drink will be served and
are included in the ticket price of £10 for SIAS
members and £12 for non-SIAS members.
Places are limited and will be offered on a first
come, first served basis. Please e-mail
divyaa.mohan@hewitt.com to reserve your place.

Programme event
Yumeng Zhang will present a paper entitled:
Economic Rationales for Defined Contribution
Investment Solutions: All we need to know, which
gives a comprehensive review of the economic
rationales that should be considered when
designing investment strategies for a DC pension
plan, including equity mean reversion, fixed vs
dynamic asset allocation, annuity risk matching,
human capital, as well as touching on some of the
behavioural features of DC plan members.
Recently, there have been some innovative ideas

around DC investment solutions in both growth and
pre-retirement phases. However, it is surprising
there has been no research using historic market
data to compare the performance of different
strategies. The author is therefore motivated to also
produce some back-tests in the paper on different
types of DC investment solutions.
There is no need to register in advance for this
event. Refreshments will be available from 5:30pm
for a 6pm start. Following the meeting there will
be a free drink and buffet at a nearby pub.

Social event
It’s hot and it’s time to float — all aboard The
Golden Jubilee for the party of the year. The action
will kick off at 6:15pm at Temple Pier. Be sure to be
on time, though, as the boat will leave at 6.30pm
on the dot.
Once aboard you will be greeted by welcome
drinks and then the real party begins. Be ready
to set sail and be blown away for an action-

packed evening along the Thames, full of dancing,
entertainment and plenty of food and drink.
Visit www.sias.org.uk closer to the date, for
details on party theme and dress code.
Tickets are like gold dust, so be sure to reserve
them quickly. Tickets cost £10 for members and
£15 for non-members. To reserve a place, please
e-mail Taha at tahajamilahmad@hotmail.com

For details of events, visit www.sias.org.uk
www.the-actuary.org.uk
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A long weekend at Swimathon 2010

Richard Smith stars as
BBC Radio 4 staff writer

On the weekend of 16 to 18 April the annual
national Swimathon took place. It is an
event in aid of Marie Curie Cancer Care
where swimmers of all abilities can either
individually or as part as a team, choose to
swim 1.5, 2.5 or 5km.
I chose to do the 5km individual swim.
Apparently this is broadly equivalent to
doing a half marathon, although I would
rather swim the 13 miles than run it. To
make it a really difficult personal challenge I
completed the 5km swim five times over the
weekend. In total, this was 1,000 lengths of a
25m swimming pool in 48 hours.
I am a 36-year-old mother of two with a
full-time job as a pensions actuary, so I am
hardly a youngster with boundless energy.
This was a really difficult personal challenge
and it was very hard to keep going, but I did
it for the cause.
Unfortunately, none of my local
swimming pools offered this number of
Swimathon sessions so I did a tour of

The Actuarial Profession’s Napier Housebased Research & Information Services
administrator Richard Smith has recently
been busy writing for the ratings-topping
BBC Radio 4 programme The Now Show. He
joined the last series as a staff writer, which
required attending star-struck meetings
at Broadcasting House writing alongside
the likes of Steve Punt and Hugh Dennis.
Richard has also contributed aired material
to the current Vote Now Show election
specials, where submitted material has to
be so unswervingly topical that the show
is recorded a mere three hours before
broadcast.
Richard said: “Writing with the best for
the best definitely raises your game, but the
ungenerous time limit set to produce gags
and short sketches on narrowly defined
topics can be stressful; it also requires
learning adjustment: rather than receiving
laughter after thinking up a funny satirical
gag, expect instead: ‘Hmmm… I’m not sure
if that’s really Radio 4.’”

Ironman raises the bar
Following on from his sterling efforts in the
Ironman Challenge last year, Jardine Lloyd
Thompson’s Peter Redhead has aimed even
higher for his next mission. As the only
actuary in a JLT international team of eight,
he is attempting the toughest bike race on
earth — the Race Across America starting on
12 June. The course is 3050 miles long with
over 100,000 feet of climbs, stretching from
Oceanside California to Annapolis Maryland,
making it much more demanding than the
more famous Tour de France.
The team has a target time of seven days,
which means keeping the relay going non-

Berkshire and North Hants to fit it all in.
Here was my schedule and time to
complete:
Friday 16 April — Kennet Leisure Centre,
Thatcham, Berks at 1430 (1 hour 35 minutes)
Friday 16 April — Willink Leisure Centre,
Burghfield Common, Berks at 1900 (1 hour
39 minutes)
Saturday 17 April — Basingstoke
Aquadrome, Hampshire at 1430 (1 hour 36
minutes)
Sunday 18 April — Loddon Valley Leisure
Centre, Lower Earley, Berks at 0930 (1 hour
35 minutes)
Sunday 18 April — Loddon Valley Leisure
Centre, Lower Earley, Berks at 1430 (1 hour
34 minutes)
I have a sponsor site and I am hoping that
my achievements will raise a lot of money
for Marie Curie Cancer Care (visit www.
swimathon.org > Sponsor a Swimmer > Zoe
Sadler).
Report by Zoe Sadler

stop day and night at an average speed of
18.2mph. To maintain that average, given
the climbing and the effects of altitude, the
team will need to chain-gang for much of
the flatter stages, and so cover rather more
than one-eighth of the distance each. Sleep
deprivation will be a challenge, too. There
are only two British teams taking part and
the other is led by Sir Steve Redgrave, so JLT
has some decent competition.
The team is hoping to raise $400,000 for
four worthy charities: the Edward Lloyd
Trust, Partners in Health, West London
Action for Children and the Food Allergy &
Anaphylaxis Network. For more information
or to make a donation visit www.jlt-raam.com

WCA bowled over
Globowl (Peter Davies, Nick Hill and Roger
Bevan) became the second winners of the
trophy at the Worshipful Company of
Actuaries’ bowling event with an aggregate
score of 377 at the All Star Lanes in Holborn
on Tuesday 23 March. Globowl were matched
against Bill Harris’s Blind Demolition Men
(also known as ExactVAL), last year’s winners,
and beat them by just three points with the
last shot of the game.
Peter Davies was the evening’s highest
individual scorer with 169, nine more than
Nick Quigley’s previous year’s best.
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Winning team: Peter
Davies, Nick Hill and
Roger Bevan

Street corner named
after Professor Diwan
On the morning of Friday 26 February
a street corner in Hindu Colony, Dadar,
Mumbai was named after the late Professor
GS Diwan, who was a fellow of the Institute.
This honour was bestowed on him for his
dedicated service in teaching mathematics
and actuarial science. The late professor
was awarded a Gold Medal in 1980 by the
Institute of Actuaries of India. He was also
posthumously inducted in the Insurance
Hall of Fame in 2008 at the annual
conference of the International Insurance
Society held in Taipei, Taiwan.
The function to unveil the cornerstone
was attended by a large number of his
family, friends and students. The local
Municipal Corporator and the local member
of the Maharashtra State Legislature were
also in attendance.

Eight teams took part including, for the
first time, ActEd, Ecclesiastical and Swiss Re.
The bowling proved thirsty work and was
followed by drinks and excellent canapés,
including delicious desserts. Thanks go to the
WCA Committee for organising the evening.
Review by Roger Bevan
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Charter Banquet a princely affair

Alderman & Sheriff David Wootton, Mrs Lindy Clay, The Senior Warden Graham Clay, Lady Mayoress
Locum Tenens Lady Studdard, Lord Mayor Locum Tenens Sir John Studdard, The Master Adrian
Waddingham, HRH The Earl of Wessex, Mrs Angela Waddingham, Junior Warden John Lockyer, Mrs
Anita Lockyer, Right Reverend Graeme Knowles, Mrs Knowles and Mrs Liz Wootton
HRH Prince Edward, Earl of Wessex, was
principal guest at the Worshipful Company
of Actuaries’ Charter Banquet at the
Mansion House in London on Monday 26
April. Hosted by Sir John Stuttard, a former
Lord Mayor who was presiding in place of
the current Lord Mayor, the Banquet was
attended by 340 people, including no less
than 32 masters of other livery companies,
the presidents of both the Institute and the
Faculty of Actuaries, and representatives
of other professions and government
departments. The Edmonton Sea Cadets

HRH The Earl of Wessex presenting the Royal
Charter to the Master Adrian Waddingham

were also in attendance and the Robert
Thomas Award for the outstanding cadet of
the year was presented to Ordinary Cadet
George Rusby.
Welcoming Prince Edward, the Master,
Adrian Waddingham paid tribute to the
Duke of Edinburgh’s Award Scheme, which
had now been running for more than 50
years, and to the Prince who is a very active
trustee. The Company made a donation
to the Award Scheme. The Master also
presented donations to the RAF Benevolent
Society, the Lord Mayor’s Charity and the
Mansion House Scholarship Fund.
Prince Edward personally presented
the Royal Charter to the Master and
congratulated him and the actuaries on their
progress. The Dean of St. Paul’s Cathedral,
the Right Reverend Graeme Knowles then
blessed the assembled company.
Replying, the Master expressed the great
honour that he and fellow liverymen felt in
accepting the Royal Charter, and stressed the
responsibility that he and the Company had
and would take, in furthering the ethos of
the City livery companies in the years ahead.
The Master thanked past Master Andrew

The Worshipful Company of Actuaries
The company was founded in 1979 and is
number 91 in order of precedence. There
are over 200 liverymen, all of whom are
qualified actuaries.
The company has three main objectives.
First, it seeks to extend recognition,
within the City of London and beyond,
of the actuarial profession and a greater
understanding of the work actuaries carry
out. It seeks to support the work of the UK
professional bodies to promote the work
of actuaries in fields outside the traditional
ones of pensions and life assurance.
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The second objective is to support the
educational work of the Institute and
Faculty. The company sponsors annual
student lectures at seven universities and
awards prizes for excellence in the Faculty
and Institute exams. From time to time it
presents an Award of Honour to an actuary
who has made an outstanding contribution
in his or her own field that has not
otherwise been recognised.
The third objective is to operate a
Charitable Trust. This has negligible
operating costs and distributed over

Benke for his generous support for the Royal
Charter, and consulting actuaries Towers
Watson and supporting sponsors Barnett
Waddingham and Mercer for their financial
support of the Banquet. The Master also
paid tribute to the work of the Company’s
Charitable Trust, which now distributes over
£140,000 each year, particularly to charities
linked with education.
Referring to the actuaries’ lowly 91st
position in the order of precedence of
livery companies, the Master suggested
to the 32 other livery masters that now
might be a good time to move from the
anachronistic way in which precedence is
determined chronologically, to a simple
alphabetic approach. This would, by happy
coincidence, place the actuaries at the head
of the table! Sir John Stuttard, replying to a
toast by past Master Ayres, said that while
the jest on precedence might not be taken
too seriously, the actuaries could be assured
that ‘tonight you are number 1’.
Review by Brian Ridsdale

Lord Mayor Locum Tenens Sir John Studdard, the
Master Adrian Waddingham and HRH The Earl of
Wessex

For further information on livery
companies, go to
www.actuaries.org.uk/874621

£100,000 last year, most of which was
raised by members of the company. As the
only charity operated wholly by actuaries,
it is a worthy cause for contributions, both
of money and time, from actuaries and
their employers. The charity’s aims are to
assist any actuaries or their dependants
who have fallen on hard times, and to
support relevant education and research.
It awards bursaries and prizes to students
following actuarial courses at several
universities in the UK and supports other
charities that address human suffering.
The company is always pleased to
welcome guests to join gatherings.
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Statistics

World Cup

World Cup fever
Greg Becker and Arminder Kainth ask who is likely to win the 2010 FIFA World Cup in
South Africa? Can you get an answer from a model?

Greg Becker is a product development actuary
and Arminder Kainth is an annuities pricing
analyst at RGA

I

f a football fan makes a few heroic
assumptions, a model can be used to
estimate the likelihood of each team
winning the World Cup. The attentive
reader will no doubt find plenty of dubious
decisions to debate but, then again, models
are just models and they ought to be
debated.
In this article we
will cover a model
and its assumptions,
data, statistical
approach and results,
before kicking it
into the crowd and
considering a less
mathematically

intensive — and arguably more accurate
— approach. What is the best approach,
who will win? We’ll let you be the referee!
Our assumptions were simple, and
hopefully familiar to statisticians:
n We assumed that the probability of
winning, drawing or losing a match

» Brazil — even with the

historical record of winning
70% and drawing 15% of
their World Cup matches
— has a 13% chance of
not progressing

«

South Africa

Table 1 — Example of the interaction of two
teams
Mexico

28

23%

23%

54%

Win

Draw

Lose

22%

Win

0%

0%

40%

44%

Draw

0%

34%

0%

33%

Lose

26%

0%

0%
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could be estimated using likelihood
estimation techniques leveraging past data
n We naively assumed that past World
Cup Final results are a data set that can be
used to estimate future results (but is the
past a good predictor of the future, given
that players retire, different teams are at

Figure 1 — Probability of winning tournament
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that, using our system, all teams have a
chance of surviving the group phase, but
that the chance of surviving is heavily
dependent on both the team’s historical
performance and the quality of the
opposition in their group. We simulated
each match in the group stages in the
same way, and we explain our approach
by considering the example of simulating
the first match between South Africa and
Mexico on 11 June (see Table 1).
We calculated the joint probabilities of
the potential outcomes from the matches,
which can be one of:
n Mexico win and South Africa lose
n Mexico and South Africa draw
or
n South Africa win and Mexico lose.
For example, we calculate the
probability of Mexico winning and South
Africa losing as:

the tournament, the opposition faced is a
crucial factor, and so on?):
n A Monte Carlo simulation of the group
and knockout stages will meaningfully
capture the interactions and complexities
posed by the different team characteristics,
the draw and the tournament format
(which still allows the underdog to win
and progress, albeit with an appropriately
lower probability).
We took the historical results of teams at
the World Cup (see Table 2) and developed
a win/draw/lose likelihood probability
for each team. It is no surprise to see that
the past winners are most likely to win
matches (such as Brazil and Germany).
The historical actuary would probably
question things like the link between the
current Uruguay team’s capabilities and
their win record reflecting their cupwinning performances in 1930 and 1950,
or question whether or not the data should
be analysed for group and knockout phases
separately, or many other variables.
Avoiding these late data slide tackles
— which probably invalidate these results
— we kept playing. We developed a model
and simulated the entire tournament
thousands of times. It is interesting to note

www.the-actuary.org.uk

028-030_Actuary_0610 Becker and 29 29

Coast/North Korea group as the group
of death is an accurate description, as
Brazil — even with the historical record
of winning 70% and drawing 15% of their
World Cup matches — has, according
to this model, a 13% chance of not
progressing, as shown in Table 2.
Once we have an estimate of the
probability that a team will advance to the
second phase of the tournament, we were
then able to simulate all the matches in
the knockout phase. We didn’t model the
detail of extra time or penalty shoot-outs,
but side-stepped the issue by ignoring the
draw and modelling the chance of team A
beating team B as:
F7m_dnF8bei[
F7m_dF8bei[!F7bei[F8m_d

So, dribbling through all the appeals
for fouls (for example, inappropriate
FC[n_Yem_dnFI7bei[
data, model error, match fixing, ‘the
FC[n_Yem_dFI7bei[!FC[n_YeZhWmFI7ZhWm hand of God’) and kicking the Monte
!FC[n_Yebei[FI7m_d
Carlo long ball through our simplified
model, the traditional powerhouses
all stepped forward. Figure 1 shows
Group survival
each team’s probability of winning the
A little surprisingly, the teams with the
tournament outright.
best historical records are not always the
So, using this model, you really should
teams with the best chance of getting
have hoped for Brazil in the office pool!
to the knockout phase! The current
But, if you are a betting person, we would
description of the Brazil/Portugal/Ivory
recommend that you refine your input data

Quarter-finals

Knockout stage

Round of 16

Winners of Group A

France

Runners-up of Group B

Nigeria

Winners of Group C

England

Runners-up of Group D

Ghana

Winners of Group E

Denmark

Runners-up of Group F

New Zealand

Denmark

Winners of Group G

Brazil

Brazil

Runners-up of Group H

Switzerland

Semi-finals

»

Final

France
England
England
Brazil

Brazil
Germany

Winners of Group B

Argentina

Runners-up of Group A

Uruguay

Uruguay

Winners of Group D

Germany

Germany

Runners-up of Group C

USA

Germany

Winners of Group F

Slovakia

Spain

Runners-up of Group E

Netherlands

Slovakia

Winners of Group H

Spain

Spain

Runners-up of Group G

North Korea
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set to more accurately reflect recent results
and form, rerun the model and then take a
punt on the most mispriced team.
If you believe that the data and
approach should be shown a red card,
we propose an alternative solution, the
easiest being to look at the latest odds on
the nearest sports betting website, which

Table 2 — Past record at previous World Cups/Estimate of the
likely outcome of result/Probability of surviving group
Wins
Algeria

Losses

P(win)

P(draw)

P(lose)

P(surviving group)

2

1

3

33.3%

22.2%

44.4%

60%

Argentina

33

13

19

50.0%

20.6%

29.4%

77%

Australia

1

2

4

20.0%

30.0%

50.0%

21%

64

14

14

68.4%

15.8%

15.8%

87%

4

7

6

25.0%

40.0%

35.0%

33%

Brazil
Cameroon
Chile

7

6

12

28.6%

25.0%

46.4%

38%

Denmark

7

2

4

50.0%

18.8%

31.2%

69%

England

25

17

13

44.8%

31.0%

24.1%

83%

France

25

10

16

48.1%

20.4%

31.5%

75%

Germany

55

19

18

58.9%

21.1%

20.0%

82%

Ghana

2

0

2

42.8%

14.5%

42.8%

49%

Greece

0

0

3

16.8%

16.8%

66.4%

14%

Honduras
Italy

0

2

1

16.8%

49.9%

33.3%

36%

44

19

14

56.2%

25.0%

18.8%

78%

Ivory Coast

1

0

2

33.3%

16.8%

49.9%

30%

Japan

2

2

6

23.1%

23.1%

53.8%

27%

South Korea

5

7

13

54.5%

9.1%

36.4%

65%

North Korea

1

1

2

28.6%

28.6%

42.9%

29%

Mexico

11

12

22

23.1%

23.1%

53.8%

31%

Netherlands

16

10

10

43.6%

28.2%

28.2%

71%

New Zealand

0

0

3

16.8%

16.8%

66.4%

16%

Nigeria

4

1

6

35.7%

14.3%

50.0%

43%

Paraguay

6

7

9

28.0%

32.0%

40.0%

47%

Table 3 — Odds from
BetFair on 12 April 2010
Country

Spain

Percentage
chance of
winning

Odds available

19.2%

5.2

Portugal

11

1

7

54.5%

9.1%

36.4%

54%

Brazil

16.1%

6.2

Serbia

16

8

16

39.5%

20.9%

39.5%

48%

England

13.5%

7.4

Argentina

10.9%

9.2

Slovakia

0

0

0

33.5%

33.3%

33.2%

60%

Slovenia

0

0

3

16.8%

16.8%

66.4%

22%

Italy

6.5%

15.5

South Africa

1

3

2

22.2%

44.4%

33.3%

34%

Germany

6.5%

15.5

22

12

15

44.2%

25.0%

30.8%

74%

Netherlands

6.1%

16.5

8

5

13

31.0%

20.7%

48.3%

51%

France

5.0%

20

15

10

15

37.2%

25.6%

37.2%

61%

Ivory Coast

2.9%

34

6

3

16

25.0%

14.3%

60.7%

35%

Portugal

3.1%

32

Spain
Switzerland
Uruguay
USA

30

Draws

arguably reflects all factors (including
form, injuries, player and team form,
tournament format and the draw). It is
interesting to note that using BetFair (see
Table 3), as of April 12, Spain were the
favourites, and likely to win with a 19%
chance. They are followed by the usual
big-hitters of Brazil, Argentina, Italy and
Germany, with England squeezing into
third place of this illustrious pack. The
punters’ money reflects that there is a
13.5% chance that England will lift the
trophy in 2010. Some would argue that
these odds may be the result of passionate
betting practices skewing the ‘supply and
demand’ for odds by patriotic English fans.
The efficiency of the trading platform has
almost removed arbitrage opportunities:
for instance, betting on all teams leads to a
lower loss rate than betting on all numbers
in roulette — famously, the casino game
with the best payout rate.
This is reminiscent of different ways
to value a share: bottom-up analysis, for
example, or by looking at the latest traded
price in the Company and Markets section
of the Financial Times. While many of us
are asking questions of models on a daily
basis, have we truly learnt from the credit
crisis or, for instance, our faulty CDS
models? Will we make the same mistakes
again: should we consider North Korea
winning the 2010 FIFA World Cup a onen
in-200-year event?
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Greg Wojciechowski

Exchange of views
Greg Wojciechowski speaks to Marjorie Ngwenya about heading up the Bermuda Stock
Exchange and offers his views on the global impact of the economic crisis
Greg Wojciechowski is the
president and CEO of the
Bermuda Stock Exchange. Prior
to assuming this role he was
the Exchange’s chief operating
ofﬁcer. A Bachelor of Arts
graduate, Mr Wojciechowski has
had extensive management
experience at three large US
brokerage ﬁrms. He has studied
International Business at The
University of Copenhagen,
French and International
Relations at the Université D’AixMarseille and completed the
Young Managers Programme at
INSEAD in Fontainebleau, France.

What brings you to London?
The Bermuda Stock Exchange (BSX) was a
lead sponsor of the second ILS Europe
Summit, held here from 26–28 April. In
conjunction with this, the timing was
perfect to talk about the Exchange’s
initiative to attract insurance linked security
(ILS) structures to list on the BSX, in
particular the listing of catastrophe bonds.
Recently, Bermuda enhanced its insurance
company incorporation regulations to make
it very practical to set up special purpose
insurers, which is the vehicle through which
ILS structures are created. This regulatory
development, coupled with the BSX’s focus
on providing listing support for ILSs and
investor demand for additional transparency
for these structures makes it the perfect time
to be having this discussion.
What do you see as the role of insurance
linked securities in the capital markets?
ILSs provide an investment opportunity in
an asset class that structurally has little
performance correlation with the broader
capital markets. Almost a natural hedge!
Do you see a place for actuaries in an
organisation such as yours?
It depends how the market develops to be
honest. I see their experience being valuable
in the creation of ILS structures.
Risk management is a buzz term for our
profession and ﬁnancial services industry at
large. How does the BSX employ risk
management techniques day to day?
Our systems and regulatory framework
ensure that all transactions/contracts that
are executed across the market settle
without interruption. In addition, Exchange
regulation ensures that parties to
transactions are properly funded and able to
settle their trading obligations. The
Exchange requires its issuers to provide
information flow to the market so that
investors can make informed decisions as to
the value and merits of listed securities.
Has this approach changed in light of the
recent economic crisis?
Regulatory frameworks are subject to change
to address circumstances that arise during
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the normal course of business. In this
regard, when there is a need to strengthen
our protections in response to a situation,
we move to do so to ensure a proper level of
regulation for our market and its users.
In which stage of the economic cycle do you
believe we’re in?
There are two elements of our business at
the BSX: the domestic capital market and
the support for the international capital
market. Regarding the former, I believe we
are at the bottom of this market dislocation,
which is reflected by our key index being at
record lows. Bermuda’s domestic capital
market historically tends to lag behind the
international markets. Our international
business is more buoyant than ever, and I
believe this is reflective of the fact that the
broader global market is beginning to shake
off the effects of the past market dislocation.
What has been the impact of the proposed EU
directive on the regulation of alternative
investment fund managers for Bermudan
funds?
To date, Bermuda has signed 20 tax
information exchange agreements and has
recently signed a double taxation treaty with
the Kingdom of Bahrain. The country is
known for being very well regulated, cooperative with its peers and for meeting
international standards of regulatory
oversight. The BSX follows this philosophy
and has recognition from its regulatory or

commercial peers such as the World
Federation of Exchanges.
The impact of the directive is unclear
as its provisions are still being analysed
and evolving with talk about equivalency.
Bermuda is watching this very closely and
is taking proactive steps to analyse the
directive’s developments and to have a
mechanism through which it can offer its
comments as necessary.
Did your move to the Stock Exchange happen
by design or fate?
Prior to joining the BSX, I was working in
the financial services industry based in
Manhattan. The BSX was looking to
modernise and expand its operations and it
was a good fit for my skill-set. The job
required an entrepreneurial approach,
vision and dedication, all of which I believe
I bring to the table. As my wife is
Bermudan, it made the decision easier on a
personal level.
How do you measure your success?
I measure success by the market coming to a
member of the BSX team for their input and
advice on capital market matters. I noted to
the BSX team that when your advice is
being sought, it means those seeking it have
confidence and respect in your knowledge
and to my mind that is one of the best
compliments to be paid. Of course, the
other success metric is the bottom line, on
■
which my eye is always keenly trained!
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Then and now

Solvency II

Solvency II in theory and practice
Yves Colomb reviews a 2007 lecture given by Karel van Hulle on Solvency II to see if its
message remains relevant today

Yves Colomb is a
property and casualty
consultant for Towers
Watson. The views
expressed in this
article are his own
and not necessarily
those of his employer

O

n 1 October 2007, Karel van
Hulle, head of the Insurance and
Pensions Unit at the European
Commission, delivered his
lecture, The Challenge of Solvency II to the
Faculty of Actuaries. With UK actuaries now
actively preparing for the new solvency
regime, this offers a good opportunity to
revisit what a Solvency II expert had to
say back when Lehman Brothers was still a
creditworthy counterparty, and to compare
this with where we are today and where
we are heading. In a word, the (slightly
mischievous) intention is to ‘back-test’ Mr
van Hulle’s speech.

The objectives of Solvency II
The lecture started with a reminder of the
objectives of the new solvency regime: a
deeper, more harmonised single insurance
market, enhanced policyholder protection,
improved competitiveness and better capital
allocation.
Since 2007, however, there has been
increased concern about whether all these
objectives can credibly be met in practice.
In particular, concern has recently been
voiced over the consequences of reform on
the availability of some insurance products
and their affordability. It is hard to argue
that excessive capital requirements would
not ultimately lead to higher premiums and
decreased demand for insurance. The typical
opposition between market penetration and
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consumer protection (remember subprime
mortgages?) could very well apply to
insurance and even ultimately force some
policyholders out of the insurance market
altogether. This could work against the
original objectives and could also potentially
discredit European lawmakers.
On competitiveness, when asked
whether European insurers could end up
being less competitive abroad than their
American or Asian counterparts, Mr van
Hulle reframed the question into the wider
context of an international move towards
risk-based solvency requirements, and so
reduced this eventuality to a mere timing
discrepancy. In brief: everybody will move
to similar standards sooner or later, and
so competition is nothing to worry about.
Nearly three years later, the rest of the world
does not appear eager to follow Europe, and
the risk of being less competitive globally
still seems very much alive. Full recognition
of geographical diversification could help to
mitigate this.

The global downturn
Some of the words used in the lecture have,
in the light of subsequent events, perhaps
taken on slightly negative connotations. The
terms ‘not rules-based, but principle-based’,
‘nobody knows their business better than
the companies themselves’ or ‘there will be
no more detailed investment rules’ are now
closely associated with the excesses observed
in the banking industry. Throw in ‘we want
to achieve a cross-sectoral convergence
between insurance and banking’ and you
get one of the main current challenges of
the UK insurance industry: how to manage
its association with banks in the eyes of the
general public and decision-makers.
Andrew Hiscox’s recent reaction to the
announced abolition of the FSA under
a Conservative government (guess what
— the FSA does insurance too, and the
insurance industry has behaved very well)
is an example of the efforts that insurers are
currently making to keep a good distance
from banks and avoid an intertwined fate.
The credit crunch seems to have pushed
cross-sector convergence out of fashion.
Arguably, the same could be said
about securitisation and derivatives, both

mentioned by Mr van Hulle in the lecture
when questioning the industry on its
capacity to fully understand risk-mitigation
techniques. Lloyd’s 2010 Strongest
Insurance Business Superbrand award and
the announced revival of the New York
Insurance Exchange are testimonies to the
dramatic comeback of syndication as a
preferred business model.
This is largely a consequence of the credit
crunch, through dried-up credit sources
and a mix of mistrust and genuine concern
about the intricacies of security-based risk
mitigation. We have, after all, just witnessed
its extraordinary power of devastation when
fully unleashed. Mr van Hulle’s questions
on our full understanding of the economic
effects of certain risk mitigation techniques
were, and still are, very relevant.
Mr van Hulle also justified the need to
create an early warning mechanism for
capital inadequacy — hence the minimum
capital requirement (MCR)/solvency capital
requirement (SCR) structure — and to
disclose capital add-ons. All those involved
certainly welcomed the introduction
of these measures at the time, and the
recent extreme economic episode is yet
another incentive to adopt these measures.
Nonetheless, recent events will certainly
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Then and now

not help to shorten the transitional phase
for “people to get used to the idea that a
company might be required by its supervisor
to add on more capital”.

The Solvency II process
In 2007, Mr van Hulle predicted the
adoption of the Framework Directive by
late 2008 and the enforcement of the
new regime by 2012. The adoption of the
Framework Directive in fact took place in
March 2009 and the date for the new regime
to come into force was left unchanged. It
is only fair to admit that the announced
timeline has been broadly in line with
expectations so far, especially given the
tendency of some EU projects to slip behind
schedule. This is encouraging for the
future and can only reinforce the strength
of the Committee of European Insurance
and Occupational Pensions Supervisors’
(CEIOPS) statement that October 2012
is a definitive date or is very close to the
definitive date. Indeed, current rumours say
it may be pushed a further two months to
January 2013.
In his lecture, Mr van Hulle also described
the 1000+ pages produced by CEIOPS during
the call for advice as a ‘tsunami of pages’. This
could be interpreted in a few different ways.
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n Pessimistically: if producing a thousand
pages can be described with catastrophic
vocabulary by an EU official, then clearly
all internal resistance against further
cataclysmic devastation has now been wiped
out. Watch out for level 3 guidance.
n Optimistically: not all members of EU
bodies produce an unthinkable number of
incredibly thick papers or reports. Like us
mere mortals, some of them are also just
recipients and have to read them all.
n Thought-provoking: compared to a
tsunami, one cannot help but wonder what
words would most accurately describe the
volume produced by CEIOPS since 2007.
Wait — did I just hear ‘binary event’?
Something else mentioned by Mr van
Hulle is the regime of group support, which
has now been adjourned to 2015. What
is most notable is not that Mr van Hulle
already identified one of the main reasons
behind this delay (namely, resistance by
“companies that are not part of a group
and that believe that therefore they have a
competitive disadvantage”), but rather the
decision to delay the decision. This serves
as a useful reminder of the inherently
political nature of the Solvency II project
and of its susceptibility to consensusbased decisions. The bottom line is that,

while everyone has been busy lately on
the Solvency II front, attention should
not be diverted away from monitoring the
political aspects and agenda.
One aspect Mr van Hulle spoke proudly
of (and rightly so) in his lecture is the
process driving the emergence of Solvency II
regulation, which he describes as bottom-up
regulation created with the full participation
of stakeholders. This was true in 2007 and
still holds true today, with maybe even
greater strength.
Increased participation in the
Quantitative Impact Studies (QISs) and the
large number of responses to consultation
papers are just a few examples of how the
industry has embraced the open approach
to the process and made full use of it. Still,
a number of stakeholders generally seem to
remain distant from the project, including
insurance and reinsurance captives, run-off
entities and, internally, underwriters. There
are a number of different reasons for this,
such as pending uncertainty, remoteness
down the chain of impact or strategic
behaviour towards regulators.

A word to the insurance industry
Mr van Hulle also challenged the ability
of current IT systems and data processes
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to deliver on the high requirements set
by the new regime. One cannot help but
compare this with the painfully slow
passage of Lloyd’s to the electronic era and
the rumour that the competing New York
Insurance Exchange project will take full
advantage of the latest technology to create
viable competition.
This illustrates
how progress
and innovation
in information
technology can also
lead to increased
competition.
Considering that Solvency II ignited an
arms race on the IT front, anyone can
imagine the undesirable consequences that
inadequate systems (or inaction) could have
on one’s competitive position.
Mr van Hulle defined the calculation
of market-consistent technical provisions
as a major challenge to the industry. It is
interesting to note that more effort has
generally been put into building capital
modelling expertise in the last three years
than into managing the transition to a fully
cash-flow based, discounted best estimate
assessment of future liabilities.
In many ways, the new rules for reserving
will differ quite materially from the current
practice, one example being negative
premium reserves. However, the focus for
most companies carrying out QIS exercises
has tended to be on the capital calculation,
with less attention paid to how the reserves

will differ in a Solvency II world (even
though these reserves are, in themselves, a
key input into the capital calculation).
This may be due to the complexity of
adjusting existing reserving procedures for
the new rules, particularly where this requires
putting in place new systems and processes.
It may also be due to
a lack of clarity on the
reserving calculations
contained in the QIS
guidelines. However,
a clearer picture has
now emerged from
the level 2 guidance,
and companies should think very seriously
about preparing themselves for any lastminute unwelcome surprises.

» Mr van Hulle also

described the 1000+ pages
produced by CEIOPS during
the call for advice as a
‘tsunami of pages’

Karel van Hulle
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A word to the Actuarial Profession
In the presence of actuaries, Mr van Hulle
could not avoid a number of good-old
actuarial jokes (equally applicable to
lawyers, his original profession) and, more
seriously, to touch on the fate of actuaries
under the new regime.
He justified the decision to merely
require the presence of actuarial skills
rather than actuaries to carry out the tasks
assigned to the actuarial function with
the following three arguments: wanting to
avoid overburdening small and mediumsized insurers, not handing a monopoly to
actuaries and, finally, there may not actually
be enough actuaries.
These reasons remain perfectly valid
today. Given the recent high level of
recruitment activity (and subsequent
musical-chairing) observed in general and
life insurance and considering that the UK
probably has the largest pool of actuaries
available in the EU, a shortage of actuaries
in some continental European countries is a
realistic scenario.
The challenge of improving
communication by actuaries was also
mentioned by Mr van Hulle. One has to
admit that the UK Actuarial Profession
has taken this objective seriously and
increased its emphasis within the education
syllabus over the last few years. However,
transforming actuaries into strong
communicators remains an ambitious target,

which will take time to achieve.
Last but not least, Mr van Hulle
challenged actuaries “not to get lost in
formulae and models”. This comment
takes on a new dimension in the light of
the global banking crisis. The FSA’s Turner
Review identified misplaced reliance on
sophisticated maths as one of the key
features in increasing systematic risks,
by providing false assurance that other
indicators pointing to increasing risk could
be safely ignored.
The insurance industry is about to
go down a similar path to that taken by
banking 10 years ago and move to an
environment where models will be at
the centre of decision-making (not least
because of the ‘use test’). It is possible that
the level of diversity between models could
end up being reduced, perhaps due to the
recommendations of rating agencies or
by following best practice (which tends
to encourage copycat behaviour) or the
provision of off-the-shelf models by third
parties. Model risk (including for the
standard formula) should be a key concern
in this respect.
If our profession wants to be successful
under Solvency II, it is crucial that we
understand the wider ERM framework and
where our traditional skills fit in. Mr van
Hulle’s comments serve as a reminder that
we should get acquainted with ERM sooner
rather than later and start to widen our view
of risk now.
The author would like to thank Michael Garner for his
helpful comments upon reviewing this article.

Further reading
The transcript of Mr van Hulle’s lecture
can be found in volume 14 (part 1) of
the British Actuarial Journal, now freely
available online to members of the UK
Actuarial Profession at
www.actuaries.org.uk/knowledge/
annals_baj/baj_vol_144_contents
The accompanying presentation and
mp3 sound file are available on the
Profession’s website at
www.actuaries.org.uk/knowledge/
sessional_meetings/2007-2008
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Risk management

The catalyst for critical change
Logan Nerio discusses how Solvency II is an opportunity for insurers to fully embed the risk
management concept throughout their organisation

Logan Nerio is
a manager at
Baringa Partners LLP
(formerly known as
The Structure Group
in Europe)

Post-Basel II
The banking industry has already made
some significant strides towards tackling
regulatory risk, adopting Basel II in 2004 to
regulate the amount of capital that banks
need to put aside to guard against financial
and operational risk. Insurers are next in
line for some serious changes, with the
upcoming introduction of Solvency II set to
make an even harder-hitting impact on the
issue of risk management for the European
insurance and reinsurance industry.
The new regulations will be far-reaching
in their impact, driving a realignment of
all business functions under the banner
of Solvency II. Underwriting departments
will have to deal with substantial changes
in the way that risk models and rules are
defined and implemented. Revisions to
the calculation of capital adequacy will
also see actuaries reviewing the pricing of
options, while lower risk appetite will drive
a re-evaluation of the thinking behind
new product development. At the portfolio
level, the spread of risk across different
geographical areas will also come under
closer scrutiny. Solvency II will also lay
down a common regulatory approach to
calculating and setting the levels of capital
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that insurers put aside to pay potential
future claims.
Implementing change on this scale
demands real engagement from insurance
companies. It’s all too easy to view
upcoming regulations as a box-ticking
compliance exercise that needs to be
completed under sufferance simply because
the law says so, but for those firms with
the strategic vision to look beyond the
obvious regulatory and capital adequacy
benefits of Solvency II, there are far broader
opportunities to consider.

A chance for grassroots organisational
change
Implementing a regulatory change
programme with the scope of Solvency II
– and doing it on time – is no small
endeavour. The deadline to implement the
new requirements is still two years away, but
this will prove a very tight timeframe for
some insurers.
While these challenges should not
be underestimated, the framework that
Solvency II provides could also create
opportunities to develop a more informed
and forward-looking basis for decisionmaking, as well as the chance to realise
synergies, differentiate market growth
strategies and develop new products to cater
for changing markets. Insurers that want to
extract maximum benefit from Solvency II
should look at the transformation it will
bring as a long-term investment, where
the cost of the programme should return
to them once the capital adequacy benefits
have been realised.
Solvency II will also bring significant
benefits in terms of the relationship between
insurers and the regulator: compliance with
the new regulations gives insurers a platform
to demonstrate to the regulator that they
are in full control of their business, and
instilling this confidence is critical to the
successful delivery of Solvency II within the
organisation.
Above all, it’s a golden opportunity
to embed a culture of risk awareness
into tactical decision-making and
strategic planning across all levels of the
organisation. Just like banks during the
implementation of Basel II, insurance

companies need to ingrain the application
of risk principles into their day-to-day
operations. From front-line sales to
back-office processing, every part of an
organisation needs to think about the risk
implications of each transaction they
carry out.

The perfect time to tackle interdepartmental risk silos
A key organisational challenge in making
Solvency II work for insurers is to remove
the division between risk and finance,
ensuring internal cooperation between the
diverse domains of information, technology,
risk management and business decisions.
The new regulations are the perfect excuse
for firms to break down inter-departmental
risk silos and create a standardised approach
to identifying, monitoring and evaluating
risk by building data management into
the overall enterprise risk management
programme. As well as providing greater
consistency and leveraging the business’s
existing risk management capabilities, this
approach will also improve insurers’ ability
to develop a ‘portfolio view’ of risk.
The rapid approach of Solvency II should
also give insurers the impetus to overhaul
the quality of their data. Even the most
advanced companies need to do more to
strengthen the quality of their data and
the statistical validity of their evaluations.
Insurers will need to make strategic
decisions based on accurate and timely
information on risk and capital.

Establishing a single, reliable source
of high-quality data
One problem is that data is gathered from
multiple disparate sources, with technology
architecture making data flows unwieldy
and unreliable. Furthermore, disconnected
‘legacy’ systems are a real issue for some
large organisations, particularly for those
that have absorbed another business. It’s
possible that the insurance industry may
not be in a position to accurately assess the
extent of the data issue as, until now, it has
had no real incentive to fix the problem.
What insurance companies need is a
single, reliable source of clean data that
can be used to market new products,

www.the-actuary.org.uk

19/5/10 17:54:21

judge customer behaviours and accurately
monitor collections and re-sales. Data
quality is absolutely critical to the success
of risk calculation models and the capture
of quality data needs to be enforced from
front-line sales through to back office
processing. Currently, risk management
models and systems can sometimes lack the
sophistication to provide an integrated view
of risk to senior management.
A recent study by the UK Actuarial
Profession’s General Insurance Research
Organising Committee revealed that general
insurance actuaries spend more than 25% of
their time on issues relating to data quality.
This figure means that insurers have a huge
opportunity to drive business efficiencies in
this area from their
Solvency II
implementation: new
IT functionality and
systems can help to
automate

processes, freeing up these same actuaries to
focus on their core competencies.

Proper planning of technology
When it comes to technology, the
insurance industry can once again draw
on the lessons learned by banks during
the implementation of Basel II solutions.
Without a solid foundation of analysis
and planning, banks discovered it was
hard to integrate new systems and existing
operations and therefore hard to realise the
associated benefits.
A large number of banks invested in data
warehouses and sophisticated models without
working out how to guarantee appropriate
data supply and are still struggling to secure
accreditation for use of an internal model.
Insurers need to ensure they don’t repeat
these mistakes by seizing the opportunity to
develop consistent firm-wide data streams as
they seek to reap the benefits of compliance
with Solvency II.

Risk-aware culture in new
product development
It is vital to instil a riskaware mindset in product
development teams
themselves. Rather
than trying to look
at risk attached to
existing products,
these teams need to
take a structured
approach to
developing riskaverse products
to cater for a
more volatile credit
risk environment.
Solvency II has been
developed to reduce
the impact of unstable
markets on the insurance
world, but it also lets
organisations establish areas
in which they can afford to be
more innovative. In terms of
new territories, smaller insurers
will be able to investigate fresh
market areas as they will have
a quantifiable view of their
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exposure in their current operating areas.
Meanwhile, the more aggressive companies
will use their new ability to rate risk to
investigate new business areas where they
can afford to be riskier.
The drive to improve risk management
processes across the insurance industry is
nothing new: it’s been a focus in corporate
banking and capital markets for some time.
But just as the credit crunch has thrown
risk management issues into sharper relief,
so the approach of Solvency II will focus
insurers to take stock of their own approach
to risk.

Make the most of the chance to get
your house in order
As Solvency II does not come into force for
two years, one of the toughest challenges for
insurers will be keeping up the momentum
of their change programmes to ensure that
stakeholder buy-in does not drop away over
this timeframe. When it comes to Solvency II,
procrastination really is the thief of time.
Insurers cannot afford a last-minute rush on
an implementation of this size: they need
to grasp the nettle now to avoid being badly
stung when October 2012 comes around.
Insurers have a priceless opportunity
to elevate Solvency II beyond a mere
compliance chore into the perfect reason
to streamline their business processes and
encourage business. Looking beyond the
capital adequacy benefits of the regulations,
insurance companies can actually turn
Solvency II into a profit centre.
Properly implemented, it will save
them money through operational savings
generated by lower overheads, and by
reduced capital adequacy requirements
created by better risk assessment. Even
better, it will free up capital and minimise
the potential impact of risk on the business’s
bottom line, as well as giving them a strong
competitive advantage as the economic
recovery begins.
As European insurers and reinsurers move
towards greater transparency and a single
standard for their industry, Solvency II
should be the catalyst they need to assess
their organisational approach to risk and
implement critical business change well
n
before October 2012 arrives.
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Getting into gear
Eleanor Beamond-Pepler looks at what the fifth Solvency II Quantitative Impact Study means
for the insurance industry

Eleanor BeamondPepler is a senior
actuary at the FSA

What is QIS5?
During 2010, European insurers will be
participating in the European Commission
(EC)’s fifth Quantitative Impact Study (QIS5).
The exercise will feed into the Commission’s
further development of the Solvency II
legislation and help to shape the final
regulatory landscape. It will also form a vital
part of the preparations by both firms and
regulators for the introduction of Solvency II.
QIS5 represents the last opportunity for fieldtesting the current thinking on quantitative
aspects of Solvency II.
One of the most commonly held myths is
that QIS5 will only involve the calculation
of capital requirements: the solvency capital
requirement (SCR) and minimum capital
requirement (MCR). However, Solvency II
is about much more than just capital
requirements, and QIS5 will maintain focus
on the total regulatory balance sheet. Firms
will need to provide market-consistent
valuations of assets, technical provisions and
other liabilities as well as calculating the SCR
and MCR.
The SCR is formulated as a reflection
of the stressed balance sheet, so setting
up the balance sheet correctly is therefore
fundamental for obtaining meaningful
quantitative results from QIS5. Despite
some critics’ arguments to the contrary,
recent developments in Solvency II thinking
have potentially much greater effect on
components of the regulatory balance sheet
than on the SCR and MCR. The balance
sheet has to be produced by all insurers,
regardless of whether they use an internal
model to calculate the SCR or not, making
QIS5 a useful real-life gap analysis for firms.
The timing of the exercise is critical,
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from a number of viewpoints. The Solvency
II Directive (Level 1) text, which came
into force in 2009, set out the high-level
framework. Following the recent delivery
of CEIOPS’ Level 2 advice, the Commission
is now drafting the Level 2 implementing
measures, and these are expected to be
finalised during 2011. The Level 2 proposals
from CEIOPS incorporated developments
in both methodology and calibration as
compared with the proposals tested under
QIS4. Moreover, QIS4 was based on data
as at the 2007 year end, so QIS5 is the first
large-scale post-crisis assessment of how
Solvency II might look in practice. This
means firms should be taking part in QIS5
regardless of whether they have participated
in previous QIS exercises.

Why is QIS5 important for firms?
Participation in QIS5 will provide firms
with a vital opportunity to assess their
preparedness for the quantitative aspects of
Solvency II. A key part of this will be an early
indication of the impact of Solvency II on
the balance sheet and on regulatory capital
requirements; this will inform business
planning and highlight any management
actions that might be appropriate in the
run-up to Solvency II. However, QIS5
also represents an invaluable and focused
chance to assess preparedness of systems,
processes and infrastructure well ahead of
the Solvency II go-live date, scheduled for 1
November 2012. The process of completing
QIS5 and understanding the results will
also be valuable in the context of the own
risk and solvency assessment (ORSA) and
disclosures that firms will need to produce
once Solvency II has come into force.
From a UK perspective, all directive-scope
firms will be strongly encouraged to take
part, and the FSA will be providing support
tailored to the needs of the insurance sector.
For smaller firms QIS5 will bring its own
challenges, particularly if this is their first
in-depth engagement with Solvency II.
However, the opportunity to test the likely
quantitative impact and to gain familiarity
with the new regulatory requirements
will make the exercise an important input
to firms’ Solvency II preparations. The
EC has also recognised the importance

of participation by small and mediumsized firms to ensure that the quantitative
proposals for Solvency II are appropriate for
the whole of the insurance sector.
As with QIS4, firms will have the
opportunity to submit SCR results on the
basis of internal model calculations as
well as on the standard formula approach.
Additionally, participation in QIS5 will
constitute one of the qualification criteria
for firms wishing to join the FSA’s internal
model pre-application process. Firms will
also have the opportunity to test proposals
for undertaking specific parameters (USPs)
to assess the extent to which these may be a
more appropriate fit to their risk profile than
the standard factors for some risk modules.

This time it’s serious
Data quality and ‘proper methodologies’
will be essential to achieving the objectives
of the QIS5 exercise, both from the EC’s
viewpoint and from the perspective of firms
and regulators. Robust conclusions that can
be used reliably to inform the direction of
Solvency II depend fundamentally on highquality data. However, for firms to be able
to make optimal use of QIS5 as part of their
Solvency II implementation programmes,
and to feed in to business planning in
the run-up to 2012, credible quantitative
results will be vital. For these reasons, the
FSA is encouraging firms to carry out all
quantitative aspects of QIS5 ‘for real’, in
contrast to the best-efforts approach adopted
for previous QIS exercises.

Getting into gear
Given high-quality results and extensive
participation across the insurance sector,
QIS5 has the potential to be the most
important and influential field-study to
date. The EC, regulators and firms alike
should seize the unique opportunity that
QIS5 presents on the final lap to Solvency II
n
— and now is the time to get started.
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Taxing times for Solvency II
Trevor Fannin and Andrew Rendell take a look at the impact of taxation on insurance
companies under Solvency II

Trevor Fannin (pictured) and Andrew Rendell
are both members of the Faculty and Institute
Tax Working Party

O

n 10 March 2010, HM
Treasury and HM Revenue
& Customs (HMRC) issued a
formal consultation document
(Consultation) on the taxation of insurance
companies under Solvency II. The taxation
of life companies is at present based on
regulatory reporting, including the use of
‘regulatory surplus’ as currently reported in
the Financial Services Authority’s return to
define shareholder profit. The regulatory
returns will change so changes will be needed
to the life company tax system.
Since a reporting regime should have no
impact on income, gains and expenses, it was
generally considered that the current incomeexpenses (I-E) regime (which is effectively the
sum of shareholder profits plus policyholder
profits, hence the logic of the regime) would
continue. However, the Consultation also
notes the complexities of the current system
and the potential for market distortion
caused by certain contract types and HMRC
wishes to canvas views on the desirability
of wider reform to the taxation of life
companies, in particular the future of I-E.
Various methods of determining taxable
profit (regulatory surplus, UK GAAP, IFRS)

serve to vary the timing of tax payable but
not the amount. The Consultation proposes
the use of statutory accounts (rather than
Solvency II movements in own funds) as the
basis for computing the trading profits of life
companies. The Consultation seeks views on:
n The implications of the proposed move
to using company accounts as the basis for
computing trading profits of life companies
n The desirability of wider reform to the
taxation of life companies, in particular the
future of I-E.
The Consultation also refers to the tax
impact of Solvency II on reserves maintained
by general insurance companies, but this
aspect is not covered in this article.

Taxation of shareholder profits
The Consultation proposes the use of profits
as reported in statutory accounts as the
basis of determining taxable shareholder
profits. Currently, it is unclear how statutory
accounts will be affected by the introduction
of the Solvency II regulatory reporting regime
since there is clearly no current reference
in current accounting standards or the IFRS
Phase II proposals for insurance contracts
that refer to the Solvency II proposals.
Should it be possible to use the policy
provisions as currently proposed for
Solvency II in the statutory accounts, the
profit emerging year on year will reflect the
changes to the capital position of a company,
as in Figure 1.
For some products it is possible that the
technical provisions (best estimate liability
including risk margin) will be less than the
current statutory reserve. Unit-linked policies
are likely candidates. Conversely, for other
products it is possible that the technical
provisions will be more than the current

Figure 1 — Capital position
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statutory reserve. Annuity policies may have
this feature.
The Phase II accounting standard for
insurance contracts may modify this
assessment of policy provisions, although
there is no discussion of this currently. One
potential issue may be the recognition of
profits at the issue of a policy under
Solvency II, even though those profits
would be extinguished if the policy were
immediately surrendered. Such profits
recognised under Solvency II may not be
distributable and perhaps also not taxable, in
which case they would need to be identified.
If Solvency II provisions are recognised
as a suitable basis for statutory reporting
and hence taxation, it is possible that
the increased sensitivity to long-term
assumptions, such as persistency and equity
market growth, will increase volatility of
taxable profits. This feature, combined
with the asymmetric nature of taxation
(profits taxed immediately; losses are carried
forward), may lead to significant distortion
of tax revenues, probably with a net benefit
to the Exchequer, especially if losses
become orphaned.
Taxable profits for non-insurance
companies are derived from accounting
profits subject to adjustments. It will be
necessary to consider whether any of these
adjustments should be applied to insurance
companies and whether there should be
additional or alternative insurance company
specific adjustments. In particular, HMRC
does not envisage taxing the Fund for Future
Appropriations or Unallocated Distributable
Surplus (UDS) as profit although the future
of the UDS is uncertain pending completion
of the IFRS Phase II consultation and
implementation process.
Developments in accounting standards
are ongoing and the implementation of
IFRS Phase II will happen later than the
introduction of Solvency II. Transitional
arrangements may be needed each time either
the accounting or regulatory basis changes.

Wider reform of I-E
The above comments refer to ‘shareholder
profits’. In reality, the taxation of life
companies is applied to the total of income
less expenses (the I-E calculation). The
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resulting taxable profit is then divided
between shareholders as discussed above
(taxed at the full corporation tax rate
of 28%) with the balance attributed to
policyholders (effectively viewed as their
taxable income and gains on Basic Life
Assurance and General Annuity Business
or BLAGAB and so taxed at 20%). In this
calculation, shareholder profits on gross rollup business (pensions, reinsurance business,
and so on) are added to the ‘income’, and
actual income and expenses on this business
are ignored.
The Consultation does, however, note the
complexities of the current system. Although
the advent of Solvency II does not necessitate
a move away from I-E, it does provide an
opportunity to rethink it.
No concrete proposal for an alternative is
made, however there was a proposal in the
life assurance tax consultation of 1988 for an
approach entitled Schedule X. The idea was
to tax life assurance business in two separate
components:
n A charge (at corporate tax rates) on
shareholder trade profits (the former
‘Case I’ profits)
n A separate charge (at a rate to be
determined) on investment returns as they
accrue for the benefit of policyholders.
One concern HMRC raises in connection
with the current regime is the tax synergy
that arises where protection and savings (life)
businesses are written in the same company.
Typically, protection business generates
more E than it does I, and that excess in
the I-E calculation can be offset against
the savings business income (policyholder
profits that the revenue wishes to tax),
reducing the overall I-E result and hence
tax payable. Companies that cannot secure
this tax synergy are placed at a competitive
disadvantage when writing protection
business. HMRC might see Schedule X as
removing this disadvantage and generating
more tax for the Exchequer.
If Schedule X was introduced, the key
impacts for life companies might be:
n Significant financial impact on the
profitability of in-force protection and
savings business
n Possible reduction in the scope to utilise
existing unused tax losses
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n New entrants into the UK protection
business market (particularly overseas
companies) who were previously
deterred by not having a large
UK savings book to access
the tax synergies
n Upward pressure on
new protection premiums
caused by loss of tax relief,
only partially offset by downward
pressure if new entrants significantly
increase competition
n A changed competitive landscape for
life savings products compared with other
products, such as collective investment
schemes
n Potential ‘treating customers fairly’
consequences in respect of existing savings
policyholders
n Systems implications to ensure compliance
with the new regime.
Furthermore, moving to a Schedule X
basis would introduce significant new
transitional complications that could not
realistically be resolved either for legislation
to be enacted or for consequential systems
changes to be implemented by the end of
2012. An alternative approach might be for
HMRC to treat new protection business on a
gross basis within the current regime — this
would alleviate much of the concern over the
consequences of wholesale replacement of I-E
while removing the potential distortion in
the protection business market.

2010 Budget — apportionment of
income
The Budget included further detail on antiavoidance measures in relation to investment
reserves held in non-profit funds of insurers
with significant with-profit business.
Investment reserves within such nonprofit funds typically arise in companies
where shareholder-owned capital, often
arising from estate attributions, is held back
to support capital requirements or to enable a
riskier investment policy.
Increases (or decreases) in the investment
reserves are not taxed immediately. Instead,
tax is generated when the investment
reserves are ‘brought into account’ on
Form 40 of the FSA returns, either to
support mathematical reserves or to fund a

distribution
of surplus to
shareholders. The amount
of tax paid when this happens
depends on the mix of liabilities between
life, pensions (gross roll-up) and permanent
health insurance business.
HM Treasury published a ministerial
statement in July 2009 that referred to
instances where companies had sought to
minimise the tax payable by manipulating
the mix of their liabilities. The intention to
stop this happening was made clear and the
Budget statement included more information
on how this will happen in practice.
In essence, the investment reserves as at
31 December 2009 will be ring-fenced so that
any subsequent distributions of those reserves
will be taxed using the mix of business that
applied at 31 December 2009. Similarly, any
distribution of investment reserves generated
after 2009 will be taxed using the mix of
business in the year the reserves were first
generated, on a ’last in, first out’ basis.
These rules are not relevant for investment
reserves within the with-profit funds
themselves. They also do not apply to
companies with no with-profit business at all,
since for those companies any investment
reserves are brought into tax in the year
that they are generated. The rules have been
enacted in the Finance Act 2010.

What’s next?
The consultation has been published on the
HM Treasury website at www.hm-treasury.
gov.uk/consult_eusolvencydirective.htm. The
Consultation closes on 2 June 2010 and
responses will be used as a basis for further
discussions with interested parties. It is
envisaged that legislation will be in the
Finance Bill 2011.
n

June 2010

43

20/5/10 15:46:52

Insurance

ESG modelling

Is market-consistency the answer?
Adam Koursaris and Viktor Knava discuss how the principles of market-consistency should be
interpreted in the context of ESG models

Adam Koursaris (left) is currently leading
Barrie & Hibbert’s research on implementation
methodologies for Solvency II capital
calculation. Viktor Knava is a client services
manager in Barrie & Hibbert’s EMEA team and
has signiﬁcant experience in the development
and application of stochastic models within the
insurance industry

M

arket-consistent valuation
of liabilities is currently at
the heart of many reporting
frameworks. A widely used
interpretation of the market-consistent
approach is that the value of liabilities
should be equal to the amount that the
insurer would pay to transfer its remaining
contractual obligations immediately to
another entity. For certain types of insurance
liabilities, this approach is relatively easy to
adopt. In many other cases, however, the
correct approach is less clear. In particular,
insurance liabilities containing options
and guarantees are typically valued using
stochastic simulation precisely because a
market price for the liability (or a suitable
matching portfolio) cannot be observed
in the market. In such cases, a suitably
calibrated economic scenario generator
(ESG) is likely to be used to generate a large
number of asset return scenarios, which are
then used within an asset-liability projection
model to calculate liability values.

Capturing all information available in
the market
A common definition of a market-consistent
ESG is one which can reproduce the market
prices of instruments that reflect the nature
and term of the liabilities being valued1. In
practice, this means that if we use the ESG
output to value a particular asset, such as a
risk-free bond, the price calculated should be
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consistent with the price observed in
the market.
Although some judgment may be
required to determine exactly what set of
instruments best reflects the nature and term
of the liabilities, the options and guarantees
embedded in most insurance contracts often
share similar features with traded vanilla
derivative contracts, for which market prices
can easily be observed. By analysing various
liability features such as the moneyness
and time to maturity of the guarantees,
we can usually identify an equity option
(or a set of equity options) that creates
similar economic exposure and whose
price we will therefore aim to reproduce
to demonstrate market-consistency. Given
that insurers will typically write a range of

» Solvency II

requirements to
demonstrate that any
simpliﬁcations in the
valuation of the technical
provisions are not material,
are particularly onerous

«

policies with different guaranteed levels and
terms to maturity, all likely to be backed
by a diverse portfolio of assets, the range
of such derivative prices is likely to be
correspondingly broad2.

While certain ESG models are
sophisticated enough to capture all of this
market price information, others may not
have sufficient degrees of freedom and
might therefore only be able to reproduce
a particular subset of such prices. As an
example, let’s consider the way that the price
of put options on equity indices varies with
the term and strike price of the underlying
option. Figure 1 shows the variation in the
equity implied volatilities3 by the term and
strike price of the underlying option, as at 31
December 2009, for the UK economy.
Figure 2 shows the volatility surface that
is produced by an ESG model that uses a
relatively simple Black-Scholes model for
equity returns, in which equity volatility
only varies deterministically by term but not
with the level of the equity index.
The model has been calibrated to the
same at-the-money volatility data as shown
in Figure 1, and while those volatilities (and
therefore option prices) are reproduced
reasonably well, the model clearly overstates
the prices of in-the-money options (with
a strike price above 100%), as well as
significantly underestimating the prices of
out-of-the-money options.
By contrast, a more sophisticated equity
model, such as a local volatility model in
which volatility also varies by the equity
index level, will be able to capture more of
the variation in the market volatility surface
and therefore prices a wider range of equity
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options more accurately. This is shown in
Figure 3.
In order to try to quantify the impact
of such model choice decisions, we have
analysed a portfolio of with-profits contracts
incorporating a set of cash guarantees
applying on maturity, surrender or death.
The extent to which the guarantees are in
the money varies across the portfolio, and
the guarantees have a term of between
one and 40 years. To make the example as
realistic as possible, our model allows for
the management actions typically present
in with-profits business, such as dynamic
bonus rates, equity backing ratios and
policyholder behaviour.
When using the model shown in Figure 2,
the total guarantee costs on a notional
liability portfolio were £29.6m, using 5,000
simulations and the end-2009 UK model
calibrations. By contrast, with the model
shown in Figure 3 the guarantee costs on
the same liability portfolio were £32.4m,
an increase of just under 10%. These results
illustrate that, while both models have been
calibrated to give as good a fit as possible to
the same set of market prices, the difference
in liability values is still significant. It is
also worth noting that the average equity
backing ratio in our example is only around
35%; with a higher equity backing ratio,
the difference in guarantee costs would be
correspondingly higher.
One approach that is often taken in cases
where the ESG model is unable to capture all
of the market data is to identify the average
moneyness or term to maturity of the
liabilities, and calibrate the ESG model to
this particular point instead. However, such
analysis is typically not straightforward and
care is needed to ensure that the resulting
liability value is not materially different
to that produced by a more sophisticated
model; for example, since equity option
prices are a convex function of moneyness,
the price of an option corresponding
to an average moneyness will tend to
underestimate the average guarantee costs
across the whole portfolio.
Model choice should be a particular
consideration in the context of Solvency II,
where the requirements to demonstrate that
any such simplifications in the valuation of
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Making realistic extrapolation
assumptions

the technical provisions are not material are
particularly onerous, and the running of a
more complex ESG model may be required
each time such a validation is undertaken.

While insurance options and guarantees
share many similar characteristics to vanilla

Figure 1 — Variation in the equity implied volatilities by
the term and strike price of the underlying option, as at
31 December 2009, for the UK economy
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Figure 2 — Volatility surface that is produced by an ESG model
that uses a Black-Scholes model for equity returns
>K
)%
(*
(%

(*")%

'*

(%"(*

'%

'*"(%

&*

'%"'*

+%

&*"'%
-%

Hig^`Z

&%%
&'%
&)%

&

*

(

&%

BVijg^in

Figure 3 — Local volatility model in which volatility varies by
the equity index level
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derivative contracts, they also typically
incorporate features that generate additional
economic exposures that cannot be hedged
by vanilla derivatives. In particular, the
management actions often associated with
such policies, such as dynamic bonus rates
or asset allocation policy, mean that the
insurer has effectively written a complex
path-dependent option that does not trade
in the market, and for which a market
price therefore cannot be directly observed.
The same is also true when the term of the
liabilities being valued is greater than the
term for which market data is available.
This means there will always be an element
of extrapolation from the vanilla derivative
prices, used to calibrate any market-consistent
ESG model, to the complex insurance options
and guarantees that the ESG is being used
to value. It is therefore possible for two ESG
models to reproduce market prices for the
same set of vanilla derivatives and still result
in different liability values.
To explain why this may be the case, let’s
consider again the simple example described
above. Although the local volatility equity
model has been extended to incorporate
a wider range of market prices than the
simpler Black-Scholes model, this has been

done in a way that is expressly designed to
reproduce that particular set of target market
prices, without any particular consideration
for whether the equity return dynamics
generated by such an extension are realistic.
However, it will be precisely those equity
return dynamics that influence not only
what prices the model generates for other
vanilla derivatives that are outside of the
calibration sample (such as more deeply outof-the-money equity options or options with
a longer term), but more importantly the
values that are placed by the model on those
complex options that better reflect the true
nature of the liabilities being valued. While
we may not be able to observe market prices
for such options, by taking into account
actual asset price behaviour the value placed
on such an option by the model is likely to
be closer to the value at which it would trade
in the market and can therefore in some
sense be considered more market-consistent.
To illustrate this point, we can look at a
more realistic extension of the simple BlackScholes model, such as the Bates equity
model. The Bates model incorporates both
a stochastic process of equity volatility, and
a discrete jump process where equity values
change discontinuously over very short (in
practice, instantaneous) periods of time.
Like the local volatility equity model,
the Bates model is sufficiently flexible to
reproduce the market data shown in Figure 1
to a reasonable degree of accuracy. However,
it also captures some of the equity market
dynamics observed in real life that are
absent from the local volatility (and Black-
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Figure 4 — Bates model compared to the local volatility model
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Conclusion
The above analysis highlights the need
to use models with sufficient degrees of
freedom to capture all relevant market
data. Given that the ESG will usually be
calibrated to the market prices of vanilla
derivative instruments with less complex
features than the liabilities being valued, it
is also important to ensure that the model
dynamics make realistic assumptions about
asset price behaviour, as these are often
crucial to the valuation of the complex
path-dependent options and guarantees
n
embedded in many insurance contracts.
1 This is required for current UK regulatory reporting
and will also be a requirement under Solvency II.
2 As well as equity options, this is at least also likely to
include interest rate swaptions and options on property
assets.
3 For a particular moneyness and term, there will be a
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Scholes) models, such as volatility clustering
(periods of high market volatility following
each other) and increases in equity volatility
during equity market falls.
As a result, the liability values generated
by the two models can also be quite
different. For the same with-profit liability
portfolio described above, and again using
end-2009 UK model calibrations, the
Bates model results in guarantee costs of
£36.2m, an increase of just under 12% when
compared to the local volatility model. The
results are summarised in Figure 4.
Model choice can have implications
beyond placing a market-consistent value
on a set of insurance liabilities as part of
regulatory reporting. Market-consistent
ESG models are also often employed as
part of hedging programmes (such as delta
hedging), in particular for variable
annuity portfolios, where the valuation
differences described above can easily
translate into inappropriate hedging
decisions. The appropriateness of the ESG
models should therefore form part of
the review of modelling within any risk
management framework.
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one-to-one correspondence between option prices and
option volatilities.
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Profession

Networks

Join the club
Gordon Bagot explains how a professional network can support independent actuaries, using
a case study of the Scottish Individual Actuaries (SIA)

I

am a member of the Scottish
Individual Actuaries (SIA). As the
name implies, we are actuaries
based in Scotland (FFAs and FIAs),
working as sole practitioners or with just
one or two actuarial colleagues. We work
in different areas of actuarial practice,
but meet regularly to discuss matters of
common interest. We are involved in
most areas of actuarial work — pensions,
life assurance, investment, legal support,
mortality, and so on. Our clients range from
private individuals and other professional
advisers to small and medium-sized
companies. Some of us also provide advice,
direction and support to larger companies,
institutions and government. While some of
these clients are Scotland-based, many are
based elsewhere in the UK and overseas.

the broader issues that our clients may raise.
We therefore use each other for support — a
sort of peer network.
Since we are mostly self-employed, our
standard of care and attention to client
matters is not just a matter of personal pride
as our reputations
are at stake. Indeed,
we may find
ourselves providing
independent advice
that may contrast, or
even conflict, with
advice received by
our clients from other
sources. It is exciting
and demanding, but
immensely satisfying work.

Potential benefits of a professional
network

There is no formal chairman and secretary for
our meetings — these roles are undertaken
in alphabetic turn by all members, with
the secretary responsible for recording
each meeting and preparing minutes for
distribution to anyone unable to attend. The
secretary then chairs the next meeting. All
very democratic! Our time at each meeting
— usually between two to two and half hours
— is recorded for formal CPD purposes.
Guest speakers are also a common
feature of our meetings, and the specialists
to date have included a director of BAS, a
leading corporate lawyer, an accountant

While peer review is an obvious form
of mutual support, we are acutely aware
that, as individuals, we may not be fully
conversant with all the issues that exist
in all other practice areas. To address this
gap, we correspond and meet on at least
a quarterly basis, with a full and varied
agenda. Each topic is tackled with a lead
presenter, with opportunities for all present
to ask questions and seek guidance from
those with greater knowledge or experience.
We recognise that we need to be aware of

prominent in corporate finance and several
authorised investment specialists. The
small group allows significant interaction
and questioning, and the debates usually
continue through to dinner where, we
would stress, there are no speeches or toasts.
We are not aware
of any other similar
groups in the UK.
At our last meeting
in March 2010, we
reviewed the function
and evolution of the
SIA. We agreed that
since its inception
in 2003 it had been
a successful and
rewarding period for us all. Some of our
members are coming to the end of their fulltime careers but want the SIA to continue
and thrive. Thus we are inviting all eligible
actuaries, Institute or Faculty fellows to
consider joining SIA, to share common
interests and learn from each other. Such
actuaries will typically be working on their
own or with one or two other colleagues at
most and be able to attend our sessions in
Edinburgh or Glasgow.
SIA is a self-help group, none of whose
members have access to any formal support
or research services that exist in larger
firms. We help each other in a very noncompetitive way. As might be expected
from a Scottish group, we have engineered
matters so that there are no annual fees or
charges, other than a nominal fee for the
use of a meeting room. At the end of each
meeting too, those members who wish to
dine together in comfortable surroundings
may do so.
SIA is informal, but constructive and
valuable for its members. If you meet the
sole practitioner or small firm condition,
would you like to consider joining the
group? We are also happy to assist any
actuary considering setting up in business,
developing research or extending an
entrepreneurial ambition.

» We may find

ourselves providing
independent advice that
may contrast, or even
conflict, with advice
received by our clients
from other sources

How the SIA works

«

Gordon Bagot is a member of the Scottish
Individual Actuaries. If you are interested in joining
the SIA, please contact Gordon at
gordon.bagot@googlemail.com
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New fields

Careers

Look before you leap
Michael Stefan has some advice for actuaries looking to move into underwriting

Michael Stefan is an
actuarial recruitment
expert at Hays. He
specialises in the
non-life/property and
casualty field

U

nderwriting has traditionally
been seen as an arcane science,
with practitioners often relying
on words such as ‘gut instinct’,
‘feel’ and ‘market knowledge’ to describe
their work. With this in mind, it is very
encouraging that actuaries have made
strides to enter this arena, using their
statistical skills to quantify what many
underwriters simply see as common sense.
Although there is a degree of resistance from
underwriters, there is no doubt that more
and more actuaries are crossing the divide in
search of new horizons and experiences. So
how have these early trailblazers done, and
what lessons can we learn from them?

New priorities
First of all, it’s worth noting that, while
a pricing actuary would probably regard
price as the most important output of their
work, for an underwriter, the technical
price represents only one aspect of the final
result. As David Coughlan, global head of
Motor Underwriting at RSA, puts it: “You
have to evaluate and understand the risk
you are taking and how this fits with your
strategy, set the often-overlooked terms,
conditions, limits, wording and structure
of the final deal and then complete the
negotiation.” Having a sound understanding
of the statistical principles behind the work
is valuable, but it is no substitute for the
ability to interact with the wide spectrum of
individuals in the underwriting community.
These can range from traditional London
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market underwriters, with decades
of experience but little IT literacy, to
information-savvy recent graduates for
whom the internet is part of their daily
lives. The ability to communicate is key,
given that interaction for underwriters is
generally on a one-to-one basis, which can
take some actuaries outside their comfort
zone, especially if they are used to dealing
with people via e-mail.

Taking ownership
One other aspect that actuaries have to
take into account when stepping into
an underwriting role is ownership and
responsibility. The work moves from
being advisory in nature to one where you
make the decisions. This entails having
the courage of your convictions; you are,
after all, committing very large sums (also
called ‘lines’) of your company’s money.
One senior underwriter who switched
from actuarial work early on in his career
commented how nervous he was the first
time he committed a £1m line — he now
commits £25m a time on a very regular
basis. As an underwriter, you are also usually
measured on quantifiable KPIs, such as loss
ratios, and thus performance measurement
is easier compared to a traditional actuarial
environment. It is important to note that
priorities are different — it’s no longer about
the answer and the assumptions behind it
— it’s about the top line and bottom line.

Networking
As an underwriter, you are also the face of
the company and therefore the role is much
more client-oriented than a traditional
actuarial position. Tim Tetlow, an FIA and
FCAS-qualified reinsurance underwriter
based in Bermuda, adds: “You have to
manage broker relationships carefully. If you
decline business rashly or without careful
explanation for your reasons, will it affect
their perception of you in the future?”
The emphasis on creating and
maintaining long-term relationships is
much greater, and some underwriters spend
as much time out of the office entertaining
clients and brokers as they might do in the
office, so such a role will clearly be more
appealing to those who like networking.

Making the move
So assuming none of these issues puts you
off, what steps should you take to progress
into an underwriting position? First of
all, take as much pricing responsibility as
possible; many insurance groups now have
dedicated business unit actuaries working
with underwriters on a daily basis, often at
the same desk. This will allow you to see
their work and get a better appreciation of
the issues they are faced with.
It’s also worth finishing the actuarial
qualification too, as that will offer you
a fallback in case things don’t work out.
However, if you are finding the exams a
struggle — especially if you are still at the
beginning of your career — it may be better
to re-evaluate at an early stage.
The type of work you are involved in
often makes a difference, as Mark Daters,
chief underwriter at Gen Re UK puts
it: “The change from an actuarial to an
underwriting management position can be
less of a leap in reinsurance than insurance
as there is a greater loss cost modelling
requirement for a reinsurance underwriter
than insurance underwriter.” Certain
lines of business lend themselves more
naturally to this type of move; property
underwriting, for instance, can make use
of catastrophe (CAT) models, so a pricing
actuary with an understanding of these
models will often function very well as a
bridge between underwriting and CAT/
actuarial teams.
Some actuaries with significant
pricing experience have also, in the
past, approached senior management
with business plans or proposals for new
products, which has led them to taking
up underwriting positions where they can
generate premium income. Clearly, this
type of role will tend to appeal more to
entrepreneurial actuaries who are happy to
take a risk.
Regardless of approach, making the
switch isn’t for the faint-hearted. The
adjustment from an environment where
there is usually one correct answer to an
environment where networking could be
just as important as price will put some off,
but for others bold enough to do so, it will
prove to be a career choice worth taking. n
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Recruitment

Age discrimination

Avoiding the age trap
Hannah Kaye and Sima Varsani consider what you can and can’t say when advertising
actuarial jobs

Hannah Kaye is the e-marketing manager and
Sima Varsani is an executive consultant with
GAAPS Actuarial

I

n 2006 the Employment Equality
(Age) Regulations in the UK made
it unlawful to discriminate against
workers, employees, job seekers and
trainees because of their age. So, four years
on, where are we now? There has definitely
been increased awareness of the legislation,
but more is needed. We hope that this
article will help you avoid some of the more
common traps.
The law of unintended consequences
states that the actions of people, and
especially of government, always have
effects that are unanticipated or unintended.
While the reason for the age discrimination
legislation is laudable, it has thrown some
strange, and we are sure unintended,
consequences into the recruitment process.
A number of ‘serial litigants’ have made a
living out of taking employers to court over
the Act. David Head in the March issue of
Recruitment International explains…
“The first that most employers hear
of such a person is when they receive a
letter from the government’s employment
tribunal service, shortly after having
posted a vacancy on the internet. The
potential litigant searches for words such
as ‘school leaver’ and ‘recent graduate’
and then ‘invites’ the employer to court. For
extra pressure, he usually chooses a court
located at the other end of the country to
the company involved, making it much
easier for them to decide to settle out of
court — usually starting from £3,000. So
far, 50 recruitment companies are known to
have been involved and it is not known how
many direct employers have been affected.”
The cost of fighting a nuisance claim
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can be enormous in terms of money and
management time. There is no limit on
the compensation that may be awarded.
Also, the onus is primarily on the company
to prove that they did not discriminate
as opposed to the claimant proving that
they had. It is important to remember that
a job applicant can make a claim to an
employment tribunal — it’s not necessary to
be an employee.
Specifying a number of years’ experience
may be classified as indirect discrimination
and, in most cases, could form the basis
of a claim. If a job is advertised as suitable
for someone with three to four years’
experience, why not someone with two or
ten years’ experience? If a number of years’
experience is stated, it must be wholly
justifiable. Experience is still a relevant
criterion, but you need to make sure that
you do not bar anyone from applying.
So instead of being able to say ‘x’ years’
experience, this will now have to be spelt
out in terms of exactly what this amount
represents. Phrases like ‘CT series’ describing
the number of actuarial exams needed must
be replaced by ‘CT series or equivalent’ to
take into account candidates of all ages, as
the exam structure has been evolving and
the CT designation for exams is a recent
innovation.
As well as avoiding words that are
obviously age-related, such as ‘young’ or
‘mature’, you should be alert for categories
that indirectly
apply

is discriminatory as it is deemed to imply
energy and youth!
In terms of graduate recruitment, getting
in touch with universities and advertising
for graduates only in graduate publications
can be considered discriminatory because
it targets a particular age group. This is still
allowable provided adverts are also placed or
aimed at wider audiences, so that awareness
and applications from different age groups
are not restricted.
Despite having had almost four years to
settle in, many job advertisements continue
to use language that could be considered
discriminatory. We were recently sent a job
specification asking for a candidate who was
dynamic with at least ten years’ experience
— discriminating in both directions!
Recruiters cannot argue that they are simply
passing on clients’ requirements — recruiters
should look at this as an opportunity to
educate clients and demonstrate their
knowledge of the legislation.
The best way to stay within the
legislation is to write a comprehensive,
competency-based job description detailing
the skills they will need to carry out the role.
The more you include, the more candidates
will be able to see whether or not they are
suitable for the role.
As a final note, the above applies not just
to job advertisements — you may wish to
view/review your interview methodology
and training to avoid anything potentially
n
discriminatory slipping through.
If you would like to comment on this article,
please e-mail editor@the-actuary.org.uk

predominantly to
specific age-ranges. For
example, the majority of ‘new
graduates’ are under 25, likewise,
‘newly qualified’ has connotations of a
certain age group. Amazingly, there is a
legal precedent that the word ‘dynamic’
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Arts

Matt & Finn

Matt and Finn welcome back former arts page regular and cultural
globetrotter, Alan Frost

Where’s the beef?
I spent most of February in
Indochina where musical
experiences were confined
to odd snatches of local
dancing or singing. But culture was all
around me in countless breathtaking
temples, including Angkor Wat. Thousands
of years of history have led to a beautiful
and stolid stoicism that enabled this part of
the world to endure the vicissitudes of the
modern day.
Anecdotal evidence seemed to suggest
that human mortality rates, especially in
Laos and Cambodia, are at a level last seen
in the UK in the early 20th century. The
fauna fare no better and apparently there are
few mammals and birds in Vietnam roaming
free as they have all been eaten by the locals
during and since the ‘American War.’ In the
absence of refrigeration, markets are busy
and well used. The answer to the question
“where’s the beef?” lies on the back of a
motorised scooter. There’s no place for old
men or vegetarians.
Back in Bournemouth, the Orchestra’s
new charismatic principal conductor, Kirill
Karabits, has already moved hearts and
minds and the audience adores him. He has
journeyed from the shadow of Mussorgsky’s
Bare Mountain near Kiev in the Ukraine to
the sandbanks of Poole. A performance of
Tchaikovsky’s 5th Symphony was scintillating
and the energy of the last movement was
truly breathtaking.
According to an insider, Kirill himself
thought of it as his best ever performance
of the work — and that’s what live
performance is about. To capture a moment
in time that has never been nor will ever
come again.

OVER TO YOU
Matt and Finn welcome your comments
and contributions. Please e-mail
arts@the-actuary.org.uk
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By coincidence, a week later in Munich
I saw a ballet set to Tchaikovsky’s 6th
Symphony. I really do not enjoy ballet as
much as opera, though; I don’t understand
the intricacy of the steps and don’t feel as
involved as I do in opera. There’s also that
smugness that the dancers have, especially
at curtain call. At operas, divas often aim for
a little modesty as they accept the plaudits,
but male dancers never let you forget how
clever they are.
The opening piece in Munich was
Schéhérazade with Fokine’s choreography
and a copy of the original set and costume
design from 1910. I do love this music, but
I was bored. This is my own fault, probably,
but a hundred years on and it no longer cuts
the mustard.
Next was Poulenc’s Les Biches with
Bronislava Nijinska’s choreography. This was
better. The music was fresh and inventive,
the action subtly erotic, the setting
evidently the Côte d’Azur, the men and
women so, erm, French. But it was that final
piece set to the Pathétique that crowned
the evening. Called Once Upon An Ever After,
it was a nod towards classical ballet by a
modern Australian choreographer, Terence
Kohler, and was a conflation of Sleeping
Beauty, Swan Lake and Giselle. It was funny,
exhilarating and occasionally outrageous
— the swans battle with the Wilis!
The third movement was a showpiece for
the corps de ballet, which was both majestic
and riveting.
Not having written on these pages for
a while, I’ve had no opportunity to extol
the New York Met’s live broadcasts that,
in the absence of anything watchable
on mainstream television, have become
important Saturday events for me. They
broadcast live in over 40 countries and to
over 40 venues in the UK, with 11 venues in
London alone.
My local is the Regent Centre in
Christchurch, a gem of an Art Deco cinema

now run by a Trust. In January 2008 the
18.00 Saturday audience filled about a
third of the theatre. Two years later, people
were queuing for return tickets for Carmen.
It’s a great experience and I can heartily
recommend it. Made possible by HD, it’s a
great boon to provincial opera lovers. Next
season will include Bryn Terfel singing in
the Met’s Ring Cycle. There’s a treat in store!

Recommended ﬁlm
The Band’s Visit
A ﬁlm that passed many people by at the
cinema, The Band’s Visit is a wonderful
tale of an Egyptian police band who head
to Israel to play at the opening ceremony
of an Arab arts centre, only to ﬁnd
themselves lost in the wrong town. It’s
a story all about how none of us is really
that different. In particular, the rollerdisco scene is a joy to watch.

Client entertaining
Chess-boxing
Chess-boxing sounds something of an
oxymoron, but a gladiatorial battle of
alternative rounds of chess and boxing is
a real spectacle. The winner of the bout
is the ﬁrst to either attain check-mate or
knock the other contestant out. On my
visit, one combatant accidentally left his
queen hopelessly exposed and the crowd
were baying for blood.
Visit the World Chess Boxing
Organisation at www.wcbo.org for details
of the next event.
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Stephen Paines

This month, Stephen speaks to Mat Thomas and Will Swales about
becoming an actuary having studied an unconventional degree

Diversiﬁed portfolios
What degree did
you study?
Philosophy.

Why actuarial?

Mat Thomas is an
associate investment
consultant at Lane,
Clark & Peacock

I thought that the
profession would
give me a chance to
think critically and I
was keen to work in
a field where some
maths would be
useful.

What did your employer make of your
degree?
I don’t remember my degree being raised as
a concern in any of my interviews. I think
my employer was more interested in my
ability to approach problems from different
angles and how I would work in a team
environment.

What degree did
you study?
Classics.

Why actuarial?
Classics was fantastic
for transporting your
mind from dusty
books and dusty
Will Swales is an
libraries to the great
actuarial analyst at
clashes of ancient
The Phoenix Group
civilisations, but it
doesn’t offer much
scope for getting your hands dirty in the
modern world (save the obvious exception
of archaeological digs).
I wanted to work in a profession where I
could aim to get as much understanding of
the modern world as I have of the ancient
one. I also wanted to challenge myself
— given that Kolmogorov equations are
about as far away from Virgil and Catullus
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I had two Maths A-levels so there wasn’t
any real concern that my Philosophy degree
would be a drawback, and having a good
grade in a well-regarded subject from a
respected university was a positive rather
than a negative. That said, I got very swift
rejection e-mails from some larger firms that
had automated online application forms,
which may have been caused by ticking the
box next to Humanities under ‘degree area’!

What does your background give you
that other actuarial students lack?

Are there any drawbacks to having a
‘non-mathematical’ degree?
The early exams are a bit of a shock to the
system when you haven’t done maths for a
while, and I think students with a nonmaths background may struggle with some
of the areas that actuaries practise in. For
example, I don’t think I’ll ever be developing
complex technical pricing models. However,
as the range of functions actuaries perform
widens, then opportunities for students with
non-traditional skills should grow.

One of the biggest things philosophy
taught me was to look at even familiar
things from a range of perspectives and to
critically examine well-established ideas.
The importance of communication and
creative thinking to the profession cannot
be overstated, and students with nonmathematical subjects may have an edge in
these areas.

What advice would you give others
who have unconventional degrees
considering joining the profession?

that you could hope to get, I think I got that
one right!

What advice would you give others
who have unconventional degrees
considering joining the profession?

What does your background give you
that other actuarial students lack?

The numbers of actuaries working in ‘nontraditional’ fields is increasing year on year.
I would have thought that ‘non-traditional
fields’ and ‘unconventional degrees’
probably suit each other rather well. That
said, an actuarial career is one in which your
(Institute-guideline-compliant) calculator is
never far from your side, so if you do decide
to apply, emphasise your mathematical
credentials, whatever they may be. And
it’s always good to know what the normal
distribution looks like…

Actuarial work is as much about being
able to communicate technical concepts
to a wide variety of audiences as it is about
understanding them yourself. As I was
writing two essays a week during my degree,
I think it’s fair enough to say that I have at
least a small advantage here over those who
may have more familiarity with equations
than words.

Are there any drawbacks to having a
‘non-mathematical’ degree?
Absolutely none. A top grade at A-level
Maths is a perfectly sufficient mathematical
background (but also a necessary one) for
those whose degrees had them reaching for
dictionaries rather than calculators.

Don’t be put off by not having a Maths
degree, but be careful to choose an area
of the profession that suits your skills. Be
prepared to work hard at the exams, as you
may be starting from a few steps behind
students with more technical experience.

WALKED THIS PATH BEFORE?
Have you stepped onto the actuarial
ladder via a non-traditional degree? If
so, let us know at studentpage@
the-actuary.org.uk

www.the-actuary.org.uk

19/5/10 18:16:48

aotf@the-actuary.org.uk

Actuary of the future
Stephen Powell
Employer and area
of work
EMB — mainly
London Market
pricing, but also
reserving and capital modelling.

Describe yourself in three words
Competitive, analytical, innovative.

Tell us your formula for success
I enjoy solving other peoples’ problems
and most of the time I have the technical
and communication skills to do so.

What’s your best attribute?
Ability to be a geek when necessary and a
normal human being the rest of the time.

And your worst habit?
Avoiding studying for exams.

What is most likely to irritate you
about others?
Unnecessary laziness.

Alternative career?
Olympic sailor, asset manager, software
developer, mechanical engineer, lawyer or
general beach bum (i.e. windsurfing and
sailing instructor), to name but a few.

Best piece of advice you have ever
been given?
“Do more than appears to be required.
The ‘extra mile’ is the distance between
someone who achieves their goals
consistently and those who spend their
lives merely following.”

What is your greatest extravagance?
Either sailing or my girlfriend.

Is the glass half full or half empty?
Mostly half full.

What is the greatest risk you have
ever taken?
Jumping from a 20-metre-high cliff on
Koh Phi Phi in Thailand.

WHO WOULD YOU LIKE TO
SEE FEATURED HERE?
If you would like to nominate someone
for Actuary of the Future, please e-mail
AOTF@the-actuary.org.uk
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People/Comment

Book review
Andrew Smith reviews
Wall Street Revalued by
Andrew Smithers
Smithers’ central hypothesis is that asset
prices, stock markets and houses do not
wander randomly but rather rotate about
a fundamental value. Two methods of
fundamental valuation use Tobin’s q and
Shiller’s cyclically adjusted price-earnings
ratio (CAPE). These two methods are seen
to give similar valuations in the UK and
US markets for the last hundred years or
so. The resulting theory, the imperfectly
efficient market hypothesis (IEMH),
states that market prices rotate about
fundamental value rather than being
equal to it.
He argues for a central bank policy
objective to prevent assets diverging too
far from their fundamental level, using
not only the current levers of interest
rates and money supply but also flexing
minimum capital ratios in banks’ solvency
supervision. Such actions would have
pricked historic bubbles and prevented
the subsequent recessionary adjustments,
to the benefit of society as a whole.
Most of the book focuses on empirical
evidence in market prices for IEMH
in contrast to EMH. Several forms of
evidence are offered:
■ Volatility compression, that return
standard deviation as a function of holding
period grows less quickly than would be
expected if returns were independent
■ Charts showing volatile market prices
and their relation to more stable measures
of fundamental value
■ Demonstrating the ability of q and
CAPE to predict stock market returns,
in defiance of EMH assertions that such
prediction is impossible.
However, I would prefer to see these
tests in a more formal statistical setting.
It is often unclear what hypothesis
is being tested, what the alternative
hypothesis is and how significantly the
data supports the conclusion. Many of
the charts can be summarised as saying
that investment returns are relatively
higher if you start from a point in time
when prices were historically low. The
problem Smithers fails to address is that
this arithmetic observation holds whether
markets are efficient or not. Deprived of
a rigorous statistical trail from data to the
conclusions, the reader can only take on
trust many of the book’s key hypotheses.

Wall Street Revalued is published by John Wiley &
Sons. RRP £16.99
I would also liked to have seen more
development of Smithers’ proposals for
central bank operation. It is naive to think
that the use of bank capital ratios as a policy
instrument could prevent asset bubbles with
no other consequences.
Alongside the successes of IEMH,
there are also some failures. According to
Smithers, the average value of q should be 1,
but the calculated average turns out to be
0.63. The explanation, naturally enough,
is not a shortcoming of the theory itself.
Instead, the fault lies with mischievous
accountants whose financial mis-statements
mislead the casual reader into questioning
Smithers’ view of the world.
Thomas Kuhn famously characterised
scientific development in terms of
paradigm shifts: revolutionary transitions
from one accepted theory to another.
Smithers repeatedly quotes Kuhn, taking
the egocentric perspective that progress in
finance consists of everyone else shifting
their paradigms in favour of Smithers’
own views. Smithers does not publish his
research in peer-reviewed journals. His book
reveals this not to be a deliberate choice, but
rather a conspiracy in which a secret inner
circle of academics maintain an irrational
creed of market efficiency and block the
publication of any paper questioning it.
This is an interesting book with many
challenges to conventional thought. Andrew
Smithers is optimistic that his proposals
for central bank reform could consign
asset bubbles and their painful corrections
to history. Stability would be a nice thing
and, at a time when mainstream economics
seems unable to deliver it, readers may be
persuaded that his hour has come.
Andrew Smith is a partner at Deloitte.
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Puzzles

Coffee break

June prize puzzle

Literally giving it 110%

For your chance to win a £50 amazon.co.uk voucher, all you need to do is find the answers to the clues below — all of which are connected
by a common theme — and send them to puzzles@the-actuary.org.uk by 14 June.
1. Attachable cricket stadium
2. Big hair
3. Break country into parts
4. Cache
5. Constant weight
6. (Currency of) England
7. East coast stars
8. Epistles
9. Fast capital
10. Genuine capital
11. Grind down barrier
12. Homeric warrior
13. Inter
14. Literacy
15. Of winter quarters

16. Organ bank
17. Parent fine
18. Pensioners’ abode
19. Plant burrow and gems
20. Poet, economist academics
21. Popular musicians
22. Recent chess move combined
23. She rules Australia
24. Sink capital
25. Sum associate mixtures
26. They patrol the royal estate
27. They use jumpers for goal posts
28. Water dish
29. West coast stars
30. Wooden centres

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 picked at random.
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 454

Prime Nimbers

My son is playing me at a variant of Nim. We start off with a
central pile of chocolate buttons — the first player’s first move
is to decide how many buttons are in the pile to start with
— and take turns to remove a prime number of them from the
stack. This continues until it is no longer possible for a player to
remove a prime number of buttons — the other player wins the
round (and so gets to eat one of the buttons). Two questions:
1) There are 200 buttons in the packet. What is the largest
number of buttons the first player can choose to put in the pile
and still be guaranteed to win the round with correct play?
2) If I had an infinite supply of chocolate, there would be an
infinite number of winning first moves available to me. True or
false?

Bridge
The bridge column is aimed at improvers rather than
established players — a useful guide for beginners can be found

Bridge challenge 5
As South, you pick
up this lovely hand
and open an Acol
2NT. With 13 points,
Partner bids 6NT.
The lead is 10♥.
How do you play
to give yourself the
best chance of 12
tricks?

54

June 2010

054-055_Actuary_0610 Puzzles.ind54 54

Puzzle 455

An inside job

I have a cube A and regular octahedron B of the same volume as A.
Octahedron C lies entirely within A, with the vertices of C coinciding
with the midpoints of the faces of A. Similarly, cube D lies entirely
within B. What is the ratio of the volumes of C and D?

More puzzles online
To access the puzzles archive or to play daily interactive
Sudoku, visit www.the-actuary.org.uk/puzzles.
The puzzles editor is pleased to receive ideas for new
puzzles from readers at puzzles@the-actuary.org.uk

at www.ebu.co.uk/education/learning/default.htm.
Please send any comments you have to Tom Bratcher at
puzzles@the-actuary.org.uk

Two bites at the cherry
♠9753
♥AK3
♦KQJ
♣763
N
W

E
S

♠AK6
♥QJ6
♦A1074
♣AKJ
www.the-actuary.org.uk
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Solutions for May 2010
Puzzle 452 solution

Clockwatching

Puzzle 453 solution

Taking some stick

1) A right angle is formed 5,748 times.
Over the course of 12 hours, the hour hand
makes one complete circuit of the clock
face, the minute hand 12 circuits and the
second hand 720. Therefore, during this
time one hand will pass another
(720-12) + (720-1) + (12+1) = 1,438
times — the hands start in the same place
and any two will form a right angle twice at
every pass, making for a total of 2,876 right angles.
However, some of these right angles occur simultaneously: the
simplest way of counting these is to calculate the position of the
second hand on the occasions where the hour and minute hands
are coincident, opposite each other or at right angles. In fact, two
or more right angles are only formed twice (at three o’clock and
nine o’clock). Therefore, a right angle forms 2,874 times over the
course of 12 hours, or 5,748 over a 24-hour day.
2) In 55 days’ time (25 June).
The hour hand takes 55 minutes to move between any two
numbers and so will complete a circuit of the clock every 11 hours
— and so be back in its original position at midnight every 11 days.
During this time, the minute hand will have lost two minutes an
hour — or 528 minutes. Therefore, it will be pointing to 12 minutes
past the hour at midnight after 11 days, and will be back in the
correct position after 55.

Call piece i the piece immediately clockwise of the ith break made
— by symmetry, each piece has the same probability distribution
of size, and the probability that piece i is larger than half the circle
is just 21-N, as each of the other N-1 cuts would need to be in the
other half of the circle. At the most one such piece can exist, so the
overall probability that none does (and so an N-sided shape can be
formed) is (1 – N*21-N)). For N=3 as in the first instance, this gives a
probability of ¼.

Bridge challenge solution 4

May prize puzzle solution Biblia panagrammatica

Double jeopardy

Partner has doubled the pre-emptive bid of 3♦ from your left-hand
opponent, primarily for take-out. Right-hand opponent passes.
Which one would you bid 3NT on, and what would you bid with
the others?

1

♠
♥
K1075 1097

♦
2

2
3

875
K75

KQ105 A64
A85
AJ109

4

K1075 J1097

J32
J32

A

♣
KJ432

QJ32

Your bid
3♠
PASS

3NT
4♦

1) A weak hand. Bid at minimum level and prefer a major to a
minor.
2) This hand does not fit well with Partner, but you have good
diamonds so convert Partner’s take-out double into penalties.
3) With a good stop in diamonds and something in the other
suits, 3NT stands a good chance.
4) With 11 points, you want to be in a game but let Partner
choose the denomination by making a cue bid in the opponents’
suit.

May prize winner
Congratulations to this month’s winner, Felicity Kirk, who
wins a £50 Amazon voucher.

www.the-actuary.org.uk
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An equivalent procedure is to take a circle and make N
independent uniformly distributed breaks in it, and to calculate the
probability that no piece consists of more than half of the circle.
(To see this, take the original stick, bend it carefully into a circle
and then spin it at random so that the end of the stick could lie
anywhere — and then make (N-1) further breaks.)

Across: CARTON, LAPSE, HAS, INTEGRALS, PAMPER, QUADS, KIN,
MARBLE, SEXIST, ORE, NEARS, NO HELP, AMORTIZES, EVE, TARTY,
BELTER
Down: CHORE, MOTET, DIVA, SNOGS, PAULI, LEADS, JAPERS, BREAM,
RIPE, QUITE, TAN, PEKE, WAN, LIVERS, SITAR, FLOAT, HEATS, VENAL,
FELT
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Appointments

Sponsored by

People moves

David Pettitt

Nick Atkin

David Pettitt has
been appointed
by Goddard Perry
Consulting to
set up a new
actuarial practice,
Goddard Perry
Actuarial. Mr Pettitt
was previously
managing director
at Cartwright
Group and head
of international
pensions at
Pricewaterhouse
Coopers (PwC).

reporting.
Niall Clifford has
joined the life team
from Deloitte.
Mr Clifford brings
financial reporting,
replicating
portfolios
and finance
transformation
expertise to the
team. Prior to
Deloitte, he spent
over five years with
Hibernian in Dublin
across a variety
of actuarial roles,
including product
development.
Malcolm Higdon
brings additional
pricing experience
to the non-life
consulting team,
having previously
held a role as group
pricing director at
RSA Group.
The actuarial
team is also being
strengthened by
the recruitment of
a manager, Howard
Skipper from
Nationwide Life,
who has extensive
financial reporting
experience and over
20 years’ experience
of the life insurance
industry.

Atkin & Co, the
pension scheme
administrator
and actuarial
consultancy,
recently announced
the appointment of
Nick Atkin, head
of consultancy
services to the
board of directors.
This follows the
promotion to the
board in late 2009
of colleague Marian
Elliott, head of
actuarial services.
KPMG has recently
made the following
senior hires at
principal advisor
level:
James Cruttenden
has joined the
life team from
Ernst & Young.
His experience
focuses on finance
transformation and

Lane Clark & Peacock
(LCP) has appointed
the following four
new partners:
Ben Adams, who

joined LCP in
2000 and qualified
as an actuary in
2003. Mr Adams
advises companies
and trustees on
their pension
arrangements. He
is a member of
LCP’s M&A practice
and has extensive
experience advising
clients on pensions
aspects of sales and
acquisitions.
Rob Guthrie, who
joined LCP in 2002
and qualified as an
actuary in 2005.
Mr Guthrie has
extensive experience
covering all
aspects of pension
provision, including
investment
strategy, liabilitydriven investment
solutions and
the investment
aspects of buyout
transactions.
Richard Mills, who
joined LCP in 1999.
Mr Mills works with
a range of trustee
and corporate
clients, advising
on all aspects
of their pension
arrangements. He
also manages the
development of
LCP’s in-house
actuarial software.
Tim Marklew , a
member of LCP’s
international team.
He specialises
in advising
multinational
companies on
managing their
pension schemes,
both in the UK and
around the world.

Aon Benfield recently
announced the
promotion of
Paul Kaye to head
of actuarial and
enterprise risk
management within
its international
analytics team. Mr
Kaye has been with
Aon for ten years
and previously
worked for
Commercial Union/
CGU. Mr Kaye
brings 23 years of
practical experience,
ranging from
underwriting and
reinsurance analysis
to strategy and
capital modelling
for large global
insurance groups.
The actuarial
team at Aon will
also be enhanced by
the appointments of
two senior actuaries:
James Karim brings
ten years’ actuarial
experience in
reinsurance and
banking, focusing
on specialty lines.
He joins from ABN
Amro.
Thomas Cordier has
eight years of nonlife experience and
joins from PwC in
London. Previously,
he was part of the
Tillinghast practice
at Towers Perrin in
Boston, USA.
Simon Lawrence
has recently started
his own pension
consulting firm,
Triangle Pensions,
and is director.
Mr Lawrence was
previously at HSBC

Actuaries and
Consultants and
Hewitt.
Peter Montagnon
has been announced
as senior investment
advisor to the
Financial Reporting
Council. He will
join the FRC in
early June.
Mr Montagnon
joins the FRC from
the Association
of British
Insurers, where
he was director of
investment affairs.
Prior to joining
the ABI in 2000,
he worked at the
Financial Times. He
is also a visiting
professor at the
Cass Business
School.
Peter Hardy
has joined
global actuarial
recruitment firm
Acumen Resources
as a senior
consultant. He was
previously director
of corporate benefits
at Aviva UK and,
more recently, a
senior consultant
within the life
insurance practice at
Ernst & Young.

Peter Hardy
Pedro Ortiz has
joined AXA Global
Distributors in
Dublin as product
specialist for
Spain. Previously,
Mr Ortiz worked
as international
product actuary
at AIG Life/Alico
and as a consulting
actuary for Hewitt.
D W Simpson,
the actuarial
recruitment firm,
announced the
appointment
of Shirley
Cunningham as
director for the
United Kingdom
& Ireland markets.
Ms Cunningham
has over 15
years of actuarial
recruitment
experience gained
within the UK,
working on
executive search
assignments across
all markets and
with actuaries at all
levels.

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

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

Specialist Actuarial Recruiters
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