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Quarterly review
The first quarter of 2009 has stormed
by, literally in some places, though not
without leaving significant financial
debris in its wake. Yet more institutional
giants have been felled and the rating
agencies, caught napping last year, have
had their wake-up call. AIG reported the
worst quarterly loss in corporate history
and outrage over unjust compensation
packages, political drama and more
government bail-outs continue to
dominate the headlines.
There are, however, different angles to every story. If I imagine
myself at my (admittedly distant) retirement age, I would consider my
situation less than wretched if my £700k pension, in today’s terms,
was the cause of national debate. Tilting the lens, Paul Thornton and
Richard Hall highlight in their article the concerns of sponsors and
trustees in a deep recession.
This month’s issue focuses on healthcare, reinsurance and general
insurance. I see glimmers of hope in these industries as general
insurance and reinsurance rates show signs of hardening. Visit our
website (www.the-actuary.org.uk) for an informative piece on the
history of reinsurance, and for readers attending the Health and Care
Conference in May previewed on page 34, our healthcare features
provide some relevant refreshers.
Thank you to the well-wishers from all corners of the globe that
have made my first month as editor a delight. Please continue to send
in your letters and articles; the success of this magazine is highly
reliant upon contributions from readers, and the diversity of content
makes the magazine a pleasure to both edit and read.
Finally, good luck to all the students preparing for their upcoming
exams. I hope that you find the tips on this month’s student page a
useful supplement to your diligent studies.
Marjorie Ngwenya
Editor
editor@the-actuary.org.uk
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Letters

Your view

Sponsored by

Letters to the editor
In which actuaries ponder government debt
and universal pension schemes

Letter of the month
Not so easy money
The current policy of quantitative easing seeks to remove government and corporate debt
from the financial system — effectively replacing it with cash. By writing off government
debt, government and corporate bond yields reduce as bond market prices rise. One
consequence will be a rise in the value of pension fund liabilities, unless there is a
corresponding fall in the market’s expectation of future price inflation.
The problem is what happens next — if the economy recovers, one can expect the
extra money in the economy to stoke price inflation. Future government debt will need
to be paid back and the issuance of more gilts will depress bond prices and increase
yields. With many funding strategies measuring liabilities using a gilts-based interest rate,
this will mean that the value of liabilities could fall.
In this kind of scenario pension funds will find it difficult to steer a sensible path
through the changing economic conditions. Many employers will curse their schemes, fed
up at being at the mercy of government policy and mark-to-market liability measures.
The future could well be even more volatile than the present.
Actuaries need to be aware that even mark-to-market techniques have limitations and,
while we always knew they would produce volatile results, we may well begin to lose
credibility as a profession if we cannot adapt our techniques to what are very unique
circumstances.
Danny Vassiliades
13 March 2009

The writer of the letter of the month receives an iPod Shuffle kindly supplied by Hazell Carr

State pensions’ track records
A former colleague sent me a copy of
your review of 100 Years of the State Pension
— Learning from the Past.
Two things struck me:
n The account of the social impact on some
UK citizens of the first state pension in 1909
is echoed today in several poor countries
that have started modest universal pension
schemes for the elderly — examples include
Lesotho, Nepal and Samoa. The website
www.pensionreforms.com (of which I am
the principal editor) gives access to those
countries’ experiences.
n The UK’s current record is not a proud one
as your reviewer implied. According to the
OECD (Growing Unequal? Income Distribution
and Poverty in OECD Countries, 2008), about
10% of the UK’s over-65s qualify as “in
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poverty” (receiving income of less than 50%
of the whole population’s median). That has
improved in the last decade and is better
than some other countries (such as Australia
27%; Greece 23%; Ireland 31%; Japan 22%;
Switzerland 18% and the US 24%). The
‘champions’ are a diverse group — Czech
Republic, Netherlands and New Zealand,
which all have only 2% of pensioners living
in poverty, as defined.
Pensioner poverty in the UK is a problem
today that will not be helped by the changes
to pension arrangements currently being
discussed. The new pension structure
probably won’t resolve tomorrow’s problem
either.

Flexible futures
The March edition of The Actuary
contained, on page 19, a news article
relating to KPMG’s flexible futures
initiative. We would be grateful for the
opportunity to clarify what this initiative is.
Flexible futures is a facility that we can
call upon if necessary to ask relevant staff
to temporarily reduce their working hours
should we need to. The scheme is designed
to allow us to flex our cost base while
retaining our most talented people. We
currently have no plans to implement the
facility in either our insurance or pensions
actuarial practices.
John A. Jenkins and Alastair McLeish
5 March 2009

Meredith Smith
In your July issue last year, you published
a delightful article celebrating the 100th
birthday of Meredith Smith, giving a full
account of his professional career. I am
sorry to say that Meredith passed away
on 28 February. However, I am pleased
to record that he was pretty successful in
maintaining his independence until a few
days before the end. For me, he was the last
link with the generation already in senior
positions when I entered the world of life
assurance in 1948.
Roy Colbran
10 March 2009

Your letters
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please e-mail us
at actuaryletters@incisivemedia.com
The deadline for receiving letters for the
May issue is 15 April 2009.

Michael Littlewood
11 March 2009
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Soapbox

Elizabeth Feltoe

Elizabeth Feltoe considers the consequences of an ageing population
from a social care perspective

What next for social care?

L

ong before the credit crunch took
hold, social care was generally
accepted to be in crisis. Poor quality
services, a chronic lack of investment
and an under-appreciated workforce led
to criticisms that it was failing to deliver
care and support for the people who need
it most.
The state of the economy is the
defining issue of the times — but while
the period of economic, political and
personal insecurity continues, so too
will the growing need for social care and
support. The UK has an increasingly ageing
population — over-65s now outnumber
under-16s for the first time and generally,
people are living longer. By 2017, it is
expected that nearly seven million older
people will struggle to walk up a flight of
stairs, and more than one million people
aged 75 plus will find it very difficult to get
to their local hospital.
The growing need for care and support
services will run alongside increasing
downward pressure on public spending. By
2013/14, public spending is projected to
have fallen by £37 billion (Green Budget
2009, Institute for Fiscal Studies, 2009).

A political conundrum
Politically, social care seems to be in the
‘too hard’ basket. There are rumblings from
Labour regarding their policies for the
future and promises of a Green Paper which
will look at options. However, there is the
question of ‘how green is green?’ There is
no guarantee of a White Paper or legislation
following the Green Paper, so it could
simply drop off the agenda before a general
election.
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More needs to be said by the
Conservatives about their policy planning
in this area. The Liberal Democrats
meanwhile have proposed a universal
minimum entitlement, which could be
topped up by individual contributions
matched by the state. A political consensus
is urgently needed, but it is difficult when
the parties themselves seem unable to
decide what to propose for the future.
In challenging financial and political
times, what will happen to older people
needing care and support? How can we
improve the quality of life for our ageing
population?

The options
One option is to increase taxes so that the
state can provide the services. Yet we have
a lower proportion of working people to
retired people than ever before, and there
is a question about placing the financial
burden on younger generations who are
already struggling to get onto the housing
ladder, pay into a pension and pay off
student loans.
Alternatively, we could release capital
from existing sources — property, shares or
savings — or tax people at particular points
in their life. The money could be paid
into a specific ring-fenced fund for care,
or added to the general pot of taxation.
Another option is to put a heavier
emphasis on the role of the individual and
their own responsibility by making sure
they can afford care services when they
need them.
From a fiscal perspective, essentially it
boils down to three options: more money
from the state, more money from the

individual or a combination of both.
Around 1.25 million people — mostly
family members — provide more than 50
hours of care per week through informal

» A political consensus

is urgently needed, but
it is difficult when the
parties themselves seem
unable to decide what to
propose for the future

«

care networks (Carers UK, Facts about
carers, 2009). Removing the disincentives
and barriers to caring, increasing income
replacement benefits, providing respite
services and, most importantly, giving an
option not to care, must surely form part
of the solution to the future conundrum
of care.

Where to from here?
We need to understand the importance of
addressing this issue now so that future
generations of older people can live
independently. We also need a new funding
settlement which balances the state’s
responsibility to care for the most vulnerable
in society, alongside a wider recognition
that individuals will also need to contribute
financially to their own care and support.
One thing is for certain, without drastic
improvements, the future looks deeply
challenging for our older population.
Elizabeth Feltoe is a senior social care policy officer for
Age Concern and Help the Aged
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News in brief
Research ﬁndings published
Many of you took part in the focus
groups, interviews and online survey
organised by Living Designs as part of the
research around the proposed merger.
The findings of this research have now
been published. You can find a copy of
these findings enclosed with this issue of
The Actuary.

Tell us what you think
A survey of all members
of the Faculty and
the Institute is
being conducted
with the aim of
understanding
your wants and needs
in relation to services
provided by the Profession.
Please take this opportunity
to let us know your views and to help
shape the future provision of services by
taking a few minutes to complete the
questionnaire at www.surveymonkey.com/
actuaries_member_services. The link will
remain open until 9 April.

Using strategic concepts
Are you involved in strategic discussions
and decisions with your employer or
client company? Would you benefit
from developing your skills in dealing
with strategic concepts? This workshop,
on 22 April at Staple Inn, could help
you improve your knowledge and
understanding. Three further workshops
will be run later this year. Delegate
numbers will be limited to a maximum of
20 on each date. For more details please
go to www.actuaries.org.uk/conf/using_
strategic_concepts

Campaign to bring members and graduates together
The increasing importance of risk
management today, not only across the
financial services sector, but beyond into the
broad world of business, offers unprecedented
opportunities for actuaries.
While there are a number of commercially
recognised risk management qualifications,
some benefiting from having ‘risk’ in their
name, none provides the comprehensive
understanding of risk offered by the actuary.
With a greater awareness of actuaries and their
skill-set among business audiences, members
of the Profession would have the potential to
position itself in the market as the experts in
risk management.
In addition, many of these roles require
candidates to have a broad understanding of
business and strong communication skills.
The Associate qualification is ideally tailored
to provide this combination of breadth and
depth. However, it will also be increasingly
important for the Profession to attract
graduates with these communications and
business competences.
To meet this need, the Profession is
launching a campaign to build awareness of
the Associate qualification among graduates
and school students. The campaign comprises
a combination of online and print advertising,
e-mail, social networking and video.
The messaging and approach for the
campaign resulted from research on the
potential for the Associate grade which
explored the graduate market as well as areas
of non-traditional employment. Feedback

was also gained from student members and
a report of the findings can be viewed on
the following web link: www.actuaries.org.
uk/careers/associate_survey.pdf
The research showed that graduates highly
value first-hand information on careers from
those working in a particular profession.
Additionally, the online world is second
nature to today’s graduates, from informationgathering on Google and relevant forums, to
networking on Facebook and searching for
their next career opportunity on graduate
websites such as Milkround or Prospects.
The campaign aims to engage graduates in
these virtual environments, allowing them
to interact with other potential and current
students as well as existing members of the
profession. The campaign will help graduates
understand the journey to becoming an
actuary as well as the breadth of opportunities
that exist and, more generally, build awareness
of the profession.
Another important strand of the campaign
targets student members of the Profession,
as it will be the members who act as ‘live
testimonials’, bringing their day-to-day
experiences to life for graduates.
All members of the Profession who
participate in online forums, or are members
of alumni website or social networks are
encouraged to participate. Further information
on the campaign and the messages we wish
to promote to school students and graduates
are available at www.actuaries.org.uk/careers/
associate_campaign

Institute president visits actuaries in Kolkata

Have your say on mortality data
The Profession is reviewing its role in
relation to the provision of mortality and
morbidity data, historically undertaken by
the Continuous Mortality Investigation
(CMI). During April, it will consult widely
with current CMI contributors (life offices
and SAPS contacts), medical insurers,
general insurers, overseas actuarial bodies
and other interested organisations,
including regulators, the ABI and NAPF.
The consultation will also be open to
individual members of the profession. To
have your say, please go to the website and
complete the questionnaire, which will be
available later in April.

10
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Institute president Nigel Masters visited India in February to attend the HSBC Global Actuarial Function in
Kolkata. He was invited by Liyaquat Khan, head of the Global Actuarial Function. Other attendees included
19 actuaries, all members of the Institute, who carry out actuarial functions for HSBC-owned entities in the
UK, Ireland and Malta.
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New editor calls for papers for revamped Annals
The new editor of the Profession’s Annals
of Actuarial Science is calling for papers for
the re-launched journal. Professor Angus
Macdonald FFA said he was looking forward
to publishing the journal, which could be
particularly relevant in the current financial
climate.
“Articles in the journal have the potential
to make a far-reaching impact. To the extent
that actuaries have skills that might have
helped to ameliorate recent events, our
readership should not be confined to the
profession.
“It can play a part in rebuilding the
market following the crisis by attracting
authors who have the key insights into how
to do that.”
Submissions should pose interesting
questions, offer innovative solutions or
significant progress, and have relevance
to some recognisable part of the actuarial
community. Professor Macdonald said that
he aimed to help make the journal one of
the best in the world in its discipline in the
next decade.
“Annals of Actuarial Science’s international

News in brief
Open forums in April

nature is important in ensuring that UK
actuarial practice is informed by new
thinking from anywhere. A fully refereed
journal, as it is, aims to attract and
promulgate the highest quality of original
work which propels fresh thinking.”
The re-launched journal will also be
published in full colour for the first time.
For further information on submitting
a paper, please go to www.actuaries.org.
uk/knowledge/publications/annals/guidelines_
for_authors
An interview with Professor Macdonald
is also available at www.the-actuary.org.uk/
annals/guidelines_for_authors

Updated disciplinary schemes set for formal approval
As members will be aware, a review of the
of the Institute and the rules and by-laws
disciplinary schemes, conducted on behalf
of the Faculty to implement the updated
of the Faculty and Institute Councils by the
disciplinary schemes at a special general
Disciplinary Board, is now available on the
meeting (SGM) of the Institute of Actuaries
website at www.actuaries.org.uk/regulation/
to be held at Staple Inn, London on 27 April,
disciplinary_schemes_review. The deadline for
and at an SGM of the Faculty of Actuaries
comments is 31 March 2009.
to be held in the Merchant Company Hall,
It is currently planned to seek the formal
Edinburgh on 29 April. Confirmation and
approval of members to amend the by-laws
details will be sent in due course.
GB2331_EXACTVAL_efficiency_advert2.qxd 10/2/09 11:27 am Page 1

Three open forum meetings are planned in
April. Corporate bonds will be the subject
of the ‘Our Changing Future’ meeting at
Scottish Widows in Edinburgh on 2 April.
The Faculty of Actuaries Students’ Society
(FASS) will be discussing current topics at
Scottish Widows in Edinburgh on 6 April.
A debate on the economic, health and
social benefits of care-coordination for
older people will be the subject of a joint
debate between the Profession and the
International Longevity Centre UK at Staple
Inn on 28 April. For more details on all
these events, please go to www.actuaries.org.
uk/events_listing/ap_events

Current issues in general insurance
This seminar, on 6 May at the Barbican
Centre in London, will include
presentations from senior actuaries and
insurance professionals on managing a
business in a downturn, learning from the
downturn, an update on regulatory issues
from the FSA, current developments at
Lloyd’s of London, and in Ireland. Other
presentations will cover model validation
and pricing for value creation.
The seminar is designed to inform,
encourage thought and provoke discussion.
It offers the chance to hear from an
impressive group of speakers, to engage in
debate on hot topics and to network. It is
of value to all qualified and nearly-qualified
actuaries working in general insurance
in the UK and Ireland. To book online
please go to wam.actuaries.org.uk/members/
transactions/conference_booking

External Actuarial Valuations

Valuation Efficiency
We’ll take a closer look
ExactVAL specialises in carrying out pension scheme
valuations. Our Valuation Efficiency Review can
provide your company with a bespoke, confidential
survey of your valuation processes.
Review includes:
• In depth analysis of systems and costs
• Structured set of recommendations
• Advice on implementation and ongoing review
For more details, visit our website on

www.the-actuary.org.uk
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www.exactval.co.uk/efficiency or call us on 01727 830462
April 2009

11

18/3/09 16:44:36

News

Profession

News in brief

Generic Reporting Standard consultation

Variable annuity seminar

The Board for Actuarial Standards (BAS)
published a further exposure draft of the
Generic Reporting Standard (TAS R) on 5
March, together with an analysis of the
responses to the first exposure draft.
The content has not changed
significantly, but there are changes in the
structure and style of TAS R. At the same
time, BAS is consulting on a proposed
change to the scope of its generic TASs,

This seminar, on 15 May at the Law Society
in London, will cover developments in,
and issues raised by, variable annuity (VA)
rates. Presentations will cover product
proposition and VA risk management, as
well as other VA-related topics. For more
details please go to www.actuaries.org.uk/
conf/developments_variable_annuity_market

Life actuaries — save the date
The major proposition developments and
marketing initiatives which have taken
place within the life industry during
the past year will be the subject of this
seminar, on 22 May at Staple Inn. For
more details please go to www.actuaries.org.
uk/conf/market_developments

Register for pensions conference now
Registration is now open for the
Profession’s 2009 Annual Pensions
Conference, 3-5 June at the Queens
Hotel in Leeds. The programme will
include sessions on the current economic
challenges, the future of pensions social
policy, and what risk management might
look like in the future. For further details
please go to http://www.actuaries.org.uk/conf/
pensions_conference2009

Risk and investment conference
Managing
liquidity is the
theme of this
year’s risk and
investment
conference,
21-23 June at
the Grand Hotel
in Brighton.
Recent events in
global financial
markets have
highlighted the importance of financing
and investment risk, particularly funding
liquidity and market liquidity, in the
context of enterprise risk management.
Many of the financial institutions advised
by actuaries will be looking to generate
returns by taking advantage of liquidity
conditions at the same time as managing
their liquidity risk. To register online
please go to www.actuaries.org.uk/members/
transactions/conference_booking

Did you know?
The first £5 notes were issued by the Bank
of England on 15 April 1793.

12
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in order to apply them from their
commencement date to all Reserved Work
as defined in BAS’ Scope & Authority
documentation. These proposals would
result in TAS R applying to all Reserved
Work in progress on, or started after, 1 April
2010. The consultation period ends on 29
May 2009 and copies of the exposure draft
can be downloaded at www.frc.org.uk/bas/
publications/pub1883.html

IAA puts out call for life insurance papers
Authors are invited to submit papers
on any actuarial subject relevant to life
insurance mathematics for the third
IAA LIFE Colloquium, 7-9 September
in Munich. The organising committee
welcomes scientific papers, working papers
written by national or international task
forces and working parties, and papers
from practitioners describing open
problems that might benefit from further
scientific analysis.
The principal scientific themes of the
Colloquium are:
n Biometric risks and their securitisation
n Designing life insurance products
n Life insurance and financial markets
n Solvency, accounting and the evaluation
of life insurance business.
Submissions (in English or French) of
contributed talks should include full name,
affiliation, postal and e-mail addresses,
telephone number, the title, an indication

of the principal scientific theme, keywords
and a one-page abstract explaining the
main ideas of the contribution.
Submissions should be e-mailed to
lifescientific@aktuar.de and abstracts must be
received no later than 31 March.
The Colloquium is hosted by the
German Actuarial Association DAV
(Deutsche Aktuarvereinigung). It will be
followed by the 19th International AFIR
Colloquium, 9-11 September.

Contacts and information:
n Note that significantly reduced
registration fees apply to accepted
speakers
n Conference website: www.actuaries.
org/Munich2009/Home_EN.cfm
n LIFE Scientific Committee:
lifescientific@aktuar.de
n Conference organiser: afirlife2009@
aktuar.de

Colin Wilson awarded inaugural Sloan Prize
Faculty vice-president John Hylands
presented the inaugural Sloan Prize to
Colin Wilson FIA at a Faculty sessional
meeting in Edinburgh in February.
The award recognises the best spoken
contribution at a sessional meeting in
Scotland by a student or an actuary who
has been qualified for less than 15 years. It
aims to encourage actuaries of the future to
contribute to discussion and debate within
the professional body.
Ronnie Sloan FFA, whose donation made
the award possible, said he hoped the
award encouraged members to contribute
to sessional meetings.
“I hope that the new award may help
to reinvigorate our actuarial meetings in
Scotland over the coming years,” he said.
The award is open to students and
fellows of any recognised actuarial body,
provided that the relevant meeting takes

Colin Wilson (left) accepts Sloan Prize
from John Hylands
place in Scotland. Four Sloan Prizes, of £75
each and which are to be RPI-indexed, will
be awarded each year for the next 25 years.
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Record number of schools take maths challenge
Snow and school closures were not
enough to stop a record number of schools
competing in the 2009 UK Maths Trust
Intermediate Challenge.
The event, sponsored by the Profession,
was scheduled for 5 February but, due to
adverse weather conditions, school closures
meant that some students took part on
following days.
This year, 3198 schools entered the
competition, four more than the previous
year. The Challenge is open to students
in Year 11 and below in England, S4 and
below in Scotland and Year 12 and below in
Northern Ireland.
Students answer a series of maths
questions, and 40% of students receive
gold, silver or bronze certificates, depending
on their performance.
Organiser Mary Wimbury said the
Challenge was designed to provide students
with an enjoyment of maths and challenge
their thinking.
“It involves answering 25 questions of
increasing difficulty which aim to stimulate

ATRC 2009
Call for Papers
mathematical thinking beyond the school
curriculum,” she said.
Ms Wimbury said that students had been
determined to take part in the competition,
despite adverse weather conditions.
Around the top 500 entrants in each
age range were invited to take part in
the follow-on, full written papers on 13
March and a further 1700 in each of the
school year groups were invited to sit
a pan-European maths multiple choice
competition on 19 March.

News in brief
Life insurer taxation seminar
This seminar/one-day workshop, on 11 June at Staple Inn, is aimed at actuaries and other
insurance professionals who are involved in life insurance financial reporting and are
exposed to the impact of tax on financial results in both the modelling arena and from
a business planning perspective. It will also be of interest to senior management of life
insurers who have responsibility for reviewing tax results. Delegate numbers are limited to
a maximum of 20 on each date. For more details please go to www.actuaries.org.uk/media_
centre/events_folder/ap_events/life_insurer_taxation_seminar or book online at www.actuaries.
org.uk/conf/life_insurer_taxation

Buyouts and beyond
This seminar will focus on the future of reducing pension scheme risk in the UK. It will
take place on 12 June at the Royal Society of Medicine in London. Reducing pension
scheme risk is a high priority for companies, driven by factors ranging from new financial
reporting standards and heightened concern for the security of members’ benefits in
takeover situations through to uncertainty over future mortality improvements. After
a rapid growth in the number of providers willing to take on pension scheme risks and
a corresponding number of buyout deals, more recent times have seen greater variety
in the types of structure being used to transfer risks — a trend which current economic
circumstances seem likely to reinforce.
The seminar is organised by the Profession’s Life and Pensions CPD committees and is
intended to cater for a wide range of actuaries working in this field — pensions, life and
investment — as well as for non-actuaries involved in the market. For more details please
go to www.actuaries.org.uk/conf/buyouts_and_beyond

Market-consistent valuation
Market-consistent valuation (MCV) techniques have been at the forefront of recent MCV,
Solvency II and IFRS developments. This workshop, on 17 June at Staple Inn, will develop
delegates’ understanding of the basics, including the allowance for risk, interpreting
model results and understanding commercial application. For more details please go to
www.actuaries.org.uk/conf/market_consistent_valuation
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The 2009 Actuarial Teachers and
Researchers Conference will be
hosted by Queen’s University
Management School, on 13 and 14
August 2009. This annual two-day
event has been running now for
many years, hosted by a different
university each year, and provides an
opportunity for all those interested
in actuarial research and education
to share their ideas. We will be
encouraging participation from both
academia and industry. With the
expansion in universities offering
actuarial science programmes,
(Queen’s University Belfast being
one of the more recent to have an
accredited programme) and the
current heightened interest in many
areas of actuarial research, we are
looking forward to a vibrant and
successful event.
We would like to invite both
academics and practitioners to
submit papers on all topical areas of
actuarial research by 30 June 2009.
Papers must be in English. Papers
on all areas of actuarial research are
welcome, particularly in the topical
areas of risk management and
longevity modelling.
Please submit your paper
electronically to k.close@qub.ac.uk
For more details visit the website at
www.qub.ac.uk/mgt/ATRC2009
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Opportunities as ERM initiative rolls out
UK response to the Global ERM qualiﬁcation initiative
Report by Lindsay Smitherman, staff actuary

In October 2007 an international working
party was established, consisting of
representatives from key interested
members of the International Actuarial
Association (IAA), including the UK, USA,
South Africa and Australia.
Its objective was to develop a Global
Enterprise Risk Management syllabus, in
the form of a set of minimum required
learning objectives. Member associations
would then be free to develop their own
qualiﬁcations which, provided they met
these minimum objectives in both content
and depth, could gain accreditation
under this initiative. The end goal is
the establishment of an internationally
recognised ERM qualiﬁcation. The working
party presented its Global ERM syllabus
in near ﬁnal form at the November 2008
IAA Presidents Forum, where it was well
received.
As a committed supporter of the
initiative, the UK Actuarial Profession
has been both contributing to the global
syllabus development and working in
parallel on its own ERM syllabus and the
supporting educational material. Following
a fundamental review of subject CA1, the
next step has been the development of
subject ST9: Enterprise Risk Management
Specialist Technical.
It is the current intention to introduce
this new subject in June 2009 for ﬁrst
examination in April 2010. The UK ERM
syllabus is similar to the proposed Global
ERM syllabus, but not identical. For
example, greater weight has been given
to areas that the Profession feels have

been under-represented in the global
syllabus, such as operational risk. (More
details on the syllabus and core reading
content can be found on the ‘Student’
page of the March issue.)
So, who is going to be interested in
ST9? Anyone! For those studying to
become actuaries there are alternative
approaches. As well as being a new
option for those choosing their two
ST subjects under the fellowship
qualiﬁcation, it is also the intention
to introduce a new ERM associateship
qualiﬁcation. This will be gained via the
usual associateship route, but replacing
CT5 (Contingencies) with ST9. The aim is
for this level of qualiﬁcation to gain the
Global ERM accreditation.
For those who have already qualiﬁed,
ST9 will be available to study for any
members of the UK Profession. The
Core Reading might be used as general
reference material or as informal CPD.
Actuaries wishing to make it veriﬁable
CPD might choose to sit the exam. For
others with less self-discipline or time,
the development of CPD events for ERM
practitioners, utilising the ST9 educational
material, is under discussion — perhaps
through a series of workshops that could
be attended as a whole or only those
parts of speciﬁc interest.
Overall, there will be plenty of
opportunities for actuaries to educate
themselves in the ways of ERM, the
intention being to increase the recognition
of the skills that actuaries can bring to this
highly important practice area.

New senior research post
established for Profession
The Profession’s management
board has agreed to the
establishment of a senior post
to lead research activity. The
post, which may go to an actuary
or an academic, will be intended to
move the research agenda forward by
working with practice areas and member
interest groups, along with university
partners and funders, to generate relevant
research output to enable the Profession
to meet its declared aim of thought
leadership. For more information please
contact trevorwatkins@actuaries.org.uk

Prizes awarded for
September exam diet
Institute president Nigel Masters presented
prizes at the Institute Sessional meeting on
23 February. The winners were:
Michael Armitage, pictured below right,
winner of the Watson Wyatt Prize for
Financial Economics, and Vickii Burton,
bottom right, winner of the McKinsey Prize
for Communication (both September 2008
exam diet). Congratulations to both.

Suggestions welcome for Masters research topics
As part of the new accreditation agreement
with universities, the Profession has the
opportunity to supply possible research
topics for students to pursue on their
Masters programme.
As the Profession now has links with
a range of Masters providers including
Imperial, Said Business School, Oxford,
Kent, Cass Business School, Heriot-Watt
and Leicester and Cambridge universities,
this offers employers the opportunity to
engage on a short-term basis with very
bright students on specific work problems.
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Universities have confidentiality agreements
that would enable sponsors to keep findings
embargoed if this is a necessary prerequisite.
Once dissertations have been successfully
completed, the Profession is looking at
ways of making publishable findings more
widely available to members, perhaps as
CPD events or by turning them into articles
or conference papers, as well as generating
more in-depth follow-up research.
If your firm has a potentially viable
project, please contact Trevor Watkins at
trevor.watkins@actuaries.org.uk to discuss.
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ST3 replacement subjects announced for April 2010
The current ST3 — General Insurance
Specialist Technical will be replaced by two
Specialist Technical subjects in General
Insurance (ST7 and ST8). The first offering
of these exams will be in April next year.
One subject will cover reserving and capital
modelling, the other will cover rating and
reinsurance.
If you are intending to study or are
studying the general insurance specialist
route, the following information will be of
particular interest to you in helping you

to decide study patterns for the next few
sessions.
1. If you have achieved ST3 by 31
December 2009 (either by examination pass
or by way of an exemption) then you will
not be able to take ST7 or ST8 to count as
your second ST subject. This is due to the
substantial overlap between ST3 and each
of the two new subjects.
2. If you wish to take ST7 and ST8 and
count these as your two ST subjects, then
you can opt to discount your ST3 pass or
exemption and this would then be treated
as an additional ST subject.
3. From April 2010, SA3 will be based on
the learning from both ST7 and ST8. If you
have passed ST3 only, then you may wish
to familiarise yourself with the material
of ST7 and ST8 before taking the SA3
examination.
Further details, such as a release of
sample exam papers, will appear shortly.
In the meantime, however, if you have
any questions, please add them to the ST3
bulletin board or send them to the exams
team at examinations@actuaries.org.uk

Publications and calculators
for sale at Staple Inn
The most popular items sold by the
Publications Shop may now be bought in
the Library at Staple Inn. Items include:
■ Formulae and tables for actuarial
examinations
■ An introduction to the mathematics of
ﬁnance by John McCutcheon and William
Scott
■ Modern actuarial theory and practice
by Philip Booth et al
■ 100 years of state pension: learning
from the past by Tony Salter, Andrew
Bryans, Colin Redman and Martin Hewitt
■ The fx-85ES Casio calculator.
Browse the display at the Staple Inn
reception to see other items available
for sale over the counter. The full range
of products can
be purchased
from the online
publications
shop at www.
actuaries.org.
uk/members/
transactions/
publications_shop

Department of Mathematics

A calculated decision based on a new option.
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
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DC pensions survey Companies brace for surge in white-collar crime
highlights contrast in PricewaterhouseCoopers LLP (PwC) is
warning its clients and the wider business
investment strategy community to prepare for the increase
Two out of three contract-based defined
contribution (DC) pension schemes in
the FTSE 100 offer 50 or more investment
options to members, according to Watson
Wyatt’s annual FTSE 100 DC Pension
Plan Survey. In contrast, less than 3% of
trust-based DC schemes offer 50 or more
investment options. In the survey, two
out of three trust-based DC schemes in
the FTSE 100 offer 10 or fewer investment
funds with less than 10% of contractbased schemes doing likewise.
According to Gary Smith of Watson
Wyatt: “There is a clear difference in
investment strategy between contractbased schemes that continue to offer
excessive choice, and trust-based schemes
that don’t. Excessive investment choice
can really deter joiners as well as lead to
members making wrong fund choices and
unintentionally taking on inappropriate
risks and cost. In addition to exposing
their members to these risks, contractbased schemes are adding considerably to
their governance burden by offering so
many choices.”
According to the survey, over half of
FTSE 100 DC pension schemes have over
80% of their membership in the default
investment option, down from two thirds
in 2007. Over 90% of schemes with a
default option offer a lifestyle approach as
the default.
“The sheer weight of DC members
in lifestyle default funds continues to
highlight the importance of getting their
design right,” says Smith. “The lifestyle
approach continues to be a robust answer
to dealing with market turbulence, but
if it is badly implemented through an
over-simplistic investment design, poor
switching mechanisms or excessive cost,
then millions of members will be
let down.”
According to Watson Wyatt, over a
third of FTSE 100 DC schemes now each
have over £50m in assets.
Smith concludes: “The DC market
is now substantial and its societal
importance will only grow. With the DC
model being forced into the spotlight
by the current financial crisis, it cannot
be allowed to fail, and continuing
investment innovation will be at the heart
of that challenge.”
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in workplace crime and fraud that will
accompany the UK recession. Some of the
activity predicted includes:
n The collapse of more fraudulent
investment or ‘Ponzi’ schemes
n High-profile prosecutions by the Serious
Fraud Office
n Spiralling costs of employee fraud and
theft
n Increased data theft by a criminal
organisations — the public sector is
particularly vulnerable
n Rogue traders — not just in banks but
within the treasury function of other
organisations
n Falsified qualifications and experience
cited in job applications. There is an
increased risk that these will go undetected
as back-office headcount is reduced,
resulting in weakened monitoring
n Deliberate misrepresentation of nonfinancial data — such as subscriber numbers
designed to woo investors or advertisers, or
carbon emission trading figures.
Around half of UK companies have
suffered financial crime according to a 2007
PwC Global Economic Crime Survey, and
the average total cost to victim firms is in
excess of £2m.
John Tracey of PwC warned: “Fraud

covers a huge range of business activities,
and combating it needs a coordinated
approach involving risk assessment, control,
monitoring and communication. Most
companies will need to put new processes
in place and update their existing ones.
“Setting the tone from the top is
important, as is checking out potential
business partners, screening new
employees and establishing a reliable
whistle-blowing policy.”

Age restriction signals more cost and less choice
Customers are likely to face higher
insurance premiums and less choice if the
Equalities Bill restricts the use by insurers of
age to help them assess risk, the Association
of British Insurers (ABI) warns in a report
published last month. The cost of travel
insurance alone could double if age could
not be used as a risk factor.
The report, entitled Age and Insurance:
Helping older customers find the cover they need,
puts forward a number of counter-arguments:
n Insurance is widely available for all
customers, regardless of age. Independent
research undertaken for the ABI shows that
99% of older customers are already able
to find motor insurance, with 98% able to
obtain travel insurance.
n Taking age into account, where it is
relevant, ensures that prices are fair to
all, including older customers. In motor
insurance, the average cost of a claim made
by someone aged over 80 is nearly 50%

higher than one made by someone aged
60. In travel insurance, the average cost of
a claim made by someone aged over 65 is
nearly three-and-a-half times more than
one made by someone under 50. Restricting
the use of age would mean that insurers
are not able to take account of differences
in risk among older customers, unless a
more intrusive and costly approach, such as
individual medical assessments, was used.
The additional costs would lead to higher
premiums.
n Without sufficient age-related
information, insurers would be unable
to offer competitively priced cover to
accurately reflect the risk. This could lead
to some insurers ceasing to offer cover, and
discourage those insurers who currently
specialise in providing cover for older
customers.
The report and related articles can be
found at www.abi.org.uk
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Pension schemes experience record volatility amid turmoil
The five trading days to 5 March 2009
were the most volatile on record for UK
final salary pension schemes, according
to Aon Consulting. In a week when
world financial markets suffered huge
volatility, the FTSE dipped to its lowest
level in six years, AA corporate bond
yields were erratic, and Aon estimated
the knock-on effect for final salary
pension schemes as measured by
company accounts.

Combined deficits for the UK’s 200
largest defined benefit schemes over the
five days, as calculated by Aon, were:
£38bn
Thurs 26 February
Fri 27 February		
£41bn
Mon 2 March		
£68bn
Tues 3 March		
£73bn
Weds 4 March		
£56bn
Commenting on the falls, Marcus Hurd
of Aon said: “The past week has been
the most volatile for final salary pension

schemes since accounting standards
were changed in June 2001. Monday
posted the biggest single day loss on
record, a huge £27bn, which dwarfed
the previous biggest loss of £16bn on 15
October 2008. During the past five days,
the deficit peaked at a massive £73bn,
the highest level since February 2006.
This was prompted by the large losses in
the equity markets and the 0.25% drop
in corporate bond yields.”

Volatility since records began in 2001
20
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Actuaries invited to bid for £6m of funding to make the world a safer place
Actuaries are encouraged to participate in
a new funding competition organised by
the Government’s Technology Strategy
Board (TSB), the Centre for the Protection
of National Infrastructure (CPNI) and the
Engineering and Physical Sciences Research
Council (EPSRC).
Six million pounds of public funding
has been earmarked for collaborative
research projects that can deliver tools and
techniques to protect against vulnerabilities
in the complex information systems that
underpin modern society, and the TSB has
recognised that actuaries have much to
offer in this area.
The research will develop ways to predict
weaknesses in the complex information
systems that underpin the digital world,
and those participating will be the first to
investigate a critical challenge for modern
society. The tools, techniques and services
developed will help improve security for the
multitude of organisations and individuals
that rely on complex information systems
for everything from home entertainment
to healthcare delivery and financial
transactions.
Society depends on a network of
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complex, integrated information systems
that enable us to enjoy the provision of
accurate, timely information and reliable
services to our homes and businesses. But
there is no way to accurately monitor and
protect against their cumulative weaknesses.
As reliance on these systems has
increased, they have become more
sophisticated and have typically converged
to offer richer functionality and lower costs.
This trend is set to continue and accelerate.
The result will be more complex but more
vulnerable systems, since functionality

could, in some cases, override concerns
about resilience and security. These
vulnerabilities present serious potential risks
to the security and safety of society and will
be tackled by the successful competition
participants.
The competition will combine academic
excellence with the business skills required
to turn ideas into tangible impact. The
outcome will be a new set of technologyinspired tools, techniques and services,
and the creation of a new market for
complex system modelling and analysis
— which the UK will have the opportunity
to lead. The research can benefit from
organisations and individuals that have
experience undertaking these tasks in an
environment where mistakes can have
massive financial implications. Projects
will require both modelling and planning
expertise and experience applying these
techniques to real, high-risk environments.
More information can be found on the TSB’s
website at www.networksecurityip.org.
The competition formally opened on
16 March 2009 and expressions of interest
must be submitted by 23 April. The deadline
for full submissions is 25 June.
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From the world of general insurance
Pollution and health hazard
developments
The Environmental Liability Directive (ELD)
was implemented into English law from 1
March, bringing the nation into compliance
with the regulations first introduced in
the European Union from April 2005. As
a result, any economic activity, whether
carried out for profit or not, is now regulated
by the ELD and any person operating or
controlling such activity could be liable

under the legislation. It is believed that
many businesses are unaware of the
potential additional liabilities to which they
are exposed under this legislation and may
not have insurance cover against them.

Poor results for European reinsurers
Both Munich Re and Swiss Re announced
their 2008 results at the beginning of
February and, to varying degrees, analysts
found them wanting. Munich Re were, at

Further fall-out from the global financial crisis
American International Group (AIG) has
reported a loss of $99.3bn (£69.9bn)
for 2008, including $61.2bn in the
fourth quarter, the biggest quarterly
loss in American corporate history. The
full-year figure compares with a profit
of $6.2bn in 2007.
The company blamed the continued
severe credit market deterioration
(particularly in commercial mortgagebacked securities) and charges
related to ongoing restructuringrelated activities. In addition, the US
government has provided a fresh
$30bn lifeline for the ailing insurance
giant (mainly through a facility to raise
additional preference capital) as part of
a package that includes divesting part
of its property and casualty business.
This represents a change in strategy
for AIG, which has previously tried to
sell off individual parts of its non-core
business, but with limited success
— it is now separating the group
into units with separately defined
capital. The government has also
reduced the rate of interest on the
credit facility provided to AIG from its
previous crippling rate. In light of these
government actions, Standard & Poor’s
removed AIG from credit watch with
negative implications.
Various senior figures in the insurance
industry have warned that the financial
crisis will result in a significant surge in
claims paid under directors and officers
liability (D&O) policies. In particular,
they expect an increase in the average
loss size. This reflects the fact that the
number of US securities class actions
(from which the larger claims will
probably arise) increased from 176 in
2007 to 226 in 2008.
An example was seen at the end of
January, when a US class action was
filed against Royal Bank of Scotland
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and its (now ex) chairman and chief
executive, Sir Tom McKillop and Sir Fred
Goodwin, accusing them of misleading
investors in the bank’s shares. The
action relates largely to the RBS
purchase of ABN Amro.
There were additional suggestions
in the market that the available D&O
capacity (believed to be about $5bn) is
insufficient to cover the vast problems
now being encountered in the global
economy, potentially leaving senior
directors and officers open to having to
meet claims from their personal wealth.
Reflecting the above issues, renewal
premiums for D&O cover for financial
institutions in the last few months have
increased by around 50% compared
with a year earlier.
A class action lawsuit filed on 12
February under the US Employee
Retirement Income Security Act (ERISA)
has potentially opened up a new
avenue for Madoff-related losses in
the insurance industry, as it potentially
triggers coverage under applicable
fiduciary liability policies.
The Philadelphia Pension Fund
for Hospital and Health Care
Employees alleged that Austin Capital
Management, a financial investment
management firm, invested an
estimated $184m of the pension fund
assets into Madoff-related securities,
virtually all of which was lost when the
alleged $50bn Ponzi scheme failed in
December 2008.
The class action claims that Austin
failed to conduct proper due diligence
as a fiduciary to the fund, in violation
of ERISA. Investigators have so far
recovered $650m from Bernard Madoff
Investment Securities, and those
who lost out could qualify for up to
$500,000 from the Securities Investor
Protection Corporation.

least, able to announce a fourth quarter net
profit, albeit it only €150m (£137m), making
€1.5bn for the year, but Swiss Re received
extremely negative press for their 2008 loss
of SFr1bn. The loss was principally due to
a loss of SFr6bn on credit default swaps
and financial guarantees. Standard & Poor’s
cut Swiss Re’s AA- credit rating to A+ after
the announcement, in which it was also
disclosed that the company had received
$3bn of subordinated debt from Berkshire
Hathaway, thus increasing the possibility of
a merger between the companies. Moody’s
subsequently downgraded Swiss Re from Aa3
to A1.

Stanford fraud allegations
Stanford Financial Group (SFG), the
banking and investment group at the heart
of $8bn (£5.6bn) fraud allegations from
the Securities and Exchange Commission
(SEC), is understood to have bought D&O
insurance, Bankers’ Blanket Bond (BBB)
insurance and errors and omissions cover
in the London Market through global
insurance broker Willis. It is unlikely that
a claim under the D&O policy would be
covered, in the event of the allegations
being proved, as claims arising from
dishonest or criminal acts are normally
excluded. A claim under the BBB policy
would require an extension under the
fidelity section of the policy to include
coverage for company directors, which is
unlikely given the ownership structure at
SFG. The most likely successful avenue for
an insurance claim would be the E&O cover
for negligence in failing properly to monitor
investments controlled by the group.
The largest potential loss exposures may
arise from the insurers of the professional
indemnity cover purchased by the lawyers
and auditors acting for SFG, or other
professional advisers working for them.

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 Pollution and health hazard
developments
n US legislative developments
n Lloyd’s
n Jobs
n Mergers and acquisitions
n Climate change
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
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SIAS Ceilidh

Review by Nilantheny Christie
Thursday 12 February saw the ﬁrst
ever SIAS Ceilidh, and I think it is fair
to say that the evening went by in a
whirl. The Kennedy Hall at Cecil Sharpe
House, a listed 1930’s building near
London’s Regent’s Park, ﬁlled up with
130 lucky guests that had managed to
get their hands on the limited tickets.
Outside the weather was icy cold but,
welcomed with a free drink and light
bites on arrival, inside Kennedy Hall
the atmosphere was distinctly warm
and cosy. The assembled crowd eagerly
awaited Mary Panton and her band and
prepared to be whisked away to the
Scottish Highlands.
This was no time for wallﬂowers
and, as the music started, everyone
grabbed a partner and made their way
to the dance ﬂoor. The enthusiasm
was remarkable, even from the
male contingent — I never thought I
would see the day where I would be
surrounded by sober male actuaries
enjoying a dance. Mary took us
through at what some would call a
nice slow pace, however there were a
few that found it all a little too much
and ended up falling over.
Dinner was served during a halftime break, allowing everyone to get
their breath back, and giving them a

People news
If you have any newsworthy items for
these pages, please e-mail Amy Guna
at social@the-actuary.org.uk
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chance to talk
to their newfound dancing
partners and
mingle with
the other
guests. A
healthy
selection of
food was on
offer, from
sandwiches
and spring
rolls to carrot and cucumber
dips. Dessert also went down well,
with home-made cakes and fresh fruit
helping to recharge energy levels.
The second half kicked off with some
longer dances. For some reason Mary
thought we were ready for the next
level of Ceilidh dancing. By the end of
the evening, I have to admit that we
had all improved, at least to the point
where no one ended up on the ﬂoor.
Mary was impressed by the dance
moves of GAD’s Andrew Jinks, and
Zara Fox and Sunil Kamath from
RBS Insurance were also stars
of the evening, giving us a little
demonstration of how it should
be done.
Thank you all for coming and I look
forward to seeing you at the next allaction SIAS event.

Correction
The March issue incorrectly stated that Sir
Sandy Crombie, group chief executive of
Standard Life, had received a CBE in the
New Year’s Honours List. He in fact received
a knighthood.

Launch of the Actuarial
Society of Tanzania
By Mr Sandeep Chavda, secretary general,
Actuarial Society of Tanzania

The idea of forming the society was
conceived back in 2003 but, due to society
registration requirements from the Ministry
of Home Affairs, the registration could not
go ahead as planned. However, with time,
things have changed and the Actuarial
Society of Tanzania (AST) was formally
registered in January 2008 followed by the
official launch of the society on 3 December
2008 at Movenpick Royal Palm Hotel, Dares-Salaam, Tanzania.
The key objectives of the society are to
unite members of the profession, promote
the advancement and best interests of
the actuarial profession in Tanzania, play
an active role in the teaching of actuarial
science, consider the actuarial aspects of
legislation, existing and proposed, and take
action as considered desirable.
The council of AST is comprised of the
president of the society Mr Ibrahim Maftah,
vice-president Ms Faith Mpatwa, secretary
general Mr Sandeep Chavda and treasurer
Mr Michael Mhando.
There are around 30 individuals in
Tanzania who are currently pursuing
actuarial science or have already undergone
some form of actuarial training, but none
have qualified yet. The society is still in
the process of finding an accurate number
of such individuals through various media
such as launching itself on the popular
social networking site, Facebook, through
the group, ‘Actuarial Society of Tanzania’.
Kindly contact Mr Sandeep Chavda at
svchavda@gmail.com if you are a Tanzanian
citizen (not necessarily residing in Tanzania)
and currently studying or pursuing a career
in actuarial science.
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A-grade starlet reveals actuarial ambitions
A boy from Hampshire, England has
become the youngest person to pass the
mathematics A-level examination with an A
grade and says he wants to be an actuary.
Zohaib Ahmed from Chandler’s Ford sat
the A-level exam when he was eight. He
was nine when the results were published.
He beat the record held by Hong Kong
prodigy March Boedihardjo, set when he
was nine years and three months old.
Zohaib’s brother also stands out in his
academic performance and scored 96%
in his further maths A-level examination.
The brothers attend Knightwood Primary
School.
After excelling at an exam usually
written by students twice his age, Zohaib
said he was really happy to have broken
the record and scoring 90% in achieving
his A grade. “I was really surprised but I was
confident,” he added.
His ambition is to work in the City as
an actuary specialising in pensions and
insurance. Having spent three to five hours
revising during weekends and one to three
hours during the week, Zohaib is wellsuited to tackle the actuarial examinations
and shows remarkable discipline at such an
early age.
The Ahmed boys are grateful to their

parents for their support. Their mother
is very proud of their achievements and
believes they are due to good planning
and hard work. She believes they also have
plenty of leisure time to play computer
games and watch television. Saadia Ahmed
said: “I would look to see if they were on
target and then work through it. They like
playing around and football and we made
sure they had a lot of time playing.”

Review by James Williamson
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Births
■ James Joiner (Standard Life) and wife
Rachel are pleased to announce the arrival
of Matthew Robert on 23 January 2009.
■ Wojtek Herchel (BNP Paribas) and
Agnieszka Liszewska (Aviva Group) are
pleased to announce the birth of their son
Oscar Herchel on 26 January 2009.

Deaths

SIAS poker evening
The atmospheric Loose Cannon Poker
Club in London EC4 hosted the annual
SIAS poker competition in January.
115 players entered, all hoping to be
crowned SIAS poker champion 2009 and
pocket the ﬁrst prize of £200.
The evening began with lessons in the
basics — the entrants being a mix of true
beginners wondering what they’d got
themselves into and hustlers pretending
to read lists of hand rankings. Then the
competition started and a nervous quiet
engulfed the club.
Players were given two chances: all
started with 1500 chips, but if those
got frittered away during the ﬁrst three
levels of blinds, then another 1500
chips replaced them — a ‘double chance
freeze-out’. All players at the end of the
third level who had not taken their extra
chips were given them anyway.
Amazingly, hardly anyone got knocked
out before the competition was paused

News

for some much-needed refreshment. But
once a few beers had been consumed,
the blinds and bets started getting
bigger and more players started to
go out. Not that this was a problem
— players then had the opportunity to
either ’win big‘ on the cash tables or just
relax at the bar.
After four hours of hard play, only
the ﬁnal table of nine was left in the

■ Archibald Gilchrist Young died in
February 2009, aged 90. He became a fellow
of the Faculty in 1953.
■ Colin Andrew Forde died recently,
aged 43. He became an affiliate of the
Institute in 1999.
■ Mahindra Kumar Harjivan Popat
died on 29 November 2008, aged 60. He
became an associate of the Institute in 1978.
■ Anthony Edward Griffiths Round
died on 28 January 2009, aged 73. He became
a fellow of the Institute in 1961.
■ Peter Stubbs died on 31 August 2008,
aged 61. He became an associate of the
Institute in 1971.
■ Edward Meredith Smith died on 28
February 2009, aged 100. He became a fellow
of the Institute in 1936.
Please send details of births, deaths and marriages to
announcements@the-actuary.org.uk

competition, comprising David Barnard,
Nick Bennett, John Clements, Tom
Hukowski, James Lumb, Louis Manson,
Rajiv Patel, Guy Whitby-Smith and
Martin West. All of these players were
now guaranteed a prize and Louis, who
had also reached this stage last year,
was hoping his “lucky shirt” would see
him through.
By midnight, only three players
remained — Louis, John and David.
Despite the shirt, Louis could only
manage third and, with his stack of chips
much healthier than John’s, it didn’t take
long for David, who works in Hewitt’s
retirement practice, to seal the victory.
Afterwards he said, “It was my ﬁrst
live game (aside from playing with
mates at home). I’ve only been playing
poker online for six months but I have
been helped by reading Caro’s Book of
Poker Tells — highly recommended. I
thoroughly enjoyed the night, it was
played in the right spirit and the dealers
were very helpful and charismatic.”
Congratulations to David and thanks to
everyone who took part.

April 2009

21

18/3/09 16:10:43

Tuesday 21 April
Professionalism and
professionalism awareness
methods

Programme event
Roger Dix, chairman of the Professionalism
Awareness Committee, will give an update on some
of the current developments around professionalism.
This will include an update on the Actuaries’ Code.

Staple Inn Hall,
5:30pm for 6pm

Tuesday 12 May
The nature of the pensions
“promise”
Staple Inn Hall,
5:30pm for 6pm

There is no need to register for this event in
advance. A buffet supper will be provided at the
Cittie of Yorke after the meeting.

Programme event
Brian Jones will present a paper that suggests a
route to avoid or minimize many of the problems
besetting defined benefit pension plans. It
proposes introducing an element of flexibility into
benefit design comparable to that produced by
terminal bonuses in life-insurance companies (also

designed to eliminate the tension between equity
investment and fixed benefit commitments).
There is no need to register for this event in
advance. A buffet supper will be provided at the
Cittie of Yorke after the meeting.

Forthcoming social events
Post-exam party 2009
Thursday 21 May
Details TBC

Football tournament
Saturday 27 June
Details TBC

Please visit www.sias.org.uk for further details of
this event. Places are strictly limited. If the event is
sold out you will be placed on a waiting list in case
of withdrawals.

The annual SIAS 5-a-side is back!
“If history is going to repeat itself, I should think
that we can expect the same thing again.”
Terry Venables.

For details of events, visit www.sias.org.uk
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Capital modelling

More features at www.the-actuary.org.uk

A capital idea
Rob Collinson and Sanjiv Chandaria explain how capital modelling
can be used to the benefit of company management
ICA needs to be calculated on the basis of
a 99.5% confidence level over a one-year
period, taking into account the various
sources of risk
including reserving,
underwriting, credit,
group, market,
liquidity and
operational risks.
Some of the potential uses of a capital
model for run-off entities include:
n Financial evaluation of strategic run-off
options, for example passive run-off versus
reinsurance purchase versus scheme of
arrangement versus Part VII transfer
n Identification of potential inward or
outward commutation targets
n Determining timing of repatriation for
potential excess capital
n A detailed understanding of reinsurance
credit risk.

It can be seen that the resources required
to maintain solvency fall by 50% within
two years, but thereafter the reduction in
capital is considerably
slower.
So what would be the
impact of a significant
commutation? Figure 2
sets out the capital requirement schedule
following commutation during 2009.
In this case, it can be seen that the
total capital requirement of the business is
materially lower than the pre-commutation
position for all years post-2009, implying
that this deal allows for a significant release
of capital.
The final decision of whether to
commute the business now depends
crucially upon the cost at which this can
be achieved. This analysis enables the
calculation of the maximum price at which
such a deal is appropriate.

» The use of such

models will undoubtedly
become ubiquitous

www.the-actuary.org.uk

023_Actuary_0409_CollinsonSolv2.23 23

Summary
This is a brief illustration of the benefits
of capital models to legacy organisations.
The modelling platform may be used to
inform a wide range of strategic decisions
including determining the run-off plan
and identification of outward reinsurance
commutation opportunities. The use of
such models will undoubtedly become
ubiquitous and it is likely that failure to
embrace this opportunity will mean a
significant competitive disadvantage.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk

Figure 1 — Capital
repatriation schedule:
no commutations

Figure 2 — Capital
repatriation schedule:
post commutations
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The aim of capital modelling is to help
estimate the overall level of financial
resources likely to be required in certain
defined extreme circumstances. For
example, under the FSA’s ICAS regime, the

Two key drivers of value within a run-off
company include the ability to identify
profitable commutation opportunities and
the rate at which supporting capital may be
removed from the organisation and applied
elsewhere.
A capital model may be used to prepare
a schedule demonstrating the timescales
under which capital may be removed from
the business. This is of particular benefit
for those firms looking to set appropriate
prices for portfolio transfers and requiring
regulatory sign-off.
Figure 1, below, sets out a typical capital
repatriation schedule for a run-off entity.

2010

Capital modelling applied to the
run-off market

An example

2009

I

n recent years, non-life insurers have
invested considerable time, energy and
money researching and developing
their capital modelling capabilities and
the associated capital models.
The initial drive for this resulted from
the introduction of the Financial Services
Authority’s (FSA) Individual Capital
Adequacy Standards (ICAS) regime which
required all insurers, both ongoing and
in run-off, to produce an Internal Capital
Assessment (ICA). In addition, popular
run-off closure options regularly require an
up-to-date ICA to be presented to the FSA
(for example, when the company is being
sold) and to the independent expert (as in a
Part VII transfer).
More recently, insurance management
has been seeking to use capital modelling
to make more informed decisions and to
assist in the day-to-day management of its
organisations, hoping to gain a competitive
advantage. These measures are consistent
with the FSA’s requirement for ‘embedding
capital management’ and the ‘use test’
specified in the proposed Solvency II
framework.
The importance of capital modelling has
increased, both for insurance management
and regulators, and it can be beneficial to
insurers in run-off.

Capital requirement

Rob Collinson and Sanjiv Chandaria work at
Watson Wyatt in the non-life insurance team
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Solvency II

Brave new world
Anne Hagen believes that Solvency II will mean new opportunities for actuaries
working within the insurance industry

Anne Hagen is an
associate consultant
at PricewaterhouseCoopers LLP

T

here has been much discussion
about the impact of Solvency II
on insurance companies and the
industry as a whole. However, as
a student actuary involved in general
insurance, I wondered what the impact of
Solvency II would be on actuaries working
within the industry on a day-to-day basis.

Doing the job
Under Solvency II, the way that work
is carried out will change. For example,
Solvency II is likely to require different
actuarial techniques from the ones
currently used. Technical provisions will
be estimated as a probability-weighted
average of expected future cash flows, taking
into account the time-value of money and
including a risk margin. Many of us are
estimating claims reserves using traditional

deterministic actuarial techniques, primarily
relying on incurred claims data. Under
Solvency II, not only will we need to
discount these reserve estimates, requiring
projected payment patterns, we will also
need to demonstrate a deep understanding
of the uncertainty of those reserves. We
will additionally be required to apply the
same approach to evaluating unexpired
risk liabilities currently allowed for in the
unearned premium reserves.
Companies need to decide whether to
estimate their solvency requirements using
the standard formula or a regulator-approved
model. For a model to be approved under
Solvency II, management must use the
model as a tool throughout their decisionmaking process. Actuaries therefore need to
progress from modelling individual classes
or lines of business to consistently modelling
the business as a whole. While those of us
modelling the individual capital assessment
(ICA) may already be doing this, there will be
additional requirements under Solvency II to
show that the model is embedded across the
whole of the business, including operational
areas such as marketing. This will require an
understanding of all areas, and an ability to
reflect this in our analysis and modelling.
Our role is not only going to change within
the areas that we are already working in, it
will also expand into new ones.

Talking the talk
We often hear others say that actuaries
speak a different language; this will not be
sustainable under Solvency II. Embedding a
consistent language for describing risk and
capital throughout organisations will be a

key consequence of the Pillar II requirements,
so actuaries will need to be conversant in all
areas of the business. When communicating
on the elements of Solvency II, we will need
to consider the audience to ensure that
they are able to understand the results, key
assumptions, sensitivities, strengths and
limitations of the analyses and models, and
what they mean for them. Variability, for
example, can be presented as a value or in
terms of its financial impact under different

Solvency II timeline — legislative schedule (assuming adoption in Q2, 2009)
Draft framework
(level I) directive
published July 2007

2007

2008
QIS3 results
Nov 2007
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Level I directive
adopted before
Member states transpose into national law
Q2, 2009

2009
QIS4 results
Nov 2008

2010
CEIOPS final
advice re level II
Oct 2009

2011

Level II
implementing
measures by
Apr 2011 latest

Solvency II
in force:
31 October
2012

2012

Source:
PricewaterhouseCoopers LLP
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actuaries. Recent feedback from QIS 4 (the
fourth quantitative impact study testing
the calibration and parametisation of the
proposed Solvency II standard formula)
has highlighted that this has proven to be
problematic when trying to carry out some
of the statistical methods required under
the standard formula. This provides us with
many opportunities to work abroad either by
taking temporary secondments or new roles.
Although the group support proposals
may not make it into the final directive, there
is no doubt that group supervision is going to
be an integral part of Solvency II, producing
further opportunities to work with European
counterparts and the group supervising
regulator. Additionally, with other regulators
across the world, including the US, Bermuda
and Japan, paying close attention to the
development of Solvency II, a path could
be set for actuaries to operate across many
territories with relative continuity.

Getting up to speed

scenarios. We may need to present messages
differently to a finance team compared to an
underwriting team.
Being able to ‘talk the talk’ is not the
only way that communication skills will
need to be honed. Both the new regulations
and management will require clear
documentation of the controls for, and
design of, the embedded risk management
framework, including any internal models,
in order to gain comfort that the risk
outputs (whether qualitative or quantitative)
are reliable.
This documentation will need to be of
a standard such that all other parts of the
business, including personnel with varying
expertise, can look at the written work and
understand its outputs and limitations.

In demand
There is explicit reference made to actuaries
within Solvency II. We can expect our
workload to increase as well as seeing
increased demand for services in the
UK and across Europe. In addition, the
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demands of the ‘use test’ — whether the
company’s internal model is widely used
and integrated into its risk management
process — and the Own Risk and Solvency
Assessment may open the door for actuaries
to move across into new areas of the
business, working alongside people from
non-actuarial backgrounds.
Actuaries may work not just with the
pricing, underwriting and claims teams,
but also with the finance, risk, internal
audit, product design and marketing teams
across non-life insurance, life insurance and
pensions. This will increase the diversity
of work and provide more opportunity to
learn about different business sectors. As
a result, transferable skills will increase
which, in turn, will make the profession
even more interesting and attractive
to enter.

The big wide world
Across Europe there are varying levels of
actuarial expertise, with some countries
having only a small handful of qualified

While Solvency II may be about to provide
actuaries with a world of opportunity, we
have to position ourselves to make the
most of it. Solvency II is not just about
modelling uncertainty or understanding
capital — we need to understand and
apply our knowledge within various
insurance areas and also have a detailed
understanding of the risks specific to a
particular company. As the deadline gets
closer, companies will need to train all of
their staff, not just their actuaries. Those
ahead of the game may be able to take on
the role of training others both within a
company and externally.
Solvency II is going to broaden and
challenge the role of actuary both within
our current jobs and in territories that have
not yet been explored. To make the most
of these opportunities, it is essential to
have a fluency in the language of Solvency
II, as well as being conversant with others
working in the field. In doing this, we can
make the most of what might be the biggest
change to insurance industry regulation
since it was first introduced.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Price optimisation

The price is right
Francisco Gómez-Alvado and Jan Iwanik discuss the practical application of price optimisation

behaviour. Separate models are needed for
new and renewal business, and models can
vary by distribution channel.
These three types of models need to
be combined to simulate the relationship
between price changes and the targeted
function of volume and profitability for given
financial objectives and relevant constraints.

The efficiency frontier
Jan Iwanik is a
consultant with
Towers Perrin in
London

P

rice optimisation is a relatively
new approach to personal lines
pricing. It combines traditional
cost-based methods with market
and consumer behaviour analysis. The result
of this comprehensive approach is a more
sophisticated pricing segmentation that
takes advantage of market inefficiencies.
The general idea of optimised pricing was
presented in The Actuary’s September 2008
issue; here, some of the practical aspects are
discussed.
Traditional pricing based on loss models
is a cost-based approach. Price optimisation
introduces a new element — the elasticity of
demand based on the customer’s willingness
to pay. A comprehensive price optimisation
programme is based on three types of models:
1. Claim propensity models express
how customer attributes are predictive of
their losses. Developing these models has
traditionally been the task of actuaries,
and countless tools have been developed
for this purpose including overall rate level
indication, one- and two-way segmentation,
credibility-weighted segmentation,
minimum bias procedures, generalised linear
models and generalised additive models.
2. Market situation models express how
the company’s competitive position and
the market’s competitive intensity vary by
segment or niche within the market. Since
every distribution channel targets a different
market, more than one model may be
needed for a multi-channel business.
3. Customer behaviour models express
how a customer’s attributes and the market’s
situation are predictive of the customer’s
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Unfortunately, not every combination of
volume and profit is achievable. Of the
combinations which are achievable, most
are not optimal. The optimal combinations
form the efficiency frontier. The pricing
actuary’s objective is to locate the company
on the efficient frontier.
Figure one shows a sample efficiency
frontier. The
horizontal axis
represents the
company’s
profit. The
current renewal
rate is 85% and
the current
business position is shown by the red dot.
Other positions can deliver more profit at
the same renewal rate or more renewals at
the same profit. The current situation is
clearly sub-optimal.
The light blue dot [strategy 2] represents

» Price optimisation

introduces a new element
— the elasticity of demand
based on the customer’s
willingness to pay

«

Figure 1 — Efficiency frontier
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Francisco GómezAlvado is a senior
consultant with Towers
Perrin in Madrid

a new rate structure and a different business
mix. The new business mix delivers the
same level of profit and an increase of
retention to 85.7%. There is no other
business mix which could produce better
retention with the same profit. Therefore,
this is an optimal point.
The easiest part of price optimisation
is developing and updating the claim
propensity models because pricing actuaries
are normally comfortable with these models
and most companies have well thought-out
and documented loss models in place.
The mathematics of the market situation
and customer behaviour models are usually
familiar to pricing actuaries. These models are
mathematically similar to those used in loss
modelling. Standard choices are generalised
linear, non-linear and
additive models.
New statistical aspects
of these models include
the use of retrospective
sampling instead of
a straightforward
prospective approach
and careful selections of the model link
functions due to low conversion ratios
observed in the data. Another practical
difference between the claims propensity
and consumer behaviour models is that
the latter include new variables, unusual
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Price optimisation

interactions and are more strongly related
to lifestyle characteristics. Since these are
merely technical difficulties, actuaries can
learn these new techniques fairly quickly.
A big challenge for many insurers is that
price optimisation creates a new process
within the organisation. Rates are no longer
set by actuaries and then agreed with the
underwriters based on market analysis
reports. Market research is now fully
integrated into the pricing process.
The volatility of the UK personal lines
market is another practical difficulty.
Figure two shows the average monthly
market price for a target basket of 1000
private motor risks in the broker channel.
As market prices change so rapidly, the
market situation models need to be updated
weekly or monthly. This must be done in an
organised and documented way, leaving a
good audit trial.

Real-time pricing
Another challenge is that, because of
the volatility of the market, the insurer’s
competitive position is likely to change
before the updated rates take effect. Access
to a real-time pricing facility can increase
the insurer’s control over its competitive
position. If real-time pricing is not available,
the future state of the market can be
anticipated from trends in specific market

segments, based on the actual market price
movements and intensity of competition.
The following steps will increase the
chances of a successful price optimisation
implementation:
n Updating the documentation of your
claim propensity models. The optimisation
implementation project will be an excellent
opportunity for others to discuss these
models with you again.
n Making sure that your renewal database
is complete and available for analysis. We
typically recommend starting with the
renewal process because more historical
information is usually available for renewals
than for new business.
n Collecting market data. Brokers and
aggregators are usually willing to share their
quotation data, but it can take some time

Figure 2 — Motor price volatility for target market segment
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General insurance

before you are able to accumulate a large
data library. This channel-specific data is
often much more useful than market-wide
consumer intelligence.
n Learning as much as possible from
your market data. Companies that had
already conducted periodic competitive
market analyses and understood their
relative competitiveness by micro-market
segment were better able to facilitate the
implementation of price optimisation.

Revolutionary appeal
Price optimisation is a technological
revolution which will create new winners
and losers both among insurance businesses
and the individuals working in pricing.
Intermediaries and direct writers who
have good access to market data and
maintain control over the final price can
benefit hugely from price optimisation. The
broker channel insurers can win as well,
especially if they adopt pricing optimisation
early. In our recent case study, a big brokerchannel motor insurer simultaneously
increased average premiums and improved
the number of policies retained by one
percentage point without compromising the
ultimate predicted loss ratio.
Price optimisation creates challenges
for actuaries as well. We need to learn new
techniques and be prepared to alter the
way we look at personal lines pricing. If
actuaries manage to become acknowledged
experts in price optimisation, we will be able
to contribute more to our companies and
assume more responsibility for their success.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Employer covenant

Keep your eye on the ball
Monitoring the employer covenant in a recession, Paul Thornton and
Richard Hall consider the impact of the crunch on a company’s operations
slower payments from customers or even
defaults on payment; delay to capital
investment for future growth generation;
greater difficulty in
refinancing; higher
cost of borrowing;
and knock-on effects
of any credit rating
downgrade.
The extent to which
a company is affected will depend on,
among other things, the industry in which
it operates, its debt profile and its exposure
to financial markets. Understanding what
businesses go through during a recession
can help distinguish those employers that
are likely to survive and those that could
run into difficulty.

in asset values, irrespective of whether
a cash payment has been received. For
example, an increase in amounts owed to
a company or in the
value of its inventories
might register in the
profit and loss account
as a profit, but it is
not necessarily cash in
hand. These amounts
would be expected to convert to cash at
some point in the future, but this might
not be soon enough for creditors who have
their own cash flow needs.
Supporting cash flow are sales, and the
first sign of tougher trading conditions is
likely to be a reduction in ‘top line’ sales
— consumers tighten their spending and
companies rein in budgets, so demand for
goods and services falls. Some sectors are
clearly affected more than others. Food
retail, energy and healthcare industries
tend to be resilient during economic
downturns, whereas expenditure on cars,
consumer goods and construction is less
essential. However, a reduction in sales
is not in itself a sign that a company is
in difficulty, particularly given that in
a recession, demand is largely beyond
companies’ control. What is more relevant
is the effectiveness of a company’s
response.
Companies’ first line of defence is to
reduce costs. From heavy industry to
professional services, companies have been
shedding staff to cut costs. Companies will
also attempt to free up cash by reducing
their short-term cash requirement, or
‘working capital’, by minimising stock

» Solutions need to

be creative to provide
funding in the absence
of hard cash

Paul Thornton OBE
leads the Pensions
Advisory team at
Gazelle

Richard Hall is a
director within the
Pensions Advisory
team at Gazelle

E

conomies move in cycles. The UK
economy had enjoyed uninterrupted
growth since the last recession in
the early 1990s, due in part to the
government’s desire to manage the economy
away from the earlier ‘boom and bust’
post-war cycle. As the UK now technically
enters a recession, having experienced
two consecutive quarters of negative GDP
growth, clearly there will be repercussions
for sponsoring defined benefit schemes and
the covenant they provide to their pension
trustees.

Trading environment
Long-established businesses will have
survived recessions in the 1970s, 1980s and
1990s. Nevertheless, the current, rather
severe, downturn has already claimed such
well-known names as Woolworths and
MFI and, to some degree all businesses
now face a number of challenges such as
more difficult trading conditions; reduced
revenues or rate of growth of revenues;

Cash is king
What ultimately breaks a company is
running out of cash. Creditors need to
be paid in cash, particularly a company’s
lenders and suppliers, without which it
cannot function. A company’s cash supply
essentially derives from cash flow generated
by its operations, cash on its balance sheet,
headroom under its debt facilities or cash
raised from shareholders.

Generating cash
The ability of a business to generate cash
is an important measure of its financial
strength and a central component of a
covenant review. Cash flow is not the same
as profit, although it is related. Profit is a
somewhat notional gain in an accounting
period arising from net income generated
(sales less costs) or from a booked increase

«

Figure 1 — UK GDP growth
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levels and amounts owed to them by their
customers, while delaying payments as
far as possible to creditors. This is not
easy, particularly when all companies will
have the same objectives. The companies
most likely to be successful are the large
industry leaders able to squeeze payment
terms with suppliers who cannot afford
to turn down the business. Changes in a
company’s working capital requirement
provide a useful indicator of future cash
flow problems. Furniture retailer Land
of Leather had no debt but went into
administration last month after running
out of working capital.

level due to wariness around credit risk
in a recession, creating a greater strain
on cash flows. Knowledge of the expiry
dates of the debt and the covenants
under the facilities will clearly provide a
valuable insight into a company’s shortterm refinancing needs. However,
availability of information can
be a problem. Publicly listed
companies often provide this
information to investors, while
others may be reluctant to disclose
the details.

Managing debt

Company directors are accountable to
shareholders, who expect a return on
their investment. Existing and potential
shareholders are also a source of new
capital if needed. The pressure to reward
shareholders through dividends or share
buy-backs is considerable, even when
not wholly justified by a company’s
performance. If directors opt to reward
shareholders where insufficient cash
has been generated, to cover the cost, a
company will need to deplete its cash
reserves or borrow more. As cash leaving
the business, this could
be a serious concern for trustees.

When times are good, companies use
their borrowing facilities to expand the
business, which makes sense provided
the return outweighs the interest on the
amount borrowed. When times are bad,
debt facilities are more likely to be used to
provide additional liquidity, for example to
pay suppliers where insufficient cash has
been generated by the business. Recessions
see debt levels increase as businesses
borrow to meet their cash requirements
and make payments to shareholders, which
in turn increases interest costs. The ability
of a company to meet its ongoing debt
payments is therefore something trustees
need to monitor closely, and again forms
an integral part of a covenant review.
In an ordinary trading environment,
companies do not need to worry about
paying off their debt because they can
simply take out new facilities to pay off the
existing ones when they expire. Indeed,
such facilities can be very large relative
to the company and would be extremely
difficult to pay off from other assets. The
lack of availability of new credit, however,
clearly interrupts this cycle, and if
companies cannot refinance their debt, the
results can be literally terminal.
The need to refinance can be either
scheduled, due to the known expiry of
existing facilities, or unscheduled, due
to the actual or impending breach of
borrowing terms (debt covenants). Even
if a company is able to refinance, interest
currently charged by lenders is at a high
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Employer covenant

Corporate

And then there
are the shareholders…

The trustee response
to a weakening covenant
Covenant assessment
should be forward-looking
and, as far as possible, look
through the economic
cycle. If trustees can
satisfy themselves that the
employer is still going to
be around after the current
period of belt-tightening, then they might
pull back contribution demands until the
company finds conditions easier. This
is the line the Pensions Regulator seems
to be taking, but the risks of deferring
contributions are obvious.
If trustees have concerns about the
strength of the covenant in the longer
term, bearing in mind that even apparently
very strong businesses can deteriorate
rapidly in a deep recession, then simply

asking for much higher cash contributions
might precipitate the sponsor getting
into difficulty. Solutions need to be
more creative, and there is a wide range
of measures that can be deployed to
provide security for the trustees’ funding
requirement in the absence of hard
cash. Trustees are well advised to seek
professional corporate finance advice in
order to negotiate the best outcome.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Critical illness

A clearer definition
Peter Barrett reveals current developments within the ABI to redesign
TPD definitions for critical illness policies
Working party
This research led the ABI to create a working
party to look at the design of the benefit
and explore whether there is an alternative
way to provide a similar level of cover in a
clearer way that consumers are more likely
to understand.
To undertake this
work, the ABI has
met with both the
Financial Services
Authority and
the Office of Fair
Trading to gain
their agreement
that such a project can be undertaken
without breaching existing competition
legislation.
In deciding how the cover produced by
TPD could be explained more clearly, the
ABI was influenced by the fact that TPD
is typically provided as a benefit on a CI
policy. Was there a way that TPD could be
redesigned to resemble CI? It was felt that
such an approach was feasible, and work
was initiated to see whether the current
occupational and functional definitions of
disability could be replaced with new critical
illness conditions.
The working party started by analysing
the cause of current TPD claims, both those
that had been accepted and those that had
been rejected. The major causes of claim
were musculo-skeletal conditions and mental
illness, hardly a surprise to anyone involved
in the provision of disability benefits. Figure
1 shows the seven most common causes of
TPD claim.
A total of 23% of existing claims were
classified with a cause of claim as ‘other’.

These claims are being reviewed to establish
the true cause of the claim: whether this is
simply a classification error, or whether there
is another group of claims that should be
considered.
Having identified the major causes of
claim, the next step was
to establish whether it was
possible to draft CI-type
definitions for them. It
was recognised from the
causes identified that
the two most difficult
conditions for which to
draft definitions were
likely to be those for back disorders and
those for mental illness. It was felt that if
CI-type definitions could be drafted for those
conditions, then it could be done for the
other conditions.

» Successful TPD claims

Peter Barrett is the
head of claims for the
International Division
of Reinsurance Group
of America and a
member of the ABI CI
working party

T

he essence of an insurance agreement
is the promise to pay on the
occurrence of an insured event. For
the insurance to be effective, the
consumer has to have faith that the insurer
will pay as well as an understanding of
the type of insurance cover held. If either
element is absent, it is bad news for the
insurer and the policyholder.
Total permanent disability (TPD) benefit
has long been an additional benefit linked
with critical illness (CI) policies. A successful
TPD claim results when the claimant is
either unable to return to their own or any
occupation, or cannot perform the required
number of activities of daily living (ADL) as
defined in the policy.
Unfortunately, successful claims for TPD
are relatively rare and research in 2008 by
the Association of British Insurers (ABI)
suggests that more TPD claims were rejected
than accepted. According to the research,
approximately 55% of such claims are
rejected either because the definition of
disability has not been satisfied or because
non-disclosure has been uncovered. Such
figures lead to unhappy claimants and have
caused the industry to consider whether the
benefit in its current format is adequately
dealing with consumer need.
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are relatively rare and
2008 research suggests
that more claims were
rejected than accepted

Figure 1 — Most common
causes of TPD claims
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problems

24%
back
disorder
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depression and
mental illness
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Redefining TPD
When drafting a CI definition, the idea is to
establish a clear objective measure for both
the insurer and the insured. This would
overcome a lot of the current problems with
TPD, where evidence suggests claimants had
a limited understanding of what constituted
a valid claim.
The task for the ABI group has therefore
been to determine CI definitions for mental
illness and musculo-skeletal conditions that
provide broadly similar cover to the old
benefit, but which have a clearer trigger as
to when a claim will be valid or not. After
six months’ work, involving considerable
consultation with medical practitioners
and other interested groups, the ABI is
nearing the point where it will have ‘strawmen’ definitions available for industry
consultation. At present the definition for
back disorders is being proposed as follows:
Severe back and neck conditions having
undergone specified surgery:
n Proplapsed intervertebral disc having
undergone discectomy
n Stenosis of the spinal canal having
undergone decompression
n Undergoing spinal fusion for pain
n Vertebral column fracture requiring
surgical stabilisation.
Spinal injections are specifically excluded.
The definition for mental illness is
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currently being proposed along the following
lines:
Diagnosis of the following confirmed by a
consultant psychiatrist specialising in the
specific area of expertise:
n Schizophrenia
n Bi-polar affective disorder
n Paranoid (delusional) psychosis
n Schizo-affective disorder.
Or:
n Diagnosis by a consultant psychiatrist of a
severe depressive illness which has chronic
unremitting symptoms which have not
responded to comprehensive management
and treatment for which
the individual has

complied, based on the best current UK
clinical practice, for a period of greater than
12 months and has resulted in an in-patient
admission to a psychiatric in-patient ward for
more than seven consecutive nights.
Mental health problems such as mild
to moderate depression, anxiety and stress
amongst others, are not covered.
These definitions would represent a

major change
compared to the
existing TPD definitions.
When adjudicating
TPD claims under the current
definitions, the focus is on
proving total and permanent
incapacity, either such that the
person cannot return to work
as defined, or such that they
are incapable of performing
the ADL. This can be a long,
drawn-out process, and the
claimant’s view of TPD is
often quite different to that
of the insurer’s, leading
to many unhappy TPD
claimants.
The proposed approach
intentionally makes no
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reference to ongoing function. With regard
to severe back and neck problems, the
proposal is to determine validity based on
the claimant undergoing surgery. Surgery is
deemed the treatment of last resort for such
conditions.
For mental illness, validity of the claim
is being proposed on one of two triggers
— either the confirmed diagnosis of specific
severe conditions, or satisfying a definition
of severe depressive illness which has
not responded to optimum treatment,
lasted more than 12 months and required
more than seven consecutive nights on a
psychiatric ward.
These definitions are still very much a
work in progress and more must be done in
terms of drafting, consultation and, most
importantly, looking at the likely incidence
of future claims, remembering that the
intention is to have broadly similar cover to
before.
The ABI is proposing that any changes
to TPD are tied into the next review of the
Statement of Best Practice for Critical Illness
which is due to take place this year. The ABI’s
proposals for the revisions necessary to the
statement are likely to be issued for industry
consultation in late June 2009. These
proposals will include the new CI definitions
being put forward to replace TPD. Assuming
the changes to TPD proposed by the ABI
are accepted by members, insurers will be
required to replace current TPD benefits on
CI policies with the new definitions.
Consultation by the ABI with members
will take place over the summer into
September. Responses to the consultation
will then be considered and the revised
Statement of Best Practice for Critical Illness
will be published in December 2009. As with
previous versions of the statement, members
are then likely to be given up to 12 months
to implement the changes.
It is hoped that the proposals being
put forward by the ABI will improve the
confidence of consumers, enabling them to
choose the policy that is right for them by
making clear exactly what is covered and
when insurers will pay.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Conference preview

Health on the horizon
Simon Moody introduces details of the 2009 Health and Care Conference,
which takes place in Glasgow on 13-15 May
Plenary schedule

Chairman’s
preview
The Actuarial Profession’s 2009 Health
and Care Conference takes place at The
Hilton Glasgow from 13-15 May. The early
years of the conference were held at
Warwick University and attracted roughly
120 delegates, mostly actuaries. Now in
its 12th year, its popularity has grown
significantly, with up to 200 expected to
convene in Glasgow.
Recent years have also seen increased
participation from outside the actuarial
profession. The growth in popularity
mirrors the increasing involvement of
actuaries in healthcare, and not just in the
traditional insurance fields. Increasingly
we are seeing actuaries more and more
involved with the public sector, proving
that the profession has a significant role
to play in shaping and analysing public
health policy.
The diversity of the conference
delegates and the roles that health and
care actuaries fulfil from day to day are
reﬂected in the broad mix of speakers
and content at this year’s conference.
Half of the plenaries involve speakers
from outside the insurance industry, and
three-quarters will involve presentations
by non-actuaries.
The keynote speaker at previous health
and care conferences has quite often
been from outside both the insurance
industry and the actuarial profession. This
year is no exception, with the keynote
address being given by Dr Richard
Simpson MSP, shadow public health
minister in the Scottish Parliament.
It should also be acknowledged
that the conference is an important
opportunity for learning and continued
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professional development. There is
always a strong focus on technical
content, with a diverse selection of
specialised workshop sessions providing
a more intimate opportunity to share
technical knowledge and engage in
healthy debate.
Professional development is not all
about technical competencies, however.
So, in line with recent conferences, we
have also included a plenary focusing on
behavioural competences. The profession
has always advocated good business
ethics from its members; this year’s
conference includes a plenary that takes
a look at moral DNA — what it is, what
shapes it and, more importantly, what it
means for actuaries.
Finally, one shouldn’t underestimate
the value of conferences in terms of
networking opportunities. It provides
the setting for like-minded actuaries to
debate current issues, discuss business
opportunities, catch up with old
colleagues and make new acquaintances.
To facilitate the more social side of
networking, this year’s conference
entertainment includes a race night as
well as a gala dinner at one of Glasgow’s
most famous landmarks, The Tall Ship.
Similar entertainment at previous health
and care conferences proves — at a
statistically significant level — that
actuaries can and do have fun.
I hope to see you in Glasgow in May.
Simon Moody is chairman of the
Health and Care Conference organising
committee.

Plenary 1: Keynote address
The opening session from keynote speaker
Dr Richard Simpson will cover changes in
life expectancy with particular reference
to lifestyle choices and health inequalities.
Dr Simpson will examine some of the
trends in the use of tobacco and alcohol,
the effects upon quality of life as well as
life expectancy from changes in diet and
physical activity, again with reference to
deprivation.
Speaker: Dr Richard Simpson, member of
the Scottish Parliament, shadow public
health minister

Plenary 2: A health check on
healthcare
n How will pressures on the welfare state
increase the importance of the private
sector?
n How well we are doing in meeting the
potential demand from consumers and
employers?
n Where are the key opportunities for
private healthcare in the future?
n How can we work with the government
to realise these opportunities?
Speaker: Craig Thornton, Swiss Re

Plenary 3: What is moral DNA?
n How does it inﬂuence our thinking,
feelings and actions?
n Age and gender differences — does mum
know best?
n How does education inﬂuence moral
DNA?
n What differences do we see by
occupation?
n So, what does it mean for us?
Speaker: Roger Steare, occupational
philosopher & ethics consultant

Plenary 4: Shaping the future of
long-term care
Key points include:
n An overview of the current development
and issues with LTC
n How a partnership/integrated care model
involving all the stakeholders (the state,
insurance industry, care provider, care
receiver) can work together, secure an agreed
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and sustainable mechanism to fund and
deliver long-term care services
n What role the insurance industry,
represented by the Association of British
Insurers, can play to facilitate and promote
awareness of the need for private provision
of long-term care
n How actuaries can help to design longterm care products that complement the
state provision at an affordable and fair price
n What the government can do to foster
long-term care product development;
for example, formalise a state/individual
contract of long-term care benefit
entitlement, introduce a tax incentive
to purchase long-term care products and
encourage public/private partnerships.
Speakers: Nick Starling, ABI; Dr Chris
Ball, Gen Re Life Health UK; Professor Jon
Glasby, University of Birmingham; and Dr
José-Luis Fernández, London School
of Economics

Plenary 5: Whatever next?
n What are the latest developments from
the ABI work programme on reputation?
n An update will be provided about the
2009 review of the Statement of Best
Practice for Critical Illness Cover
n What threats and opportunities are on the
horizon?
Speaker: Nick Kirwan, ABI

Plenary 6: The underwriting X Factor!
Join Paul Gyseman and Andy Milburn
of Munich Re as they present a mock
beauty parade with two of the protection
industry’s leading suppliers of ‘big T’ and
‘little T’ tele-underwriting to determinte
the best underwriting services supplier.
Pre-event research conducted by Munich
Re will unveil the five most important
underwriting areas that delegates believe
impact product pricing most: then the
suppliers will persuade you to vote!
If you’ve never had the chance to be
involved in an underwriting beauty
parade, this is your chance!
Speakers: Paul Gyseman and Andy
Milburn, Munich Re
Guest Speakers: Andrew Gething, Morgan
Ash & Graham Spittles, OtterRisk
Solutions
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“the best insurance system in the world”.
This insurance principle is the right one for
healthcare but, in truth, the UK is far from
being a world leader. This session will cover:
n NHS performance in its international
perspective
n The insurance principle in healthcare
n Strengths and weaknesses of current UK
and EU policy
n From NHS to NHPS — a National Health
Protection System.
Speaker: Andrew Haldenby, Reform

Plenary 7: Launching a UK life and
health company
Is there room for another life protection
provider? This talk will cover:
n Views on the current state of the market
n Differentiating yourself through
marketing, distribution, product
development and service while
maintaining a holistic view on risk
management
n The biggest challenges for Fortis Life and
how they were overcome
n Early market experience.
Speaker: Martin Werth, Fortis Life UK
and Roy Chappell, SCOR Global Life SE,
UK Branch

In addition to the eight plenary sessions,
there are 16 workshops for delegates to
choose from and they can attend four over
the two-day conference. Subjects range
from health micro-insurance, demographic
change and insurance opportunities to
‘sorting apples from pears’ — adding waist
size to the application form for the new
FOS/ABI claim guidelines — one year on.
As well as actuaries working in UK
companies, the IAA Health Section is
also providing speakers for two of the 16
workshops.
This year, aside from coming along to
increase your knowledge in the areas in
which you work, why not put forward an
idea to or even volunteer to participate in a
working party with the aim of presenting at
next year’s conference?
To apply for a place at the conference, visit www.

Plenary 8: NHS reform

the-actuary.org.uk/media_centre/events_folder/ap_

In 2008, Gordon Brown called the NHS

events/health_care2009

Background
The first Health and Care Conference was held in 1997 at Scarman House, University
of Warwick, where it was held for a number of years, attracting approximately 125
delegates each time.
Health and care became an examinable subject for the first time in April 2005 and
delegate numbers attending the conference slowly crept up, hitting the 200 mark in
Dublin in 2008 — the first time it had left the UK. In 2009 the Conference will be held in
Glasgow from 13-15 May.
Over the years, the number of members listing health and care as their predominant
area of work has increased, with just under 350 members listing it as such on the
profession’s database. The number signing up to the Practice Community Area currently
stands at just over 400, but is expected to rise in the next few weeks as the names of
those who have not signed up but do work in the area are added to the Community.
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Jen & Jean

Jen and Jean invite Tim Birse, deputy chairman of the Board of
Examiners, to share tips on passing the dreaded actuarial exams

How to pass the exams —
an examiner’s guide
Passing exams requires no skill that a
graduate does not possess already, so why
do students seem to have so much trouble?
I put it down to a combination of not
knowing the subject thoroughly enough
and to poor exam technique. The first I can
do nothing about, except to encourage you
to work hard and read widely around the
subjects you are studying, especially in the
later stages of the examinations.
Passing exams is a skill in itself and
needs to be learned. The single reason why
candidates do not gain all the marks they
deserve is that they cannot or will not
read the question — or if they do, they
decide to answer the question they think
the examiners ought to have asked. While
this applies mainly to later parts of the
examinations, it is also seen in some core
technical scripts.
The examiners spend a great deal of time
constructing the precise wording of each
question in order that the answer they
seek is not only obvious, but is also the
only correct response to the question. For
example, if the examiners want candidates
to write down how to carry out an expense
analysis, they will not ask the question:
“Explain how the company would use the
results of its expense analysis ...”
Longer questions all have a common
structure in four parts. These are:
1. A preamble that sets the scene
2. A command verb — always the first
word in the question proper, such as ‘list’,
‘outline’ or ‘determine’
3. A description of what the examiner wants
4. The number of marks available.
Less successful candidates identify what
they believe to be the subject of the third
component and write down all they know
about it, often gaining few marks and
wasting much time. All four parts of the
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question are important.
The information in the preamble is
designed to be used in the question. Thus, if
you are told that a pension benefit scheme
is for UK employees of a multinational
company, this fact will be of relevance
in the solution and you might need to
consider employees seconded abroad for
long periods. The examiners try not to put
irrelevant items in the preamble.
The command verb is vital. There is no
code, and the words have their normal
English meaning. ‘List’ is a list, not a
paragraph of explanation on each item.
‘Describe’ usually refers to a process,
while ‘discuss’ is seeking wider views and
higher order skills than repetition of the
core reading. ‘Outline’ is a slimmed-down
‘discuss’. ‘Calculate’ seeks a numerical

solution, while ‘determine’ is normally an
expanded version of ‘calculate’, looking for
clear steps along the way.
It is important to be completely clear of
what the examiners want before starting to
write. A very common type of question is to
ask for a basic technique in a specific, and
sometimes unusual, context. For example,
you might be asked to price an insurance
product that has an unusual benefit or
option. Candidates tend either to answer the
generic question, ignoring the specifics, or
to concentrate entirely on the specifics and
fail to make the standard points.
Finally, the number of marks available is a
guide as to how much time should be spent
on each question and, therefore, the level of
detail that examiners are seeking. A threemark question does not merit three pages
of closely written script. If you overspend
time, particularly if you are struggling with
difficult arithmetic, it is usually better to cut
your losses and move on, coming back to
the question if necessary.
So, to improve your exam technique, I
suggest the following six easy steps:
1. Read the question
2. Read the question
3. Plan your answer
4. Read the question
5. Write down your answer
6. Read the question.
None of the points that I have made
above will compensate for actually knowing
your stuff, but I hope that they might make
a knowledgeable candidate pass rather than
fail. Good luck is no substitute for hard
work, but good luck anyway.
Tim Birse was previously principal examiner for subject
CA1 from its inception in 2005. Prior to that he was a
member of the Life Assurance specialist team. He has
marked candidates’ scripts in each of the last 22 years.
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People

Harkiran Bhachu’s excitement for learning new skills puts the icing
on the Sagicor team’s cake — literally

Harkiran Bhachu
Employer and area of work
Sagicor at Lloyd’s — general insurance,
pricing and reserving.

Date entered Profession
December 2007.

Describe yourself in three words

London, which means I am up at the crack
of dawn with a long commute.

or being a Superhero (I have not yet decided
on what powers I would actually possess).

Tell us your formula for success

Favourite book/ﬁlm/CD/gadget?

Stick to what you believe in, be willing to
learn and go for it all the way.

Wuthering Heights by Emily Bronte/The
Mummy/I listen to the radio/my iPod touch.

What’s your best attribute?

How do you relax away from the
ofﬁce?

I am told that I am compassionate.

Ambitious, adventurous and enthusiastic.

And your worst habit?

What’s the best thing about your job?

I can eat a whole Terry’s Chocolate Orange
every day… and reluctantly share it.

Spending time with my family, gardening
and learning something new. I recently took
a cake decorating course.

Tell us something unusual about
yourself

Working for a small syndicate means that
I get exposed to a lot of different areas, for
example catastrophe modelling and pricing
and reserving.

What is most likely to irritate you
about others?
Dishonesty.

Despite growing up in Tanzania, I have a
fear of house geckos.

And the worst?

Alternative career?

If you would like to nominate someone for Actuary of

I currently live in Birmingham and work in

Running my own resort on a remote island,

the Future, please e-mail AOTF@the-actuary.org.uk

Book review: The Ascent of Money
Dr Geraldine Kaye reviews The Ascent of
Money by Niall Ferguson
Last autumn on UK television, Channel 4
presented a fantastic six-part series related to
Niall Ferguson’s book, The Ascent of Money.
I was therefore pleasantly surprised to be
asked by The Actuary to review the book.
Like many people, I am a procrastinator
when it comes to reading non-fiction books
and have a never-ending list of “must reads”
— and this one was on it.
It looks bulky, at 442 pages long — and
in hardback to boot — although it feels
the same weight as many paperbacks.
What initially frightens as potentially
a heavy read, in all senses of the word,
proves to be, for me at least, a light holiday
read which I highly recommend. It is as
fascinating as any Harry Potter novel, and
many times I wondered that truth can be
stranger than fiction in its consequences.
As Ferguson states: “the story I have told is
authentically evolutionary”.
From the subtitle, A Financial History of
the World, as an actuary, I had not expected
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to learn much. I don’t think I was proven
wrong in that respect, but it has provided
a fresh perspective and depth to my
knowledge, as well as meshing together
ideas and events which were previously
disconnected in my mind. Ferguson
has truly written a book that “explains
everything we need to know about finance
and history”. He has been described by The
Times as “the most brilliant historian of his
generation”. If this book is representative
of his work, then I concur.
The resounding message of the book is
the importance of money as a motivating
factor in every major war, crisis or progress
in history. Ferguson is optimistic about
the future and states: “though the line of
financial history has a saw-tooth quality,
its trajectory is unquestionably upward”.
This should be essential reading for any
actuarial student without a background in
economics and recommended reading for
others.
Dr Geraldine Kaye is managing director of
GAAPS Actuarial
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Matt & Finn

Novel thinking
Matt and Finn combine the world of literature with that of actuaries,
meeting author and Towers Perrin employee Eliza Graham
I read diaries and autobiographies
written by people who’d lived through
that period. I also visited the part of
Poland that was German Pomerania to take
photographs and make notes.
In addition to writing, you also work in
marketing for Towers Perrin. How easy
is it to combine a writing career with
another job?
I now freelance at Towers Perrin, which
means I can juggle writing with work. It’s
good to have an income stream while I
wait for royalties and advances. It’s also
refreshing to switch off from writing fiction
and use the other side of my brain to proofread on insurance legislation or pension
trusteeship.

You have recently published your second
novel, Restitution, a story of love and
betrayal set mainly in Germany in
the Second World War. What was the
inspiration behind the book?
As a teenager I spent summer holidays with
a German family. The father had come
from the east in 1945, pushing the family
silver along in a handcart.
At the time I found the story rather
romantic. It was only when various
accounts were later published (notably
Anthony Beavor’s Berlin) that I understood
the horror that had befallen millions of
refugees from the east. The restitution
inflicted on Germany by the Russians may
be historically understandable, but it fell on
the young and the weak as well as the war
criminals.
Your book covers a time period that you
never lived through. How easy is it to write
about an era you have not experienced?
So much material is now available online,
complementing what’s in print, that it’s
easy to immerse yourself in a particular
period. I found many first-hand accounts
of the flight from the eastern parts of
Germany; young boys press-ganged into
the Wehrmacht and housewives scrabbling
through rubble in search of food or wood.
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What inspired you to write a novel in the
first place?
I knew someone who had just published a
novel, and decided to try myself. That book
was Restitution, although Playing with the
Moon, my second novel, was published first.
Any plans to create an actuary character
or set a novel in the fast-paced world of
actuaries?
Actuaries would make good detectives
because of their understanding of risk and
analytical skills. I remember an actuary
once describing some risk management
work he was doing at an Irish stud farm
and it sounded like good material for a
Dick Francis-meets-John Grisham thriller.
Any advice to anyone interested in making
a career change to take up writing?
Don’t give up the actuarial work! Most
authors don’t earn vast amounts. Actuaries
examining the risk/reward ratios wouldn’t
be impressed!
Anyone who wants to write has to be a
greedy reader first and have a thick skin, as
rejections tend to pile in at first. You also
need resilience to persevere.
Eliza Graham has worked for Towers Perrin for ﬁfteen
years. Her ﬁrst novel, Playing with the Moon, was
published in 2007, followed by Restitution in 2008.
Eliza lives near Wantage in Oxfordshire with her
family and is currently working on a third novel in

Recommendation of
the month
Restitution
— Eliza
Graham
Restitution is set
mainly during
the Second
World War and
follows Alix,
an aristocratic
young girl,
on a journey
of love and
betrayal. It has all
you would you want in a good book — a
gripping narrative and a pure escapist plot.
It’s one of those novels you pick up and
can’t put down.

Client entertaining
Fine dining at a reasonable price...
The press is full of stories of ﬁnancial
doom and gloom. Recession is upon us,
unemployment is rising, and every banker
now works for the government (if they
work at all). However there are some
positive things in these darkened times
— you can now get bookings for some
of the more exclusive restaurants where
you never thought you could afford take
clients. Go soon — before the restaurants
either close down, the clients lose their
jobs or the expense budget disappears…

...or pay what you want
Perhaps more restaurants will take their
lead from the Little Bay chain. In February,
Little Bay’s Farringdon outlet ran a crunchbusting promotion inviting customers to
only pay what they thought their meal
was worth.
The restaurant was soon fully booked
and, as it turned out, reported a 30%
increase on their average customer takings
during the course of the promotion. Owner
Peter Ilic said that the lowest amount
anyone paid was from two students who
stumped up a penny each for their meals
plus a £5 tip. As to whether these were
actuarial students, we are none the wiser.

between Towers Perrin assignments.
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Sponsored by

Puzzles

Coffee break

Highfinance-Actuaria
Specialist Recruitment

April prize puzzle

Optimal primes
My six-sided die is a very unusual one. It’s a cube, and the numbers written
on its faces are all different, but the numbers written on any two opposite
faces add up to ten rather than the usual seven.
I can sum the numbers which are written on one or more faces to produce a
surprisingly large number of prime numbers — in fact, I can find combinations
of faces which sum to all of the prime numbers starting with two, three, and
working upwards to… well, that would be telling.
What might the numbers on the faces be?
For a chance to win a £50 Amazon voucher, courtesy of puzzles sponsor
High Finance, please e-mail your name, company and your solution to
actuaryprizepuzzle@incisivemedia.com The prize will be awarded for the
best entry — the one which enables summation to the most consecutive
primes starting at two. In the event of a tie, the winner will be picked at
random. The closing date for entries is 15 April.

Terms and conditions

The prize will be awarded for the best 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 423 Student special
This puzzle is a nice easy one for all the actuarial students out there
with exams coming up in April.
Find the longest word that you can which is made up of some or all
of the letters in the rows below (repetition is not allowed). The letters
remaining spell out a message (from a veteran of more re-sits than he
wants to count). Good luck!

Puzzle 422 The 100 prisoners (reprise)
This is a follow-up to last month’s 100 prisoners puzzle. Once again,
we find ourselves with 100 Caulatarian prisoners held in a maximum
security prison with a chance to bid for their freedom. They are given
the following information:
n There is a room in the prison containing a light and a standard
light switch
n Every day, starting from tomorrow, one or more prisoners will be
taken to this room, one at a time. They will be able, should they
choose, to turn the light either on or off. The prison guards do not
touch the light switch (but do replace the light bulb when required)
n Every prisoner will, by some indeterminate time, have been taken
into the room on any number of occasions i.e. at some point, all of
the prisoners will have visited the room at least once, twice or indeed
1000 times, but there is no way of telling how long it will take for this
to happen
n Tomorrow, the prisoners will be placed in solitary confinement and
so will otherwise be unable to communicate. Today, the prisoners are
allowed to talk among themselves and decide on a strategy i.e. who
should and should not turn the lights on and off
n The prisoners are to be freed when one of them is able to tell that
all of the prisoners have visited the room, with the usual dire penalties
for poor guessing.
This time there is a strategy that guarantees the prisoners’ eventual
freedom — can you find it?

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
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Puzzles

Coffee break

Solutions for March 2009
March prize puzzle You do the math solution
Substituting numbers into the equations,
solving, and then substituting back the
solution to the equations, gives the
following answers (with explanations of the
codes used):
1. Nitrogen (Atomic numbers: (6 + 9)/3 +
2 = 7)
2. Shed (Pop groups: 17 – (2 x 5) = 7,
amongst others)
3. Baseball (Number of members of a
team: (6 x 15) – 3^4 = 9. ‘Rowing’ was also
a good answer)

4. Downing Street (House numbers of
famous addresses: (square root of 1600)/4
= 10)
5. Ways to Leave Your Lover (Hit records:
(99 – 1)/2 + 1 = 50)
6. Catch- (Novels: 30 – square root of
(1984/(39 – 5 – 3)) = 22)
7. St Kitts & Nevis (Number of stars on
national ﬂags: 4/50 x 5^2 = 2, although
various others also work)
8. Bolingbroke (Nicknames of monarchs:
Ln(15 + 1)/Ln(2) = 4. Note that ‘beloved’ =

Louis XV of France here. Various others are
valid)
9. Pension Fund Terminology (Actuarial
Guidance Notes: (21 + 43 – 38) = 26)
10. Naked Gun: The Final Insult (Film titles:
300 / (102 – 93) = 33 31 . Various others are
valid).

March prize winner
Congratulations to all those who sent
in correct answers. A £50 Amazon
voucher courtesy of puzzles sponsor, High
Finance, goes to Rod Marshall of Barnett
Waddingham LLP.

Puzzle 420 The 100 prisoners solution
The inmates ﬁnd a strategy which
guarantees they will have a roughly 30%
chance of being freed. Can you ﬁnd it?
The inmates assign themselves one each of
the numbers 1 to 100 randomly, memorise
this numbering, and then pursue the
following strategy, illustrated for us by
prisoner number 6.
The prisoners start off by opening their own
box – i.e. prisoner number 6 opens box
number 6. If he had found his own name, he
would stop there, but let’s say that he does
not — instead he ﬁnds the name of prisoner
number 23. He therefore opens box 23,
which contains the name of prisoner number
4. He then opens box 4, which contains the

name of prisoner 85, and so on, until he ﬁnds
his own name.
Observe that prisoners 6, 23, 4, 85 and so on,
form a ‘club’ and that if there are n members
in the same club, then all of them will take
exactly n tries to ﬁnd their own name. Also,
all 100 prisoners are in exactly one club.
This means that the prisoners will fail their
collective task if, and only if, one of the clubs
is larger than 50.
This also illustrates why the strategy works
— if one prisoner fails, then at least 50
other prisoners also fail and so the failure
and success of individual prisoners is highly
correlated. The probability of failure for all
100 prisoners is then the sum of P(n) for n =

51 to 100, where P(n) = the probability that a
club of size n exists. By counting the number
of possible ways in which such a club can
form, we can see that
P(n) =

(100
n ) x (n-1)! x (100-n)!
100!

= 1/n. And so the probability of failure =
1/51 + 1/52 +....+ 1/100, or about 68.8%
— or an over 30% success rate, although
this assumes the risk of one of our geniuses
being forgetful is negligible — but they are
geniuses after all!
Remarkably, this result extends to any size
of prison.

Puzzle 421 The hexagon solution
A regular hexagon with corners ABCDEF
contains two rectangles ABXY and CDYZ. What
percentage of the hexagon lies within at least
one of the rectangles?
This can be found by dividing the hexagon up
into six equilateral triangles around the centre
of the hexagon O.
Considering ABO, BCO, CDO and so on in
turn, it is straightforward to observe that the
proportion of the hexagon that lies within one
of ABXY and CDYZ is equal to

(1+ 32 +1+ 21 + 31 + 21 )/6

= 24/36 = 2/3 or approximately 66.7%.

Highfinance Actuarial
Facing a Career Puzzle? Call for the Solution
www.the-actuary.org.uk
hf strip.indd 1
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Appointments

People moves

team, with responsibility for embedded value and ICA
reporting.
Brian Sewell has
been promoted to
actuarial pricing
manager. Mr Sewell
will remain involved
in the client pricing
and tender process, while taking on
more responsibility for experience
analyses.
Paul Caprez has
joined Ark Syndicate
Management Limited
as chief financial
officer based in
London. Mr Caprez
joins Ark after
14 years at Assicurazioni Generali,
working initially at
the London branch
office and then at
the group headquarters in Trieste, where
he was involved in
capital management,
M&A and corporate
finance.

Schroders’ institutional business has appointed
Margaret de Valois as a client director
responsible for managing some of Schroders’
major UK institutional pension scheme client
accounts. Ms de Valois is the first actuary
to move into a client relationship position
within Schroders. Prior to joining Schroders,
Ms de Valois was a member of the corporate
consulting actuarial team at HSBC and former
editor of The Actuary.
Watson Wyatt has
announced the
appointment of
Martin Muir as the
leader of its Insurance and Financial
Services Practice
UK life team, and
Graham Fulcher as
the leader of the UK
non-life team. Mr
Muir and Mr Fulcher
are long-standing
members of the
Watson Wyatt team.
Punter Southall has
announced that
John Gordon has
joined the company
as a senior consultant in the Edinburgh
office to increase its
actuarial resources
and assist with the

growth and development of the firm’s
business in Scotland.
Prior to joining
Punter Southall,
Mr Gordon was a
consulting actuary
at HSBC Consultants
and Actuaries.

Gen Re has announced that
Peter Temple will
take over business
responsibility for
Cologne Reinsurance
Company, United
Kingdom branch.
Mr Temple has been
with Gen Re for 10
years.

John Gordon

KPMG has appointed
Stuart Shepley as
partner in the Insurance Risk and Actuarial Services group
where he will have
particular responsibility for growing

Hannover Life Re has
announced the following promotions:
Neil McPhillips has
been promoted to
manager within the
actuarial finance

and developing
KPMG’s non-life
insurance risk and
actuarial practice
across Europe. Mr
Shepley joins KPMG
from Grant Thornton, where he was a
partner leading the
finance, actuarial
and risk consulting
businesses.
JLT Benefit Solutions
Ltd has announced
the appointment of
Nnamdi Odozi as
an investment consultant in London.
Mr Odozi was previously a consultant
with KPMG.

investment practice between 2000
and 2007. He was
previously a scheme
actuary at Mercer for
five years.
The Financial Reporting Council (FRC)
has announced the
appointment of
Jim Sutcliffe, FIA,
as the next chair
of the Board for
Actuarial Standards
(BAS) and a director
of the FRC. This appointment follows
the decision by Paul
Seymour, who has
served since the end

of November 2005,
to stand down as
chair of BAS. Jim
Sutcliffe will take
over in mid-June
2009. A copy of the
full press release can
be found at www.
frc.org.uk/press/
pub1888.html
Hymans Robertson
has promoted five
of its investment
and longevity risk
management staff
to partner: Steven
Baxter, Stephen
Birch, David Boyd,
Nick Forrester and
Clare Gardner.

Barnett Waddingham
has appointed John
O’Neill as partner
and Kim Durniat
as associate in the
firm’s Insurance
Consulting Team.
Mr ONeill and Ms
Durniat were formerly with Mazars
Actuarial Services.
The Pension Protection
Fund has appointed
Ian McKinlay as
chief investment
officer to oversee its
investment portfolio. Mr McKinlay
joins the PPF from
PricewaterhouseCoopers where he
was head of its investment consulting
practice, providing
advice to corporate
bodies on how to
manage pension
scheme risk. Prior
to joining PwC, Mr
McKinlay was head
of Aon Consulting’s

Watson Wyatt Worldwide has appointed
Nicholas Smith to lead its defined
contribution (DC) investment team. Mr
Smith joins Watson Wyatt from Schroder
Investment Management where he spent the
last 12 years on the institutional side of the
firm, latterly as an executive director. Prior
to this, Mr Smith worked at Norwich Union
Investment Management for 20 years.

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