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By the time you read this, a decision
on the Actuarial Profession merger
will have been reached. I have spent
numerous hours in the last few weeks
discussing variously with colleagues and
peers the need for, or audacity of, such
an undertaking. Whatever the outcome,
and debates aside, the move to present
ourselves to the public as a unified professional body is, to me, very positive.
The media had its pick of attention-grabbing headlines recently.
Nevertheless, in between UK MPs’ expense scandals, the death of a pop
icon and the shocking disappearance of a commercial jet, the spotlight also
shone on our profession. The UK Financial Times featured profiles of several
actuaries including members of The Actuary team and Faculty president,
Ronnie Bowie.
In his July 2009 presidential address, Bowie talked about the challenge
put to actuaries by Alan Milburn MP to open the doors of our profession to
candidates with requisite numerical ability regardless of their background.
At the Profession’s recent Risk and Investment Conference, Bowie and his
co-panel members also discussed the need for actuaries’ jobs to expand
into wider fields, as there is the potential for some to find themselves with
insufficient work if they remain focused on their current areas of practice.
The two concepts seem contradictory but are both individually
constructive initiatives. The introduction of the ST9 exam, which will allow
us to widen our horizons and become certified risk professionals is, in my
view as a risk practitioner, an immense step in the right direction.
Financial modelling and, fittingly, actuaries in wider fields are our themes
this month. I am also pleased to host our very first International View with
an enlightening report on the general insurance market in Pakistan. Please
keep your news coming.
Congratulations to the newly qualified fellows and associates. May your
new status bring you fresh challenges to balance the five-day week to which
most of you will now be adjusting!

Marjorie Ngwenya
Editor
editor@the-actuary.org.uk

Circulation
18,724
(July 2007 to
June 2008)
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Letters to the editor
In which actuaries discuss birthday suits and trivial pursuits

Letter of the month
Trivial pursuits?
By the time people read
this, the result of the merger
votes will be known. I am
writing this before they
are known because my
complaint stands, whatever
the result.
I have been appalled by
the standard of the merger
debate on both sides. I
had expected it to discuss
matters of importance, such
as: “Will it provide better
quality advice to clients?”,
“Will it provide better research into actuarial science?”, “Will it provide more efficient
running of the profession’s affairs?” and “Will it provide more influence on government
in its widest sense?”
Instead, the debate seemed to concentrate on the trivia. It was on a par with general
election voters choosing their party because of the colour of its emblem, not its policies.
The final straw was being sent an invitation to participate in a poll as to which current
president is better. By the time the merger gets under way, both will have finished their
presidencies.
I should have anticipated my delusion from the fact that a merged body could not be
called ‘Institute’ or ‘Faculty’, because many of the other’s members would have rejected
it for that reason alone. The name of the professional body is unlikely to appear in any
client’s list of reasons for seeking actuarial advice. It should not appear in any list of
reasons for supporting or rejecting the merger, except near the bottom of many.
Thankfully I now work in the ‘wider’ field. None of my colleagues are aware of this
debate so I have not found it necessary to defend the profession.
Robert Steel
19 July 2009

The writer of the letter of the month receives an iPod Shuffle and a £15 iTunes voucher kindly
supplied by Hazell Carr

Choosing to lose
There are a number of observations that can
be made about the issues raised by Alan Smith
in his recent article (The Actuary, June 2009).
Perhaps the action that has done the most
damage to retirement savings in the UK is
the decision not to get rid of tax incentives.
In the last 25 years there has been ample
opportunity to do so.
The decision to retain tax incentives is not
the only problem limiting efficiencies in this
crucial area. The shift to greater government
intervention, increased rules-based regulation
and unprincipled legislation and the
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development of prescriptive accounting
standards have all done their bit to damage
retirement savings. Collectively, these have
also led to constant change and, when it
comes to long-term savings, people need
stability and confidence that the rules won’t
change or, if they do, that the change is for
the better. Change gives people excuses and
opportunities for inaction. Change gives
industry players opportunities to charge
higher fees.
We must also recognise that saving for
retirement does not have to mean building
up traditional financial assets via managed

funds, pension schemes and the like. Equally
valid and often better is paying off debt,
investing in a business and gaining education
to increase the potential for future earnings.
Government intervention through
social legislation and tax, if not structured
correctly, simply sets the community up for
future change. As far as I can see there is no
evidence anywhere in the world that tax
incentives have ever worked. They are simply
distortionary, expensive, inequitable and
regressive. Therefore their presence simply
means that there will be further change as
successive governments determine that the
status quo is not a good use of the taxpayers’
resources. People should be free to choose
the right vehicle to secure their future and
when the time is right for them to do so.
Tax incentives simply encourage them to
manipulate the system and remunerate the
industry with taxpayer-funded fees.
It was also naïve to think that the days of
employer superannuation and defined-benefit
schemes were the holy grail. In most cases
they were structured not to be optimal for
an individual’s financial health but to take
advantage of the tax incentives on offer and
the employment environment and practices
at the time. They were never going to be a
sustainable proposition in an increasingly
global world.
It is equally naïve to think that, in all cases,
people who choose not to join are rewarding
themselves a pay-cut. Where an employer has
a ‘pay plus benefits’ philosophy, this may be
the case. However, where the employer has
a total remuneration philosophy, this won’t
be. Many employers will wish to be fair and
would not wish to have different total costs
for employees simply because one employee
can afford to save or chooses to save. Whether
we like it or not, we live in a world that is
shifting more to total cost of remuneration,
flexibility and individual accountability.
Therefore individuals who choose to opt
out may simply be choosing to take their
remuneration in a different form and build
up wealth in a different way.
If the government wants to solve the
retirement savings problem, whatever it is,
it would be better to focus on empowering
people, increasing transparency, exposing
poor industry practices and removing the
distortion of prescriptive regulation and tax
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Your view

incentives/subsidies. We should also not
ignore the positive influence that policies
which increase productivity and economic
growth will have on retirement savings.
Michael Chamberlain
4 July 2009

Response to Loach and Willis
I was interested in the article from Ken
Willis and Jon Loach on models (The
Actuary, June 2009), but particularly by
the twin-peaked pattern in Figure 1. Many
years of looking at possible future trends in
financial markets have led me to conclude
that such a pattern in return expectations
occurs quite often.
A characteristic of such a distribution
is that the median expectation does not
represent either of the most likely outcomes,
which lie well to either side of the median.
Using the median as a forecast is likely to
generate, at best, a mediocre result. From an
investment standpoint, it may be necessary
at some point to take a view as to which
outcome is the more likely. From a risk
management standpoint, this situation
presents some obvious difficulties.
I am unclear that these are likely to be
mitigated, as suggested, by sticking to a
simpler form of model. If this is based on
“the premise that risk can be represented
by some form of normal model statistic”,
yet the expected returns are by no means
normally distributed, it seems very doubtful
that either simplicity or complexity could
lead to a satisfactory outcome in terms of
risk mitigation. If models are to be of use
at all, there seems to be a crying need for
work to be carried out to develop those that
do not rely on unjustified assumptions of
statistical normality.
John Bishop
3 June 2009

Global cooling
The article by Brimblecombe and Rocchi (The
Actuary, July 2009) says, “We may see a slight
temporary slowdown in the rate of warming,

www.the-actuary.org.uk

006-007_Actuary_0809_Letters.ind7 7

due to La Niña”.
Using smoothing formulae given by
Herbert and Scott (Scandinavian Actuarial
Journal, 2006) that allow for La Niña cycles,
I estimate that global warming ceased (at
least for the moment) in 2004. The Global
Temperature Anomaly (GTA) may be found
on the Hadley Centre’s website and anyone
can do their own calculations. Here are some
figures (in degrees Celcius):
GTA (crude)
GTA (smoothed)
Year
2004
.4320
.4495
2005
.4790
.4462
2006
.4220
.4308
2007
.4030
.4015
2008
.3120
.3567
I can produce more extensive figures (and
graphs) on request but, in rough terms, the
extent of recent global warming was about
0.5oC over 50 years to 2004, since when
there has been a cooling of about 0.1oC.
On current trends, the GTA may be about
zero in 15 years’ time and all the media talk
about carbon footprints, carbon emissions
and so on, will have been forgotten.
It could be argued that ‘mathematical
models’ prove that global warming will
resume. I can only say that mathematical
models are not infallible, as has been
demonstrated in the case of the mathematical
models used to help to give AAA ratings to
collateralised debt obligations.
William F. Scott
26 June 2009

Actuarial fairytales
I received my monthly copy of The Actuary
magazine today in an envelope featuring
the slogan “Actuaries make financial sense
of the future”. Do we really? Following the
carnage of last year, I doubt it.
A butcher in Ireland a few months ago
told me that he would never invest any
money in a pension fund: “Look at what
happened to everybody’s money in 2008,”
he said. What should my reply have been?
Is there any formula of words that could
adequately address his point?

Letters

I recently listened to a web conference on
the subject of Market Consistent Embedded
Value (MCEV) and its applicability beyond
Europe. The framework appears to be based
on the idea that markets are fundamentally
deep and liquid. At the time of writing,
nobody seems to know how to price
distressed banking loans. Many markets
have collapsed in the absence of credit.
Never mind. The show must go on. Some
people have spent 10 years working on
this framework. It’s too late to stop it now.
It sounds like the excuses for the war in
Afghanistan.
MCEV prescribes the use of swap rates
to value long-term liabilities. The longest
duration for which swaps are available in
many countries outside Europe appears to
be 10 years. How should liabilities beyond
10 years be valued? There’s a hole in the
valuation bucket, dear Liza.
Under MCEV, assets should be valued
at market rates. The International
Accounting Standards Board now suggests
that investments such as government
bonds producing predictable cash flows
should be valued in accounts using an
accounting mechanism that smoothes out
market fluctuations. Where does this leave
mainstream actuarial MCEV sense? The
whole charade reminds me of The Emperor’s
New Clothes by Hans Christian Andersen.
If there is any financial sense to draw out
of the nonsense of recurrent bubble mania
and the inevitable crashes that follow, it is
that the whole financial system is inherently
unstable, regardless of what the models say.
Cathal Rabbitte
16 July 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
July issue is Wednesday, 14 August.
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Soapbox

Mark Azzopardi

Mark Azzopardi says that pensions schemes should consider market
conditions more when setting investment strategies

Lessons from the credit crunch

T

he credit crunch has cruelly reminded
us that the pension industry in its
current form is failing. The outcomes
experienced by the vast majority of
pension schemes after two major market
downturns in less than a decade have been
shockingly poor. Why is this?
The period from 2000 to 2003 saw equities
and bond yields fall in tandem. Received
wisdom in many parts of the market was
that pension schemes needed to diversify,
rather than simply de-risk, in the face of
such a perfect storm. In practice, however,
most pension schemes today do not have the
governance capabilities to embrace additional
asset classes and investment strategies
in sufficient scale — and with sufficient
flexibility and speed — to make a difference.
Furthermore, many of the recommended
diversifying alternatives turned out to be
highly correlated with traditional asset classes
when it mattered most. As a result, modestly
higher allocations to private equity, hedge
funds and other alternatives offered little
defence last year as equity markets collapsed.
So what should investors do? Asset
diversification, handled well and in sufficient
scale, continues to be a good idea in theory.
Nonetheless, many plans would benefit from
sticking with traditional asset classes and
injecting more flexibility into the timing of
their exposures to those asset classes. There is
also a need for them to fundamentally review
the benchmarks they use to ensure that risks
relative to their liabilities are managed to a
level that can be borne by the scheme.
Once the appropriate benchmark has been
chosen, delegating responsibility for flexing
the asset allocation within a pre-agreed range
relative to that benchmark is the obvious
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approach. This can be achieved internally
by appointing a chief investment officer or
putting in place an investment committee
with greater autonomy.
A number of external advisers
are also well positioned to take a
more active, ‘real time’ role in the
task of asset allocation. Indeed,
until recently, asset managers
played a very similar role by
running balanced mandates.
The move by pension schemes
away from balanced and
towards specialist mandates was
undertaken with good reason. It gave them
the ability to measure performance against
more tightly defined benchmarks, thus
reducing herd-like behaviour and providing
an objective measure of added value. The
specialist model also meant schemes could
select the best managers in each asset class,
thereby increasing the prospect of adding
alpha. However, in seeking to solve the
benchmarking and alpha problems, the
specialist model also moved away from any
dynamic management of beta.
Additionally, neither the balanced nor the
specialist model ever adequately adjusted
the mix of active and passive exposure
according to whether market conditions
were propitious for alpha generation or not.
These changes mean that schemes are now
largely bereft of any topical view of capital
market risks and opportunities that can be
implemented quickly and efficiently.
A further word on benchmarks. The
whole point of a pension scheme is to
deliver secure retirement income for
members. By logical inference, whether it
is liability-driven or funding-ratio driven,

an appropriate benchmark will reflect the
profile of the benefit payments. There can
be scope for deviation from this benchmark,
but the extent of the
deviation should be a
function of the sponsor’s
ability to absorb the risk
of failing to meet the
benchmark.
This is a cornerstone of
risk management for which
recent timely reminders
have been served in the
form of the technology
bubble collapse and the credit crunch during
a period of continually decreasing long-term
interest rates. That’s two ‘perfect storms’ in a
decade. It is interesting to note that markets
describe a bond with a probability of failing
to meet its obligations of more than about
1% per annum as ‘junk’. This description is
worth bearing in mind when calibrating the
risk a pension scheme takes relative to its
own obligations.
So the days of static asset allocations are
probably over. A new approach that can
marry a more dynamic asset allocation with
the objective benchmarking and best-in-class
managers of the current specialist model
while responding to changes in conditions
for alpha generation will look appealing.
But let’s not forget why pension schemes
invest in the first place. The benchmark
against which a scheme’s risk-return
appetite is calibrated should reflect its future
obligations, and the risk budget should
reflect its ability to absorb risk.

» Asset

diversification,
handled well
and in sufficient
scale, continues
to be a good
idea in theory

«

Mark Azzopardi is a senior portfolio manager within
Blend Strategies at AllianceBernstein in London.
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News in brief
Updated disciplinary schemes
Following formal Privy Council approval
of the new Institute disciplinary scheme
which was exposed to members earlier
this year together with its Faculty
counterpart, both the new Faculty and
Institute disciplinary schemes came into
force on 1 July 2009. Any allegations of
misconduct received after this date will
be dealt with using the new schemes.
Questions regarding the new disciplinary
schemes should be directed to
mark.walters@actuaries.org.uk

Practising certificates amended
All three sets of criteria for practising
certificates have been amended to include
any fellow who was admitted under a
mutual recognition agreement. They will
now have to follow the same requirements
as all other fellows.
In addition, the criteria for the Lloyd’s
Syndicate Actuary have been amended to
include an increase in the post-qualification
experience requirement for first-time
certificate applications and the requirement
that Casualty Actuarial Society (CAS) fellows
will now be required to join as fellows via
the mutual recognition agreement before
an application will be accepted. We will no
longer accept applications from CAS fellows
who are affiliates.

Caribbean networking event
This event, taking place on 10 September,
will celebrate a very special occasion in
the history of the Actuarial Profession
— the installation of the Caribbean
Actuarial Association (CAA) shield, which is
to be placed on a plaque in the Main Hall
at Staple Inn. Caribbean-themed canapés,
cocktails and music will be provided
throughout the evening.
Come along and join the celebration.
The event opens at 17.45 for a 18.15
start, and runs until 20.30. For further
information contact Kate Heyburn
kate.heyburn@actuaries.org.uk

Publications shop
summer sale —
limited stock
only
Browse the
clearance
section for
fantastic
reductions!
Books on sale
from £1 each.

10
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No change for subs and certificate fees
Councils have agreed not to increase the
subscription fees or the practising certificates
this year. All subscription fees will therefore
remain as set out for 2009/10.
Fellows (full regulation)
£690
Fellows (partial regulation)
£342
Associate (full regulation)
£456
Associate (partial regulation)
£228
Student (UK/EU)
£282
Student (overseas)
£192
Affiliate
£69
Reduced subscription (all categories)
£69
Fees stay at £830 for all practising certificates.

Policy and membership operation
Members and students should consult the
members’ section of the Profession’s website
regarding subscription policy and operational
procedures. For important information such
as how to apply for reduced subscription,
surcharges, bankruptcy and much more
visit: http://www.actuaries.org.uk/members/
subspolicy200910.pdf
Normally, applications for reduced
subscriptions should be received by the
membership and certificates team in

Edinburgh before 30 September. Forms
can be found at: http://www.actuaries.org.
uk/members/reducedsubsform200910.pdf
Remittance advice information will be
sent to members during August and it is the
member’s responsibility to ensure that the
correct subscription is paid. If you previously
paid a partial or reduced rate you must ensure
that you are still eligible to renew at that rate.
Receipts for all payments can now be
downloaded from the members’ section of
the website.
Any enquiries regarding membership
matters should be sent to the membership
and certificates team, Maclaurin House,
18 Dublin Street, Edinburgh EH1 3PP. For
details call +44 (0)131 240 1325 or e-mail
membership@actuaries.org.uk

Partial regulation
Certificates of eligibility should be received
by the membership and certificates team
in Edinburgh before 30 September. For
information and certificates visit: http://
www.actuaries.org.uk/members/reducedsubs_
certificate200910.pdf

UK and South African associations sign mutual agreements
On 29 May in Tallinn, Estonia, the
presidents of the Faculty of Actuaries, the
Institute of Actuaries and the Actuarial
Society of South Africa (ASSA) signed mutual
recognition agreements. The objectives of
the agreements are to:
n Facilitate global trade in actuarial services
by providing criteria for the recognition of
appropriately qualified actuaries from other
organisations
n Recognise similar qualifications to avoid
unnecessary barriers and enhance the
global provision of education, research and
professional services.
Garth Griffin, ASSA president, said: “Many
milestones in the history of the Actuarial
Society of South Africa relate to the actuarial
profession in the United Kingdom. The first
actuary in South Africa was James McGowan,
FlA. The first South African to qualify as
an actuary was Tienie Louw, FFA. There are
numerous other examples.
“Looking back, I wish to reiterate our
sincere appreciation and gratitude for the
support and encouragement we have received
from the UK Actuarial Profession. Apart from
the considerable financial support, I refer
specifically to the spirit of co-operation and
the kind assistance we have experienced over
many decades as members, office-bearers and

officials of the Actuarial Society.
“The signing of these agreements heralds
a change in relationship between us.
This is, in a sense, a logical consequence
of developments in our respective
organisations. I wish to express the sincere
wish that future relationships between the
organisations will be even stronger than in
the past.”
Ronnie Bowie, Faculty president
commented: “The agreements are the result
of the efforts of many people in South
Africa and the UK and represent a model
for the future. In that respect, the Society
has done other associations around the
world a service. I very much hope that the
agreements will help the Society to develop
its own qualification.
“From the UK’s perspective, a measure of
the success of the initiative would be that, in
five years’ time, there would be a significant
number of actuaries who had qualified under
the Society’s own arrangements. We look
forward to continuing work with our South
African colleagues towards that goal and to
continuing our close bond.”
For further details about the UK
Profession’s mutual recognition
arrangements, visit http://www.actuaries.org.
uk/members/mutual_recognition
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Faculty of Actuaries Council 2009-2010 Brian Murray awarded
At the Faculty OGM on 29 June 2009
Gordon Bagot was elected as a vice
president, Mike Codron as an honorary
overseas member and Mike Dick, Bruce
Macdonald, Henry Pollock and Elaine
Stevenson were elected as ordinary
members to Faculty Council. The full list of
Council members is as follows.

Office bearers and members of Council
President — Ronnie S Bowie
Vice-presidents — Gordon M Bagot, David J
P Hare, John F Hylands, David B Martin

Past-president — J Stewart Ritchie
Honorary overseas member — Mike J
Codron
Honorary secretary — Alan H Watson
Honorary treasurer — Gordon C Wood
Honorary librarian — Howard R Waters
Honorary publicity officer — Katie P Low
Ordinary members — David C Bowie*,
Gerry A Devenney, W Mike Dick, John
A Dickson, Chris A Hancorn, Bruce R
Macdonald, M Colin Ledlie*, Keith A Miller,
Henry G Pollock, Kenny J Tindall, Elaine M
Stevenson. (*Denotes co-opted member)

Ronnie Bowie was delighted to present
the president’s award to Brian Murray in
recognition of his services to the Profession.
He cited Brian’s contribution to the work
of the Council and to the Professional
Regulation Executive Committee, paying
special tribute to his “pragmatism, humour
and straight-forward approach”. Mr Bowie
also noted that while the president’s
award is the gift of the president, he had
the unanimous support of senior Faculty
Council colleagues in awarding it to Brian.

News in brief

International Congress of Actuaries
ICA 2010 registration is now open, with
discounts for early registration and
discounts and bursaries for delegates
from low-GNP countries.
Accommodation at the designated
Congress hotels may also be booked
through the registration process.
More information on registration fees,
bursaries and accommodation may be
found at www.ica2010.com
Back row (l to r): Gerry Devenney, Bruce Macdonald, John Dickson, Kenny Tindall, Howard Waters, Brian Wood
Middle row: Alan Watson, Katie Low, Keith Miller, Henry Pollock, Elaine Stevenson, David Bowie, Stewart Ritchie
Front row: David Hare, Gordon Bagot, Ronnie Bowie, David Martin, John Hylands, Chris Hancorn
Not pictured: Mike Codron, Mike Dick

Faculty names Fred Rowley as honorary fellow
The eminent Australian actuary, Fred Rowley,
has been elected as an honorary fellow of
the Faculty, recognising his achievements in
advancing the profession.
President of the Institute of Actuaries of
Australia in 2007, Mr Rowley has occupied
top-level roles in his home country and in
the UK. He has a consistent record creating
value and achieving strategic goals through
leadership and personal commitment.

Mr Rowley has a particular interest in
broader risk management, with emphasis on
financial risks and corporate finance and the
economic impacts of climate change.
A management-focused actuary, Mr
Rowley has clear visions of the potential
actuarial role in the risk management field
and has tirelessly promoted the profession.
The Faculty is proud to elect him an
honorary fellow.

DPB Committee publishes new handbook
The Designated Professional Body (DPB)
Committee has published a revised and more
user-friendly version of the DPB handbook
for use by licensed firms. The new handbook,
which will be effective from 1 October 2009,
sets out the rules that DPB firms must follow
when conducting regulated activities and,
while there are no substantive changes, it is
easier for users to understand.
For the first time, it has a section setting
out the requirements for authorised
professional firms (APFs), which are

www.the-actuary.org.uk

010-014_Actuary_0809_ProfNews.in11 11

licensed by the Institute for some activities
and authorised by the Financial Services
Authority for others.
The handbook also introduces the
concept of a ‘core’ licence. In the past,
firms have generally received a licence to
perform primarily investment activities,
with insurance mediation requiring a
supplementary licence. The handbook now
allows for firms to have a licence where
insurance mediation is the primary or
only activity.

Professionalism events for
experienced actuaries
Are you making the most of the
Profession’s CPD events for experienced
actuaries? These popular interactive oneday courses will help you develop and
maintain your professional competence.
They are taking place in London on 18
September and 4 December. The CPD
scheme requires nearly every actuary
to attend a professionalism event every
10 years.
For further information visit: http://
www.actuaries.org.uk/events/
professionalism_experienced
To book online visit: http://www.
actuaries.org.uk/members/transactions/
conference_booking

2009 life exhibition and sponsorship
Over 900 delegates are expected to
attend this year’s Life Conference at
the Edinburgh International Conference
Centre, Scotland, from 25-27 November.
Companies can take part in the
Actuarial Profession’s largest exhibition
by considering a range of promotional
opportunities, from displaying corporate
literature to sponsoring conference
notepads and whisky-tasting sessions.
For further information visit: http://
www.actuaries.org.uk/events/Life2009
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News in brief
Issues in ERM for the life industry
Regulatory changes and the task of
embedding new risk management
techniques into the day-to-day
operations of life insurance companies
continue to present significant challenges
for senior life actuaries and risk
managers.
Consequently, the Life and the
Enterprise Risk Management Practice
Executive Committees are pleased to
announce a seminar, taking place at
Staple Inn, London on 18 September.
The seminar will focus on topical
developments and thinking and will
explore a variety of risk and capital
management issues. For further
information visit http://www.actuaries.
org.uk/conf/ci_erm_life

save the date
Highlights of the Pensions Conference
21 September 2009, Staple Inn,
London
29 September 2009, Novotel, Bristol
These one-day seminars will showcase
the highlights of the 2009 Pensions
Conference and will be an opportunity
to get an update on some of the hot
topics that are affecting the pensions
industry. For further information
contact Claire Marsh, event organiser,
claire.marsh@actuaries.org.uk
Current issues in pensions seminars
6 November 2009, Manchester
16 November 2009, London
These events will include updates from
The Pensions Regulator, BAS and other
current issues taking place in pensions.
For further information contact Hannah
Bolton hannah.bolton@actuaries.org.uk
Momentum conference
7-9 December, Hilton Glasgow, Scotland
For further information about
Momentum, please contact Hannah
Bolton hannah.bolton@actuaries.org.uk

12
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Case studies sought
Exposure draft ED23
by Professionalism
of AP standard D1
of GN35, issued for comment
Awareness Committee Review
by 25 August
A significant and popular part of
conferences, courses and seminars run by
the Profession takes the form of break-out
groups and workshops. Delegates rate these
highly in their feedback to organisers.
These break-out sessions are a key part
of professionalism courses for new fellows,
associates and experienced actuaries. If you
have participated in these events you will
know that delegates are presented with
scenarios in which actuaries may find their
professionalism tested, and the breakout groups consider the professional and
ethical issues that arise.
In an ever-changing business
environment, the Professionalism
Awareness Committee (PAC), which
organises and runs the professionalism
events, tries to ensure that the scenarios
presented are up-to-date and broad. As you
would imagine, this uses up a lot of case
studies and the committee is constantly
looking for new ideas that can be worked
into the programmes. Can you think of
any situation which might form a good
case study? If so, the committee would like
to hear from you.
All that’s required is a simple
anonymous outline of the situation that
you think could arise and the professional
or ethical issues that may develop from it.
If you are able to help, please e-mail
jim.boyle@bluefingroup.co.uk with a brief
description of the situation.

The Actuarial Profession has undertaken
a review of GN35 ‘Investment-related
business activities’, which was last revised
in October 2003. The resulting AP standard
is now issued under the standards approval
process as ED23 for comment.
GN35 will be withdrawn to coincide
with the introduction of the new standard,
which is expected to be effective from
1 October 2009.
The Information and Assistance Note
(IAN), ‘The actuary & activities regulated
under FSMA 2000’, which contains
references to APS D1, will come into effect
at the same date.
ED23 can be accessed on the Profession’s
website at http://www.actuaries.org.uk/
exposure_drafts/ed23. The related IAN can be
accessed at http://www.actuaries.org.uk/IAN/
IAN_ActivitiesRegulatedFSMA
Any comments on the draft AP standard
should be addressed to Fiona Goddard,
professional regulation manager, The
Actuarial Profession, Maclaurin House, 18
Dublin Street, Edinburgh EH1 3PP or by
e-mail to fiona.goddard@actuaries.org.uk. The
formal deadline for feedback is
25 August.

Joining forces on mortality and longevity
A multidisciplinary conference on research
in mortality is taking place at the Royal
College of Physicians, Edinburgh, from 21
to 22 October. Mortality and longevity are
of fundamental importance to the world of
medicine, finance and social care. The pace
of change is not merely evolving over time;
new science and new analysis techniques are
providing insights into developments at a
previously inconceivable rate.
This conference will be invaluable to those
needing to understand and influence change
and those who are driving or responding to
developments in the disciplines involved.
It will bring together practitioners and
researchers and is particularly important for:
n Policymakers and practitioners in business
and financial services
n Academic and medical researchers

n Pensions and life assurance actuaries who
make decisions on mortality bases
n Early career researchers
n Users of research, including potential
funders such as research councils
n Other professionals wishing to keep pace
with developments.
The organising committee invites
submissions of posters addressing these
themes from actuaries and academic and
medical research users.
Submissions from PhD/Masters students
are particularly welcomed. Subsidised places
will be available for PhD/Masters students
and a prize will be offered for the best paper
by a PhD/Masters student.
For more information visit: http://www.
actuaries.org.uk/events/mortality2009 or
e-mail claire.marsh@actuaries.org.uk
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Autumn sessional meetings
There will be no formal registration for any
of the autumn sessional meetings. Please
come along and sign in on the evening.
Tea will be served from 16.30 and all
meetings will commence at 17.00. The
meetings will be followed by a
drinks reception.
For more information contact andrea.
tsarbos@actuaries.org.uk

Longevity predictors and
pension scheme liabilities
What are the longevity predictors we
should allow for when valuing pension
scheme liabilities? This debate at the
Institute sessional meeting, taking place at
Staple Inn in London on 28 September, will
be based on a paper by Steven Baxter, Ana
Madrigal, Fiona Matthews, Deven Patel
and Andrew Gaches.
For more information visit http://www.
actuaries.org.uk/sessional/sm20090928_
notice.pdf

Management actions in a
with-profits fund: update
A Faculty sessional meeting on 5 October,

at The Radisson SAS in Edinburgh, will
debate a paper by James Tuley.
For more information visit: http://
www.actuaries.org.uk/sessional/fac_
sm20091005_notice.pdf

Reserving and uncertainty
Subtitled ‘A meta-study of the GRIT and
ROC research in this area between 2004
and 2009’, this Institute sessional meeting
will take place on 2 November at Staple
Inn, London.
The debate will be based on a paper
coordinated by the General Insurance
Reserving Oversight Committee.
For more information visit:
http://www.actuaries.org.uk/sessional/
sm20091102_notice.pdf

The shareholders’ view
This is the topic of the Institute’s sessional
meeting on 23 November at Hilton
Deansgate, Manchester. It is likely to be of
interest to actuaries working in enterprise
risk management, finance and investment
and general insurance.
For more information visit: http://
www.actuaries.org.uk/media_centre/
events_folder/ap_events/sessional_
meeting200911233

Sir Michael Atiyah to deliver
the 2009 Faculty Lecture
Sir Michael Atiyah of the Royal Society of
Edinburgh will give the biennial Faculty
Lecture, Age of Enlightenment, at the
Faculty sessional meeting on 23 November
in Edinburgh. For more information visit:
http://www.actuaries.org.uk/sessional/fac_
sessional_meeting2009112

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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Latest issues of the Profession’s journals published Current written CA3 exam
The latest editions of two leading
Profession journals have been published.
The Annals of Actuarial Science vol 3, relaunched under the editorship of professor
Angus Macdonald, includes research across
the whole spectrum of practice areas:
n Mortality modelling and forecasting: a
review of methods, by Heather Booth and
Leonie Tickle
n A model for ischaemic heart disease and
stroke (in 3 parts), by Tushar Chatterjee,
Angus S Macdonald and Howard R Waters
n Asset allocation to optimise life insurance
annuity firm economic capital and risk
adjusted performance, by Bruce T Porteous
and Pradip Tapadar
n Individual claim loss reserving conditioned
by case estimates, by Greg Taylor, Gráinne
McGuire and James Sullivan.

Volume 13 part 3 of the British Actuarial
Journal has also recently been published.
The contents include:
n Should projections of mortality
improvements be subject to a minimum
value? by Steven D Baxter, with abstract of
Institute discussion
n Modelling and managing risk, by Paul J
Sweeting,
with abstract
of Institute
discussion.
For all
enquiries
contact Maria
Lyons at
maria.lyons@
actuaries.
org.uk

Visitors from partner university CUFE Beijing
A senior delegation from the Central
University of Finance and Economics,
(CUFE) Beijing, one of the Profession’s
Chinese partner universities, visited Staple
Inn on 18 June and met with Institute
president Nigel Masters as well as a number
of past presidents.
The delegation, which included
president Wang Guangqian, the dean of
the School of Finance professor Zhang

Liquig and vice president professor
Meng Yan, was also visiting a number of
UK partner universities during the trip.
Trevor Watkins, head of learning, gave
a presentation on the UK qualification
system for actuaries followed by a
discussion on further collaboration
opportunities. CUFE is a leading university
in China and has an active research
programme in finance.

International education news update
Ivory Coast: A seminar on professionalism
and the role of the appointed actuary
was held in Abidjan from 21 to 24 June.
The Ivorians are keen to establish the
standing of their profession (their local
association is already a full member
of the IAA) and one way to do this is
through the recognition of the appointed
actuary in insurance regulation. The
seminar was convened to generate ideas
from territories with more established
actuarial bodies and to bring the
francophone and anglophone countries
together in unison.
As well as Chris Daykin and Neil Hilary
from the UK Actuarial Profession, the
IAA, the CAS, the ASSA, the Institut des
Actuaires and Royal Association of Belgian
Actuaries (ARAB) were represented
and all spoke of their commitment to
help developing African nations. Neil
Hilary spoke of the current and former
responsibilities of the appointed actuary
in the UK and the ‘many hats’ syndrome.
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Chris Daykin spoke on many topics,
including the evolution of internal models
and the development of the profession in
Africa. The seminar was attended by 108
delegates from 14 countries, largely from
Sub-Saharan Africa.
At the feature gala dinner on the final
evening, Chris Daykin was invested as an
honorary tribal chief and bestowed with a
formal tribal cloak and shoes.

continues until April 2010

During 2009, the CA3 (Communications)
examination has been offered as both the
current written exam and a two-day course.
It has now been agreed by the Qualifications
Executive Committee that the current
written exam will be offered for the last time
at the April 2010 exam session.
Over recent exam sessions, the
examiners have expressed concern that
there appears to be a large number of
students who may be sitting this exam
without thorough preparation. This is
leading to a low success rate.
The recommendation is that students
spend around 50 hours preparing for this
examination. The written exam for CA3 is
based on the concepts in the Core Technical
subjects. However, as the questions are set
within a financial framework, students should
delay taking this subject until after studying
CA1 Actuarial Risk Management because of
the range of application topics covered.
Topics for questions in CA3 can be drawn
from any practice area because CA3 is part
of the associate level ‘generalist actuary’
qualification, but specialist knowledge from
ST/SA subjects will not be required. It is
recommended that candidates for CA3 have
passed, or at least attempted, all CT subjects
before sitting CA3.

full diplomas, again supported by the UK
Profession. Local sponsors have asked to
recommence the courses and to undertake
the basic and advanced diplomas over a
period of 18 months.
If there are actuaries who would like to
participate in these programmes on an allexpenses-paid basis, contact maria.perry@
actuaries.org.uk

Armenia: The UK Profession is organising
volunteers to fly to Yerevan and offer a
week’s coaching in CT and ST subjects.
This is happening in two waves. The first
basic diploma (CT) has been completed
and graduates are already well into their
advanced diploma (ST). The first new
actuaries will emerge in July next year. The
second wave of basic diploma students are
now halfway through their studies.
Albania: Eight successful actuaries
emerged in December 1997 with their

Chris Daykin dons his tribal cloak
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Longevity swapping
Devonport Royal Dockyard pension fund
(now part of Babcock) and Credit Suisse
have entered what appears to be the
first longevity swap.
According to Steven Dicker of Watson
Wyatt who advised Babcock on the
arrangement, “The scheme locks in the
payments that would be due if there
was no swap and if its pensioners lived
slightly longer than Credit Suisse expects
them to. If longevity improves faster
still, the swap will meet the extra cost.”
Clearly if it improves less quickly, Credit
Suisse will profit on the transaction.

Praying for better times
Paternoster, possibly the most prominent
of the new insurers seeking annuity
business, has recently reported
its closure to new business given
uncertainty in the markets.
It continues to be the focus of
stories on a potential takeover, with
press reports suggesting bids from
competitors, which it has denied.
However, it would be surprising if it
were only long-standing insurers which
were to be the subject of take-over
rumours. No doubt there will be further
changes to the insurance landscape in
the years to come.

Know the score
Dun & Bradstreet has tweaked its system
for assessment of failure for businesses.
These changes come in light of need
generated by the current recession, but
they have a cash knock-on effect for
the amount that people pay in Pension
Protection Fund (PPF) levies. Punter
Southall warns that the changes could
be dramatic and that levy payers should
look closely at what the implications of
any change will have been for them.
The actual impact of the change will,
however, not come through to levies
until April 2011.

16

Light relief for higher earners
The legislation to implement the future
cut in pension saving tax relief for those
earning more than £150 000 a year
makes its progress through the House of
Commons. Lobbyists seeking to relax the
rules for the interim period find that the
government will now allow those who pay
contributions annually (as a lot of higher
earners do) a contribution of
£30 000 (or the average of the last three
years’ contributions, if lower) before they
are restricted to a new penal level of tax
relief. It was originally to be only £20 000.
For those on such high levels of earnings,
will one or two extra contributions of
£10 000 make that much difference? It is

tempting to wonder why so much effort is
put into limiting tax relief on contributions
rather than the simpler approach of putting
a ceiling on contributions as they did in the
‘80s and ‘90s. It seems unlikely that many
people will
want to pay
contributions
on which they
get 20% tax
relief if they
are to pay 40%
tax on the
pension with
which they
end up.

Solvency II consultation for digestion
In early July, the Committee of European
Insurance and Occupational Pensions
Supervisors (CEIOPS) published a further
23 consultation papers to address detail left
open in the Framework Directive, which
was approved in May of this year. This
follows the release of 12 papers in March
and a further 13 already announced for
release in November.
Phil Smart of KPMG drew attention to
the sheer weight of documentation (over
1000 pages), which represents a significant
challenge for insurers who will need to
act quickly to familiarise themselves with
the proposals and assess the business
implications of the additional detail on
the calculation of insurance liabilities, the
standard formula solvency requirements
and eligibility of capital. Of particular
import are the papers relating to the
group’s regime and criteria for internal
model pre-approval as candidates for early
consideration by insurers.
In addition, CEIOPS has issued a

large paper in relation to the mandatory
tests for internal model approval. Smart
commented: “It is worth reiterating here
that the term ‘internal model’ goes much
wider than the actuarial black box
used to generate the numbers and it is
equally, if not more, important to ensure
that there is a strong governance framework
in place.”
Watson Wyatt suggested that the CEIOPS
approach will significantly increase the
cost to UK insurers of providing guaranteed
income streams in retirement and means
that the already depleted pensions savings
of UK policyholders will buy much lower
levels of guaranteed income in retirement.
Mark Chaplin commented: “If further
lobbying by the UK insurance industry,
actuarial profession, FSA and government
on this issue is unsuccessful, then the
social policy implications could be
serious and the demise of the compulsory
purchase annuity in its current form may
be imminent.”

It’s an ill wind

New tools for trustees

As consultants in actuarial, accounting
and HR firms and employees in banks
and insurers try to keep the recession at
bay and limit falls in profits, it is salutary
to read this month’s results from London
magic circle law firms. Linklaters and
Freshfields both announced turnover of
£1.3bn in the 2008-09 year matching
Clifford Chance, with Freshfields showing
profits per equity partner of £1.44m
despite the economic challenges.

The Pensions Regulator has added another
module to its ‘Trustee Toolkit’, to explain
buyouts and buy-ins (as buyouts are
called when the trustees keep the policy
rather than transferring it to the member).
Advisers and their trustee clients can all
visit www.trusteetoolkit.com to have a look.
Welcomed by many consultants, Lane
Clark & Peacock’s Clive Wellsteed said: “I
cannot emphasise enough the importance
of careful preparation and a proper

August 2009

016-018_Actuary_IndustryNews.ind16 16

understanding
of the
available
options in
order to
achieve a
successful transaction”. Taking the online
course might be relatively simple for an
adviser but may be sensible in order to
understand what clients might now know
or ask questions about.
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Public sector pensions in spotlight again
The think tank Policy Exchange has
published a report by Neil Record in which
he claims that the liabilities for unfunded
public sector pensions alone now exceed
three-quarters of UK GDP. He estimates
that servicing these costs £45bn a year
and, on the government’s own figures,
costs more than meeting interest on the
national debt.
Calls for reform continue from various
private sector commentators such as
Richard Lambert of the Confederation
of British Industry (CBI). No doubt any
hard proposals from any party will wait
until after the votes have been cast in the
general election.
In a separate move, the Association of
Consulting Actuaries (ACA) said that in the
run-up to the general election, the public
and pensions industry will be examining

Barton: ‘reform to MPs’ own pensions’

Your pension is back in the mail...

Watson a name?

Amid the political
wrangling over
the future of Royal
Mail, whether
it will be ‘partprivatised’, and
if so, when, the
current Labour government brings forward
a Bill to enable outside investment of
up to 30%. More important to past and
present members of the existing pension
scheme may have been the promise that
the government would stand behind its
pension scheme and be responsible for
future pension outgoes.
As a result of the political and
economic environment, the Bill — with
its ‘privatisation’ rules — was dropped by
Lord Mandelson on 1 July. This means

Another new name to learn as Towers Perrin
and Watson Wyatt merge to form Towers
Watson. Martin Pike of Watson Wyatt said:
“We hold our colleagues in Towers Perrin
in high regard and the combination of
our teams will enable us to deliver great
service to our clients in the UK and across
the world.” Reasons given for the merger
include economies of scale and growth and
investment potential.
Towers Perrin has, until now, been an
employee-owned business whereas Watson
Wyatt’s stock is tradable. After a few years of
protection for the 50% shares Towers Perrin
employees receive, all the stock of the new
company will become fully tradable.
And it is goodbye not only to Wyatt and
Perrin but also to Forster and Crosby, finally
dropped from the official name.

Abandon ship
The latest survey from PricewaterhouseCoopers (PwC) on the future direction of
private sector pension provision confirms
that employers plan to radically reduce
future pension provision.
Over three-quarters (77%) said that
the budget’s pensions tax proposals
have further reduced their motivation to
provide workplace pensions of whatever
kind; likewise just under three-quarters
(74%) were considering ceasing all future
accrual for existing employees.

18

how serious politicians are about
developing imaginative policies designed
to reinvigorate quality workplace private
sector pensions and that reform to MPs’
own pensions could be the model.
Chairman Keith Barton pointed out
that “private employer after employer is
addressing their future pension package,
often due to the tough economic climate
they are facing, increasingly in light of the
run-up to auto-enrolment and Personal
Accounts in 2012.”
In July, the ACA was scheduled to give
evidence to the review body regarding MPs’
pensions and was likely to recommend a
‘middle way’ between defined benefit and
defined contribution as a model for private
and public sectors alike to hold down costs
while also providing greater certainty of
benefits than defined contribution.
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that not only the external investment
has been shelved for now but so has the
change to the pension rules, putting the
scheme trustees into immediate turmoil.
As drafted, the proposed rules would have
given the government the chance to take
the pension fund assets and sell them
— giving £20bn in cash now to lessen
their immediate public sector borrowing
requirement.
Perhaps unsurprisingly, this particular
softening of the blow to the country’s dire
public finances seemed to receive little
opposition from either government or
an opposition eager to take over in the
next year. Has the winner of the election
now to find another £20bn in borrowing,
or will they dust off the privatisation
proposals as quickly as they possibly can?

Marc Hommel of PwC said that the
survey suggests that the shake-up in
defined benefit pension provision was
extended to defined contribution offerings
as companies re-evaluate the role that
pensions play in overall employee reward
and business strategy.
“Pensions apartheid is upon us, with
a growing gap between the relative
generosity of the public sector and the
intention of more than a third of private
sector employers to provide the bare
minimum under the 2012 auto-enrolment
pension requirements.”
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From the world of general insurance
range of $1bn to $4bn. However, if greater
clarification was obtained regarding which
of his associates knew what information,
this figure could increase significantly. There
are understood to be around 50 such claims
in the market at the end of June.

Lloyd’s
AIG and other fall-out
from the global financial crisis
AIG announced at the end of May that
it planned to sell, by public offering,
26 million shares in Transatlantic Re,
representing approximately two-thirds
of its 59% stake. Based on the then price,
this would raise $945m. Meanwhile ,the
company has sold its real estate in Tokyo
for $1.2bn, its Argentine consumer finance
operations for $44m and 98% of its Russian
banking operations. Problems continued,
however, with the sale of its aircraft leasing
business (with bidders looking for significant
guarantees from the US government) and a
Taiwanese life insurer.
Towards the end of June, AIG
announced a proposal to publicly list two
US life insurers (American International
Assurance and American Life Insurance
Co), contributing the equity of these
companies to special purpose vehicles (SPVs)
in exchange for interests in the SPVs. The
Federal Reserve Bank of New York would
receive preferred interests in the SPVs,
totalling $25bn, thus potentially reducing
AIG’s debt to the bank (on behalf of US
taxpayers) from $40bn to $15bn. AIG hoped
to be in a position to close this deal in the
second half of 2009.
The insurance industry is currently
believed to be of the opinion that the
Bernie Madoff-related claims impacting
on them will amount to something in the

For more general
insurance news
More news on the website:
n Asbestos developments
n Terrorism
n Solvency II
n Regulatory and legal developments
n Marine development
n Catastrophe reinsurance
n Africa Re eyes expansion
n General Re/AIG court case
n Climate change
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
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In their initial capacity plans for 2010 put
forward in mid-June, Lloyd’s syndicates
were generally proposing increases, some
of them very substantial, partly reflecting
the weaker pound-to-dollar exchange rate
over the last 12 months. An example was
Hiscox Syndicate 33, on which a proposed
one-third increase would bring the 2010
capacity to £1bn. Lloyd’s will consider these
proposals centrally, and decide whether
some of the plans need modification for the
overall good of the market.
Discussions took place in early June
between Brit Insurance and Chaucer
Holdings, with a view to the former
acquiring the latter for shares in the
combined entity — it is understood
that a value of around £220m was being
considered. However, Chaucer did not
believe the proposal to be in the company’s
best interests, and Brit was not prepared
to increase the offer, so no further
developments are expected on this issue. It
is understood that the Chaucer board is no
longer likely to welcome any offers for the
company. At the same time as rejecting the
Brit offer, Chaucer announced the imminent
retirement of chief executive Ewen Gilmour,
and the resignation of chief financial officer
Mark Graham, (one of the most senior
actuaries in the Lloyd’s market).
At the end of June, the High Court in
London sanctioned the Part VII transfer
of the Lloyd’s 1992 and prior liabilities
to a new company, Equitas Insurance,
thus ending (at least under English Law)
the involvement of Lloyd’s names on
these years. At the same time, Equitas
Insurance agreed the purchase of a further
$1.3bn tranche of aggregate reinsurance
from National Indemnity Company, the
Berkshire Hathaway subsidiary — this was
an additional layer to the existing $5.7bn in
excess of the company’s reserves at the end
of 2006.

Merger and acquisition developments
The saga of IPC, Max Re and Validus (see
these columns over the last several months)
continued unabated through June. At the
beginning of the month, the Bermuda

Supreme Court rejected Validus’ application
to convene a special meeting of IPC
shareholders. The meeting would have been
to vote on its own offer prior to the 12 June
meeting set to approve the merger of IPC
with Max Re, which had been agreed by both
their boards. Validus yet again responded by
increasing its offer for IPC, but this was also
rejected by the IPC board on 10 June.
Nevertheless, 72% of the IPC shareholders
voted against the Max Re deal at the
‘approval’ meeting, potentially reopening
the whole can of worms. However, at this
stage, Max Re decided to withdraw from its
merger attempts, and the IPC board decided
to reconsider the latest Validus proposal,
although it later confirmed that it was also
in discussion with a number of other parties
interested in a possible transaction. By the
end of the month, Validus had yet again
applied to the Supreme Court to convene a
meeting of IPC shareholders to consider its
latest offer, and to replace the IPC board.

Large losses
The death of Michael Jackson on 25 June
inevitably resulted in the cancellation of
the concerts on his ‘farewell tour’ later
this year. The promoters, AEG Live, had
attempted to buy cancellation cover for
the 50 concerts, but it is believed they
were only able to cover the first 10, in
light of Jackson’s health problems and
previous non-appearances. It is thought
that even this could involve $80m
of coverage. Some of the insurance is
believed to be placed in the Lloyd’s
market, but losses are not likely to be
very significant. It is possible that event
cancellation insurers may have a right
of subrogation against Jackson’s doctors
if the doctors are shown to have made a
mistake in the administration of drugs. It
is even conceivable that finding Jackson
had administered the drugs himself would
lead to a conclusion of suicide, which
would void the event cancellation cover.
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Tuesday 18 August
Credit risk modelling and
liquidity premia assessment
Staple Inn Hall,
5.30pm for 6pm start

Thursday 27 August
Pool tournament
Venue to be confirmed

Monday 12 October
Welcome drinks
Staple Inn Hall,
5.30pm for 6pm start

Programme event
Viktor Mirkin will present a paper considering the
structure of the corporate debt market, empirical
data analysis of returns and spreads and optimal
portfolio estimation. The paper will also look at
counterparty default risk models, credit spread
decomposition models and optimal cash-flowmatching strategies.
There is no need to register for this event in
advance. A buffet supper will be provided at the
Cittie of Yorke pub after the meeting.

Social event
Can anyone snooker KPMG’s chances of winning
the SIAS pool tournament for the fourth year in
a row? Have a break before the serious studying
begins and enter a team in our tournament. The
SIAS pool tournament will be held at a pool hall in

London and a free buffet will be provided. Teams
of two can enter for £10 per team and there is an
additional charge of £5 for any non-SIAS members.
If you would like to enter please e-mail
iain.ritchie@hewitt.com

Programme/social event
This event is a great way for new members to learn
more about the Profession, SIAS and the route to
becoming a qualified actuary. It is also an ideal
opportunity for new students to get to know each
other while enjoying the free drinks and buffet!
If you have recently joined the profession as
a student or if your company is expecting new
graduates to join this autumn, then please spread
the word, and keep an eye out for more details on
the SIAS website.

For details of events, visit www.sias.org.uk
www.the-actuary.org.uk
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Actuary wins big on TV quiz show
Gloucestershire actuary Chris Mapp is
arguably Britain’s most famous actuary,
having scooped £150 000 on a recent
edition of the hit ITV1 quiz show Who
wants to be a millionaire?
Now a local celebrity in his village of
Wotton-under-Edge, Mr Mapp turned down
offers from Heat, Hello and Vanity Fair to
speak exclusively to The
Actuary
Actuary.
“I’ve been
trying to get on
the show for about
10 years now,”
said Mr Mapp,
an actuarial
practice head for
Bluefin. “I got
lucky, though. I
got through the
phone-in, was
invited for an
audition and

Actuaries on wheels
John Lockyer reports on the Worshipful
Company’s charity bike ride
The morning of 31 May dawned with
a clear blue sky and the promise of
the hottest day of the year. It seemed
a wonderful day for a gentle bike ride
— but perhaps a bit warm for an energetic
excursion of 33 miles from Tower Bridge
to Hampton Court on a route that covered
all the London bridges in between.
This did not deter 123 actuaries (and
friends) from setting out in support of
Adrian Waddingham, the master elect of
the Worshipful Company of Actuaries,
for a major fundraising event. The team
also included three couples riding tandem
bicycles.
The event was arranged by the Stroke
Association, the major beneficiary of the
funds raised. There were approximately
2400 riders in total, but the actuaries were
the largest group. They sported bibs in
the colours of the Company of Actuaries,
thereby raising the profile of the profession
to the crowds on the riverside paths.
The master actuary Andrew Benke
welcomed the riders and their supporters
with much deserved food and drink in the
the refreshment tent. This supplemented
the beverage breaks that several of our
riders were observed taking at a number of
riverside hostelries en route.
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then invited onto the show.”
Mr Mapp admitted that he did find one
or two of the popular culture questions
difficult. “One of the questions was ‘Who is
the presenter of Who Dares Sings?’ I’d never
even heard of it! It took me two lifelines
to discover it was someone called Ben
Shepherd.”
Mr Mapp decided to bank his winnings
when he was asked what year Fortnum and
Mason first opened its doors. “It’s not a
shop I’m really familiar with,” he said.
“It’s nothing like you see on television.
There’s lots of stopping and starting and
that makes it a little difficult to get into
your stride. But I kept my cool and kept
focused and I’m pleased with how I did.”
Mr Mapp did admit to being relieved
there were no mental arithmetic or maths
questions, but as for what he’s doing with
his new riches, he remained coy, although
like any good actuary, some of it may be
going into his pension fund.

In total, the Company of Actuaries
is hoping to raise about £34 000. The
majority of this will go to the British
Stroke Association. Every year an
estimated 150 000 people in the UK suffer
a stroke, and almost a third are likely to
die within the first 10 days, a third are
likely to make a recovery within one
month and about a third are likely to be
left disabled and in need of rehabilitation.
A quarter of a million people in the UK are
living with long-term disability as a result
of a stroke.
The Worshipful Company of Actuaries,
itself 30 years old, established its
Company of Actuaries Charitable Trust
(CACT) in 1980, a registered charity
with funds of around £300 000. All
the income is distributed and, with
donations, CACT expects to distribute
between £70 000 and £80 000 each year.
Typically, approximately £6000 goes to
City of London charities, and £12 000 to
education bursaries and prizes, leaving
over £50 000 for general donations usually
limited to UK charities dealing with
human conditions.
CACT has sought charities where
liverymen have some direct involvement,
including the Children’s Liver Disease
Foundation, two Hospices and Life
Education Centres. You can read more
about the Company — and how actuaries
can join — at www.actuariescompany.co.uk

Births
■ Jo Muscott (Friends Provident) and her
husband Daniel McCullam are pleased to
announce the birth of Alexia McCullam on
30 April 2009, a little sister for Kieran.

Birth centenary
In honour of the birth centenary of Shree
Kantilal Anandrai Pandit (b. 12 August
1909), a founding member of the Actuarial
Society of India (ASI). He was made an FIA in
1940 and was honoured by the ASI in 1991
on completion of 50 years of fellowship.
He is fondly remembered by his son Shree
D K Pandit, his grandchildren and great
grandchildren, who followed him into the
profession, and current partners of M/S K.A.
Pandit Consultants & Actuaries, the firm he
established in 1943.

PEOPLE NEWS
If you have news, e-mail Amy Guna at
social@the-actuary.org.uk

Master elect Adrian Waddingham and
his wife Angela at the end of their ride

The refreshment tent

Cyclists relaxing after the ride
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Banqueting with the mayor

Brian Ridsdale reviews the Worshipful Company’s annual banquet
Amid the magnificent surroundings of the
Mansion House in London, the Lord Mayor,
alderman Ian Luder, welcomed liverymen
and guests to his home. He spoke of his
own initiatives in the City of London and
also of the need to reform the financial
services sector, where he felt that the City is
playing its part. This, together with cricket,
became a theme for the evening.
Greeted by the Edmonton Sea Cadets,
entertained by an enthusiastic Militaire
Orchestra and served with choreographed
precision by the Mansion House caterers,
200 liverymen and guests sat glued to their
seats for the speeches, not only because
it is a tradition (not always observed),
but also because once seated, guests are

expected not to leave the table until the
end of the proceedings.
Master Andrew Benke reflected on the
power of teamwork, the theme for his
term of office. He and the Lord Mayor
share an obsession for cricket, and the
Lord Mayor’s chosen charities are St John’s
Ambulance and The Lord’s Taverners. The
master presented him with a cheque in
support of these charities, and a second in
respect of the Mansion House Scholarship
Scheme. He then presented Nick Gandon,
director of the Cricket Foundation, with a
cheque for £12 200 in favour of Chance
to Shine, a charity which seeks to bring
competitive sport (especially cricket) back
into state schools.
WCA master
Andrew Benke
presents
cheques to Lord
Mayor alderman
Ian Luder
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Mrs Janet Benke, Lord Mayor alderman Ian Luder,
master Andrew Benke, professor Dame Sandra Dawson

Traditional livery companies saw to the
continued success of their trades by ensuring
an effective apprenticeship scheme. The
master then announced the development
of a new membership class of apprentice,
and challenged liverymen to support the
initiative by volunteering as mentors.
Dr Jo Thomas, past master glass seller
and widow of past master Robert Thomas
(2006-2007), presented the Robert Thomas
Memorial Award for the sea cadet of the
year to able cadet Rebecca Sibley.
Liveryman Clare James proposed a
toast to the guests, proving that the
word ‘liveryman’ can be used in a nondiscriminatory context, and professor Dame
Sandra Dawson, master of Sidney Sussex
College, Cambridge replied. She spoke
of her husband Henry’s concerns as she
had progressively adopted increasingly
dominant roles as doctor, professor and
later master; and of his evident relief when
she finally accepted the title of Dame. She
returned to the financial services theme,
calling for global financial regulation, and
observing that those framing regulations
would do well to look from the perspective
of other disciplines, and to remember the
need “to see ourselves as others see us”.
She ended her remarks with a toast to the
Company and the master.

External Actuarial Valuations

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

For more details visit our website www.exactval.co.uk or call us now on 01727 830462
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Black swans and red herrings
James Guszcza explores model risk in the context of outlier events and Knightian uncertainty

finance needs now is precisely the skills
that actuaries have: a deep understanding
of statistics, a historical perspective, and a
willingness to work with data”.
One way in which actuaries can
demonstrate a respect for risk is the regularity
with which they invoke the concept of
model risk: the possibility that one’s model
does not adequately reflect the salient
characteristics of the system being modelled.
An awareness of model risk serves
as a useful corrective to the sort of
error that members of the quantitative
finance community have recently been
accused of: conflating the indications of
mathematically elegant models with the
messy, inelegant reality being modelled.
Such accusations are made most forcefully
in Nassim Nicholas Taleb’s book, The Black
Swan (Allen Lane, 2007). Value at risk (VaR)
models and the Gaussian copula models
used to value collateralised debt obligations
(CDOs) have suffered particular criticism.
Setting aside debates about the intrinsic

James Guszcza is the
predictive analytics
leader in Deloitte
Consulting’s Actuarial
and Insurance
Solutions practice

L

ast autumn, Paul Wilmott argued
in these pages that actuaries
should become more involved in
quantitative finance. He wrote,
“We need models people can understand
and a greater respect for risk… what high
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merits of these models, it appears that
model risk was not adequately recognised
and managed in the years leading up to
the financial crisis when these models were
used to make important decisions.

The three faces of risk
For the purpose of this discussion, let us
use the word risk to refer to the possibility
that the actual outcome will deviate from
the outcome forecast by one’s model. It is
common in actuarial literature to distinguish
between three types of risk.
Process risk: This refers to the stochastic
nature of the process being modelled and is
reflected in the ‘error terms’ of one’s model.
The ‘diversifiability’ of process risk is a
fundamental principle of insurance since the
variance of the average loss for n identical
and independent risks decreases with n.
Parameter risk: The parameters of any
statistical model must be estimated from a
finite amount of data and therefore cannot
be known with certainty. Parameter risk
corresponds to the non-zero standard
error associated with each of a model’s
parameters. The more data available to
estimate the model’s parameters, the smaller
this standard error becomes but, in general,
the parameters can never be known with
certainty. Explicitly, modelling parameter
risk is a hallmark of both actuarial credibility
theory and Bayesian statistics.
Model risk: Here, much can be said but
an image quickly illustrates a few of the
things that can go wrong. In Figure 1, a
regression line was fitted to each of the four
data sets (constructed by the statistician F J
Anscombe).
The regression models fitted to each of the
four data sets are mathematically identical:
both the model parameters and measures of
variance are virtually identical in each of the
four models, but only in the first scenario
does the model seem appropriate to the data.
In the second scenario, the assumption of
linearity does not capture the non-linear
nature of the data being modelled. Other
familiar forms of model risk include the
omission of important variables and incorrect
distributional assumptions (for example,
using a Poisson distribution where a Negative
Binomial would be more appropriate, or the
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Kurtosis risk in financial models discussed by
Benoît Mandelbrot, as well as Taleb).
The third scenario points to a more
insidious form of model risk. The model is
obviously flawed because its parameters have
been unduly leveraged by a single ‘outlier’.
One’s first impulse might be to simply
discard the outlier as a rogue bit of dirty data;
but it could equally well be a ‘black swan’
indicating a more complex reality that we
ignore at our peril. Similarly with the fourth
scenario, perhaps the outlier is merely bad
data and that variable x4 is unrelated to
y4. On the other hand, perhaps there is an
interesting relationship between x4 and y4
involving extreme values for which we have
little data.
Indeed, model risk is present even in the
first scenario, in which the regression model
appears to fit the data well. For example,
perhaps the 11 data points used to fit the
model are a biased sample of a process that is,
in fact, highly non-linear.
Even more insidiously, the relationship
between the variables could simply change
between the time the data was generated
and the time the model is applied to make
predictions. As observed by David Hume,
there is never a guarantee that a relationship
seen in the past will continue into the future.
This fundamental fact is known as Hume’s
problem of induction. Taleb famously
illustrated Hume’s problem with the parable
of the black swan — in 17th century Europe,
it was assumed that all swans were white.
At the time no non-white swan had ever
been observed. However, black swans were
discovered in Western Australia in the 18th
century. A single observation invalidated a
perfect statistical regularity and no analysis
of historical data could have suggested the
possibility of non-white swans.
A more recent illustration comes from
some of the models used by rating agencies
to rate mortgage-backed securities. Michael
Lewis reported that at least one agency used
a model for house price increases that could
not accept negative numbers. However, an
important practical lesson should not be
lost sight of — the fact that highly trained
professionals employed by prominent
financial institutions built such models and
used them to make important decisions
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suggests that these fairly elementary
observations about model risk need to be
more widely appreciated and acted upon.

What we mean when we
talk about model risk
There are two varieties of model risk implicit
in the above discussion. On the one hand,
there are the various types of specification
errors — omitted variables, outliers,
inappropriate functional forms, inappropriate
distributional assumptions, and so on
— that can be illustrated in diagnostic plots
like the ones above. This type of model
risk is somewhat tractable in that it can
be diagnosed through such exercises as
simulation studies and applying models to
holdout samples of data. On the other hand,
there is the more fundamental form of model
risk ultimately arising from Hume’s problem
of induction. We can analyse historical
patterns in the data as much as we like, but
the data itself cannot tell us whether these
patterns will continue into the future.
Another theorist whose work bears on
the concept of model risk is Frank Knight.
In his 1921 book, Risk, Uncertainty and
Profit, Knight distinguished between what
he called ‘risk’ and ‘uncertainty’. This
distinction bears on our discussion of
model risk:
“Uncertainty must be taken in a sense

radically distinct from the familiar notion of
risk, from which it has never been properly
separated. The term ‘risk’, as loosely used
in everyday speech and in economic
discussion, really covers two things which…
are categorically different… ‘Risk’ means
in some cases a quantity susceptible of
measurement… A measurable uncertainty,
or ‘risk’ proper, as we shall use the term,
is so far different from an unmeasurable
one that it is not in effect an uncertainty
at all. We shall accordingly restrict the
term ‘uncertainty’ to cases of the nonquantitative type. It is this ‘true’ uncertainty,
and not risk, as has been argued, which
forms the basis of a valid theory of profit
and accounts for the divergence between
actual and theoretical competition.”
Properly interpreting Knight’s remarks
would demand an essay much longer than
this one, but it should be clear that the
distinction between ‘Knightian risk’ and
‘Knightian uncertainty’ bears on the actuarial
community’s familiar distinction between
process, parameter and model risk.
As it can be surprisingly difficult to
think clearly about fundamental concepts,
philosophical discussions tend to dwell
on simple examples. In that spirit, let
us continue by considering the humble
coin-toss. Suppose we are told that 53 out

continued on page 26

» At least one agency used
a model for house price
increases that could not
accept negative numbers
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continued from page 25
of 100 flips landed on heads and want to
forecast the proportion of heads in the
following tosses.
Process risk arises because of the
inherently stochastic nature of the cointoss. As process risk is also diversifiable, we
would be more confident predicting that
somewhere between 400 and 600 of the next
1000 flips will land on heads than predicting
that between 4 and 6 of the next 10 flips
will land on heads. Parameter risk arises
because we used a finite amount of data
(100 flips) to estimate the unknown ‘true’
probability of heads. If we had used 10 000
flips, the parameter uncertainty would have
been reduced but not eliminated. Bayesian
statistics could be used to reflect parameter
risk in our model. Explicitly, we would
replace the binomial distribution:
Pr(Headsn = k) = kn 0k (1-0)n-k

()

with a Bayesian posterior distribution of
the form:
1
Pr(Headsn = k) = kn 0k (1-0)n-k dµ(0)
0

()

The ‘mixing measure’ µ would be more
or less sharply peaked around the sample
average of heads depending on how many
flips were used to form that average.
Does model risk pertain to a scenario
as rudimentary as coin-tossing? Yes: for
example, some magicians are able to toss an
ordinary coin so that it lands heads more
than 50% of the time. Suppose the tosses
were in fact generated by such a magician
who elects to invoke his special ability only
when the previous toss landed tails. In this
case, the assumption of exchangeability
implicit in the above model would be
violated, and a more appropriate model
would involve transition probabilities.
Furthermore, the information that 53
out of 100 flips landed on heads would not
be a sufficient statistic in this scenario, as
we would also need to know the outcome
of the most recent flip. This example is
of a piece with the types of model risk
illustrated in the above diagnostic plots:
closer inspection of the data, simulation,
out-of-sample testing and so on can often
be used to detect model mis-specifications
such as the one illustrated here.
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For a more Knightian form of model
risk, suppose our sample of 53 heads in 100
tosses was generated by a magician who
was being lazy and did not use his special
ability at all. Suppose also that, after we
have built our model using the historical
data, someone offers to
pay the magician £1 for
each toss that lands on
heads.
Our Bayesian model
accounts for both process
and parameter risk, but
does not account for
the possibility that our
coin-flipper is a magician
who is suddenly
influenced by an unexpected monetary
incentive. This latter example of model risk
arguably illustrates Knightian uncertainty
— many are not aware that some people are
able to influence the probability of heads
at will. Recall Knight’s characterisation of
true uncertainty as risk that is not capable of
being quantified. We cannot quantify risks
that we are not aware of.

highly interdisciplinary in nature. Therefore
a variety of model risks can emerge at
various points of the process. Domain
knowledge, IT and programming skills and
sound business-implementation strategies
are no less crucial than statistical modelling
abilities for
avoiding the full
panoply of model
risks.
The majority
of the risks
Derman discusses
in the context
of financial
modelling are
risks that are
regularly faced when developing pricing
and underwriting models for insurers.
For example, even well-designed models
can be incorrectly solved either due to
carelessness or for more subtle reasons.
Modern-day models are ultimately pieces
of software susceptible to such risks as
programming mistakes, logical errors, and
rounding discrepancies, and even correct
models can be poorly implemented or
otherwise used inappropriately. This latter
source of model risk relates to Wilmott’s
plea for “models people can understand”:
simplicity, transparency, documentation,
education and collaboration with end-users
are crucial in order to ensure that even
well-specified models do not lead users
astray. Model risk arises from red herrings
as well as black swans.
In short, there are many sources of model
risk, ranging from the mechanical/practical
(software and implementation errors and
poor communication), to the technical/
statistical (model mis-specification) and
the fundamental/philosophical (black
swans and Knightian uncertainty). It is
worth keeping all of these in mind so that
important issues are not implicitly defined
away by the collective use of the helpful
expression ‘model risk’.

» Simplicity, transparency,
documentation, education
and collaboration with
end-users are crucial in
order to ensure that even
well-specified models do
not lead users astray

Black swans and red herrings
Actuarial discussions of model risk tend to
focus on the types of model specification
issues that modellers can test and improve
as part of an iterative modelling process.
In principle, this sort of model risk can be
reflected by assigning Bayesian probabilities
to combine a number of models into a
single ‘model of models’. The discussion
of Knightian uncertainty suggests that
another form of model risk arises from our
inability to form a complete sample space
of contingent events whose probability can
realistically be measured.
But even this is not the last word on
model risk. In his 1996 note, ‘Model
Risk’ (Goldman Sachs Quantitative
Strategies Research Notes, 1996), the
physicist/financier Emanuel Derman
enumerates a variety of model risks that
arise from practical as well as theoretical
considerations. In addition to discussing
the types of model mis-specifications
mentioned above, Derman points out
that the end-to-end process of designing,
developing, and using real-world models is

«
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IT solutions

Horses for courses
Martin Sher and Mark Schneider discuss the range of IT solutions being
adopted by insurers as they face new ﬁnancial modelling challenges

Martin Sher and Mark Schneider are managing
directors of SolveXia

I

nsurers are facing increased demands
for enterprise-level financial and risk
modelling, leading to a review of
existing capabilities and an exploration
of new technologies. This article outlines
some of the challenges facing insurers and
describes three possible solutions.

The challenges
Home-grown tools, including
spreadsheets. Organisations typically
have numerous spreadsheets, home-grown
analytic applications, data extract tools and
reporting tools which are manual, PC-based,
prone to user error and only understood by a
small number of staff. Companies find that,
due to the evolution of their businesses, new
spreadsheets and tools continue to spring up
across the organisation. There are, therefore,
ongoing attempts to place controls and
discipline around the development and usage
of such tools.
The use of existing actuarial
projection systems. Companies are
reviewing the technologies and tools for their
modelling requirements, including whether
to replace existing models, change modelling
systems or, where appropriate, consolidate
them. Multiple models and systems require
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multiple skill-sets and restrict the ability
to standardise modelling approaches, data
flows, scenario files and integration of results.
However, the task to redevelop or even
restructure and rationalise existing models is
typically very resource-intensive.
Additional analytics. Organisations
need to expand their current analytic
capabilities and fully integrate asset
liability modelling across the business.
Replicating portfolio and risk aggregation
tools are examples of new analytic tools.
Consequently, companies are investigating
the purchase and implementation of new
modelling tools, many of which will need to
be integrated with existing systems.
Increasing processing capacity.
There is an ever-increasing need for greater
computer processing speed and storage
capacity. The capacity is usually required
on a non-continuous basis, for example, a
few days per month, with fluctuating usage
demands from globally distributed business
units. In addition, hardware requirements
are changing as computer capability
increases, for example from 32-bit processors
to 64-bit processors, and from single-core
central processing units (CPUs) to multi-core
CPUs.
Calculation data warehouse
and risk dashboard. Output from
actuarial systems is typically collated
in spreadsheets and then copied into
reports. The complexity of reporting is
increasing substantially along with the
volume of calculated data. There are also
rising numbers of stakeholders requiring
information from multiple systems, along
with more frequent, more timely and
more detailed information that can be
readily analysed. These needs highlight the
requirement for calculation data warehouses
and risk dashboards that can be accessed by
all stakeholders through a web browser.
Audit and control. Sarbanes-Oxley
regulations, the Solvency II use test and
improved internal governance all emphasise
the need for increased audit and control
around the model code, data inputs,
aggregation of calculated values and reporting.
The ability to document the ‘end-to-end’
process, knowing who changed what and
when, what data and assumptions were used

in the calculations, and confirmation that the
reports created are based on model output
that has not been manipulated is becoming
more and more important.
As the number and complexity of systems
used to produce the end results increases, so
too does the need for an integrated approach
to audit and control.

The solutions
Faced with these challenges, insurers
are adopting a number of technological
approaches ranging from a single vendor, fully
integrated solution to multi-vendor system
integration. These approaches, together
with a new, general, software-as-a-service
workflow platform are described below. Table
1 summarises these options relative to the
challenges set out above.
Option 1 — fully integrated
solution. One option for companies
is to standardise on a single vendor’s
product. This provides the advantage of
a fully integrated solution with pre-built
linkages (data transfers) between modules,
a single user interface, a unified reporting
mechanism as well as integrated and
consistent audit and control functionality.
However, this approach typically
results in substantial capital expenditure,
including buying new software, building
the in-house infrastructure, and migrating
existing models to the new system. It also
locks the purchaser into a single provider
and, potentially, a limited pool of skilled
resources to perform the necessary work.
The above solution pre-supposes that
such an all-encompassing system exists.
Typically, functionality must be sacrificed or
significantly compromised in one or more
areas of operation.
Option 2 — multi-vendor system
integration. An alternative approach is
to augment existing actuarial systems by
selecting the best components for each
requirement from multiple vendors. Such
multi-component systems are normally
hosted and run on in-house infrastructure.
This alleviates the need to select a single
vendor’s product, but does result in multiple
systems, each with its own interface, data
format, reporting, audit and controls that
need to be linked together, typically via
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the development of a bespoke system
integration project.
Option 3 — general workflow
platform. A third option is to use a
general workflow automation platform
to host all the analytic engines within an
organisation. This platform provides a
common infrastructure layer to host, run
and distribute analytic processes across the
available processing capacity (CPUs) as well
as providing a common interface for data
input, parameter and assumption-setting,
job scheduling, aggregation of calculated
results and reporting.
A general workflow automation system,
which feeds data into a data warehouse
and risk dashboard, should readily permit
all stakeholders to view and analyse the
calculated results. With access to shared
processing and storage capacity through
‘cloud computing’ centres, work can be
readily and automatically processed, on
demand and without the need for vast inhouse computing resources.
Software-as-a-service. While a
generic automation platform addresses

the integration issue, it does not, in
itself, address the other issues of cost,
incremental adoption and provision of
processing capacity. These issues are being
addressed more generally in the IT industry
through the combination of two concepts:
the provision by third-party vendors of
software on a software-as-a-service (SaaS)
basis along with resources provided
through cloud computing.
In a SaaS business model, software is
typically provided via the internet on a
usage basis where subscribers only pay
for the services that are activated and
used. At the same time, vendors offer the
use of hardware necessary to support the
software. In most cases support consists
of database storage and some limited
processing capability. However, the recent
development of cloud computing, whereby
large organisations such as IBM, Google
and Amazon provide almost unlimited
access to computers and storage in
secure data centres on a user-pays basis,
means that the number of processors
now available through the internet has

Financial modelling

climbed dramatically. As a result, software
can be written to deliver vast amounts of
processing power to users on demand.

The limitations
The platform approach does impose some
restrictions on the client. These include the
type of application that has been configured
to run on it, configuration options provided
by the platform, as well as data import and
reporting limitations resulting from the
adoption of a general platform compared to a
bespoke in-house solution.
In addition, there may be service
availability and data security issues associated
with a SaaS solution.
No single technology approach addresses
all the issues and each has its own advantages
and disadvantages. However, a generic process
automation platform that hosts multiple risk
management systems and provides access to
cloud computing, represents an alternative
approach for insurers to explore.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk

Table 1 — How the solutions address the requirements
Fully integrated solution

Multi-vendor system integration

General software-as-aservice workﬂow platform

Home-grown tools and
spreadsheets

Run separately or replace

Integrated via system integration
project

Can be readily integrated

Actuarial projection systems

Typically only runs the vendor’s Requires purchase of multiple enterprise Covers all actuarial
actuarial projection system
system wrappers with different
projection systems
interfaces, data formats and reporting
capabilities

Additional analytics

Restricted by functionality
within selected solution

Choice of analytics

Choice of analytics

Processing capacity

Restricted to in-house capacity

Restricted to in-house capacity

Cloud computing

Calculation data warehouse
and risk dashboard

Restricted to reporting options
provided

Additional purchase

Included

Audit and control

Yes

Separate for each tool

Consistent across all tools

Increased frequency and
timeliness of results

Yes

Yes

Yes

Cost

Upfront licensing charge,
implementation project and
in-house hardware costs

Multi-vendor procurement, system
integration and in-house hardware cost

Usage-based pricing
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Wider fields

Pastures new
Sharon Maguire talks to seven actuaries to find out about the challenges
and opportunities involved with working in non-traditional fields
Alvar Chambers, LDI an investment manager. There are not many
portfolio manager, actuaries working in portfolio management,
Insight Investment but there are many other roles within
How did you come
to be working in this
sector? I had been a
consulting actuary for
12 years, in pensions
and investment consulting. I thought it
might be interesting to try a more ‘hands
on’ investment role. Looking at the issues
faced by defined-benefit pension schemes
at the time, it was clear that there was a
need for schemes to align their investment
strategies more closely with their increasingly
mature liability profiles, and this created an
opportunity for investment management
firms to build a business out of liability
driven investment (LDI). I also felt this was
the perfect opportunity to take my existing
actuarial skill-set and apply it to the world of
portfolio management.
What are the main opportunities/
challenges? LDI is a relatively new and
rapidly evolving area that is throwing out
new and varied challenges all the time.
Keeping on top of a changing market
environment is crucial — for example,
the last year has seen us managing client
positions through a major derivatives
counterparty default when Lehman Brothers
went into administration.
How has your actuarial background helped
you? I brought to the team an understanding
of how the dynamics of pension liabilities
work, which helped us to design solutions
that meet pension funds’ needs. A key
element of taking on new client mandates is
liaising with actuaries at pension funds and
their consultants, so they can provide the
data to construct the liability benchmark.
How do you see the sector (and your role)
developing? Over the five years I have been
at Insight, I have watched LDI move from
being on the left field into the mainstream.
As pension funds become more accepting of
the usefulness of derivatives in implementing
and managing their investment strategies,
there are many opportunities to expand our
mandates in new directions, for instance,
managing clients’ credit and equity exposure.
What advice would you give to others?
Think about what role you would want as

30

August 2009

030-032_Actuary_0809_NonTradRole30 30

LDI where actuaries contribute including
quantitative analysis, solution design,
product specialists and client servicing. Build
a diversified skill-set and maintain a keen
interest in learning everything you can about
the world of investment.

» Actuarial training gives

you an ability to learn new
concepts quickly, and an
ability to interpret and
explain complex problems

«

Andrew Dobinson,
Lane Clark & Peacock

Douglas Wright,
lecturer at Cass
Business School,
City University
How did you come
to be working in this
sector? On completion
of my PhD, it was a
natural progression to move into academia.
The role of universities in actuarial education
has expanded considerably in recent years
so the timing was ideal, and it has been
very exciting to play a small part in the
developments that have been made.
What are the main opportunities/
challenges? The main opportunities
for universities are to build on the
recommendations of the Morris Review
and take a more prominent role in the
development and training of new entrants to
the profession. Also to continue to produce
world-class research in the field of actuarial
science and encourage collaboration with
other disciplines, ensuring that the profession
continues to be at the forefront of managing
the increasingly complex financial risks faced.
How has your actuarial background
helped you? Without my studies and work
experience, it would be very difficult to
develop the next generation of actuaries
successfully.
How do you see the sector (and your
role) developing? I can only see the role
of universities in the training of actuaries
continuing to grow. We are uniquely placed
to give students the basic skill-set required,
not just the technical skills but also the
softer skills and a basic understanding of
the financial world. However, we must work
in tandem with employers, as there is no
substitute for practical experience.
What advice would you give to others?
I would highly recommend it. It gives me

great pleasure to feel that we have played
in part in helping students succeed in their
chosen career.

Eamon Kelly,
micro-insurance
programme
manager, India
(Inter Aide)
How did you come
to be working in this
sector? Development
work interested me as being something that
had an impact on people’s lives but I was
unsure how my actuarial skills could be
used. I became aware of micro-finance and
micro-insurance, a good friend put me in
touch with the programme founders here
in India and I decided to try it out.
What are the main opportunities/
challenges? Deriving and applying
practical and pragmatic solutions in a
developing field, in a developing country,
and helping to educate very poor people
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about insurance and how it can help their
lives in a meaningful way.
How has your actuarial background
helped you? Being able to see all the risks,
connect the dots and think ahead beyond
the next step, while also remembering that
a technically correct solution is not always
the best solution.
How do you see the sector (and your
role) developing? I see massive potential
for the growth of micro-insurance. At
present the health sector is filling a gap
in provision of social services and while
that exists then the needs will go unmet. It
will be interesting to see how the balance
of partner-agent and mutual-type models
develop but there is room for lots of
approaches.
What advice would you give to others?
It’s been a great experience working in
India and I would recommend to anyone
thinking of jumping from the safety of
a corporate job to take the leap... what’s
the worst that can happen? Certainly
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actuaries can add a lot of value in the
micro-insurance world and the potential
for growth is quite significant.

Myra Daly, hedge
specialist,
Meridian Energy
How did you come
to be working in
this sector? I moved
to New Zealand in
2006 and was offered
a position with an energy retailer. The
energy market here is highly volatile, with
a largely illiquid futures market. Initially
I worked on a project applying actuarial
techniques to valuing the risks faced and
calculating the risk capital required for
certain levels of sufficiency. Since then
I’ve worked on forecasting energy sales,
purchases and revenues and helping to
manage the overall portfolio.
What are the main opportunities/
challenges? Initially my main challenges

Careers

were in understanding both the market and
how actuarial techniques could be useful
in a different context. Other challenges lie
in communicating the results and trying to
make sure they are relevant and understood.
How has your actuarial background
helped you? All aspects of portfolio
management, risk management and
valuations of assets and liabilities have
relevance to my role. The mathematical
background has certainly been useful, as
have broader understandings of economics,
investment and market structures. An
actuarial background also provides problemsolving skills and approaches.
How do you see the sector (and your
role) developing? The energy sector is
similar to insurance or pensions, where
customer prices or rates are set in advance
and the company’s financial outcome is
dependent on often unpredictable events.
Here, these events include the availability
of generation, possible transmission issues,
financial contracts, competitor activity and
ultimately, what customers actually use.
There are many aspects of insurance and
pensions work that can be applied to help
understand our exposures and overall
position. I view our portfolio management
as a traditional actuarial area and see my
role as developing this understanding and
its application as much as possible.
What advice would you give to others?
The actuarial skill-set is highly regarded
and can be applied to any industry that
requires an understanding of risks and risk
management. Roles may not specifically
require actuarial qualifications, however
it’s important to consider potential for
development. Communication and
relationship skills are vital, especially
when working with people from different
departments.

Neil Walton, head
of strategy
solutions,
Schroders
How did you come
to be working in this
sector? An actuarial
background and a

continued on page 32
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more case studies online
continued from page 31
strong interest in investment led me down
a path of investment consulting with a
large consulting firm. The investment side
always seemed to make more difference to
the outcome for clients than funding and
legislation-driven actuarial advice. It was
a natural extension to move to Schroders
and provide input to clients reflecting the
depth of views from a multi-asset global
investment firm.
What are the main opportunities/
challenges? There are always opportunities
to add value from either a risk-management
or return-enhancing perspective due to
the constant shifting sands of the financial
markets. A challenge is the evolving
governance structures of our clients and
the changing interaction of the different
participants, consultants, asset managers and
pension funds.
How has your actuarial background helped
you? Actuarial training brings a proper
view of timescales for long-term investors,
a longer timescale than applies to many
asset management decisions. It also helps in
considering assets and liabilities together and
in applying flexible problem-solving skills.
How do you see the sector (and your role)
developing? One of Myners’ themes was
for pension funds to spend more time on
strategic matters and to seek a variety of
inputs in developing investment strategy.
This is happening more and more, with the
development of different business models
from consulting firms and asset managers for
institutional investors.
What advice would you give to others?
Follow your instincts and go for it. Each
day is different and interesting in asset
management.

Andrew Dobinson,
consultant,
Lane Clark &
Peacock Financial
Dynamics practice

n Chris Watts, vice-president, J.P. Morgan
Pensions Advisory Group
n Paul Walsh, CEO, Acumen Resources
Group
To view these case studies, visit
www.the-actuary.org.uk/866175

How did you come
to be working in
this sector? After five
years working in pensions I was looking for companies is the mandated investment
a new challenge. At the same time, LCP was in smart metering technology which has
the potential to revolutionise how energy
starting to think about applying actuarial
companies operate and how customers
skills to help companies understand
interact with their energy usage.
more about the risks they faced and make
The main challenge is learning new
more informed decisions. Unusual client
industry regulation and jargon so that I’m
problems had been landing on our plates
able to interact with engineers and industry
on an ad hoc basis, but the new Financial
experts as well as finance directors.
Dynamics (FD) department was set up to
find those opportunities. Over the last three How has your actuarial background
years I have worked on equity release plans, helped you? Actuarial training gives you
an ability to learn
pre-paid funeral plans,
new concepts
equity valuations
quickly and to
and intangible asset
interpret and
valuations. Last
explain complex
year I joined the
problems.
Energy, Utilities and
When talking
Regulated Industries
Eamon Kelly, micro-insurance
to clients about
(EURI) team within
programme manager
their business,
the FD department
I try to take on board as much of their
which helps companies make decisions
knowledge of the issues they face as quickly
about long-term investments and how to
as possible. I can then use this to inform
adapt to a changing business or regulatory
any modelling necessary, keeping in mind
environment.
that the model must be robust over long
What are the main opportunities/
time periods, and most importantly must
challenges? There are lots of opportunities
be capable of helping to inform decisionbecause companies in the EURI sectors are
making.
making major investment decisions all the
time. The opportunity is to help companies How do you see the sector (and your
role) developing? I see there being an
make more informed decisions and to
increased focus on risk management
track the progress of their decisions over
within businesses generally, not just the
the lifecycle of investment in quantifiable
EURI sector. I see my role moving from
terms. One of the major decisions facing
risk management and decision support on
a project-by-project basis to embedding
scientific thinking within clients’
businesses more generally.
What advice would you give to others?
Try to work with different people, not just
actuaries. It is important to work with, and
learn from, people who have consulted, or
been employed directly, within the industry.

» Actuaries can add value

in the micro-insurance world
and the potential for growth
is quite significant

«

If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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International view

Pakistan uncovered
In the first of an occasional series looking at overseas markets,
Ahsan Jamal provides an overview of the general insurance sector in Pakistan

A

t nearly four times the size of
the UK, Pakistan has a 1046km
coastline along the Arabian Sea
and Gulf of Oman. It is the sixth
most populous country and has the second
biggest Muslim population in the world, after
Indonesia. Karachi, the largest city, is the
main financial hub, where the head offices
of most banks and insurance companies
are located. Agriculture is the single largest
sector and a dominant force for growth and
development of the economy.

Market history
After the creation of Pakistan, 77 foreign
insurance companies dominated Pakistan’s
market and there were only seven local
insurers. In 1952, the government established
Pakistan Insurance Corporation to promote
the local insurance industry; the number of
local insurers increased to 60 and the number
of foreign insurers reduced to seven.
There are now 49 non-life insurers present
in the market; two are wholly foreign-owned.
There are two state-owned companies in
the non-life market: National Insurance
Company Ltd (NICL), which is the exclusive
direct insurer of public sector risk, while Pak
Re is the market’s only professional reinsurer.
Adamjee Insurance Company Ltd is the
leading insurer in this market with market
share of around 27%.
Non-life insurance business was largely
dominated by 10 insurance companies,
which accounted for almost 84% of the total
premium written by the sector. In 2007,
the total gross premium written by non-life
insurance companies totalled PKR36.2bn.
In the years preceding 2008, the non-life
insurance industry of Pakistan grew at an
average of 17% measured by gross written
premium. But growth in premium of this
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industry slowed down sharply (7% average
growth in 2008) due to global financial crises,
increased recession and turbulent economic
conditions.
The penetration of non-life insurance in
Pakistan squeezed to 0.3% of GDP during
the year 2008. The growth in the insurance
industry is directly linked with the economic
activities in the country. The prevailing
downturn in the economy, also coinciding
with the global recession, is likely to impact
the growth prospects of the insurance
business. The country’s GDP growth, which
remained well above 6% on average in recent
years, has declined to 2.4%.

Legislation and regulatory environment
The developments in the regulatory
environment in the insurance industry
are in line with those in international
markets and compliance with regulations is
becoming increasingly important. In 2000,
the government enforced the Insurance
Ordinance 2000 and repealed the Insurance
Act 1938. This new ordinance aims to protect
the interests of the policyholders and to
develop the insurance market by raising
capitalisation standards and strengthening
the solvency of insurers.
The Insurance Department of the Securities
and Exchange Commission of Pakistan (SECP)
is the regulatory body for insurance. This
department is responsible for the supervision,
development and regulation of the insurance
sector including life and non-life insurers,
Takaful operators, insurance brokers and
bodies connected with insurance such as the
Insurance Association of Pakistan.

insurance penetration rate in this country
is that insurance is regarded as unethical
(haram) from a religious point of view by
a large segment of people. Therefore, the
government of Pakistan has been actively
involved in promoting Islamic Insurance
(Takaful) over the last few years. The SECP
introduced Takaful rules in 2005 to regulate
operations of Takaful insurance companies;
the act also allows conventional insurance
companies to transform into Takaful-based
companies.
Initially, Pakistan was slow to respond to
the global Takaful trend but, within a brief
period, five Takaful companies (two general
and three family) were established, and
more companies are scheduled to enter the
market in the near future. Foreign investors,
particularly from Gulf countries, are heavily
investing in Pakistan’s Takaful industry.
Actuaries in Pakistan are increasingly in
demand from Takaful companies to employ
their analytical skills to this new industry.

Actuarial profession in Pakistan
The actuarial community is very small due
to lack of knowledge and awareness about
the profession and its scope. There are about
40 qualified and 70 student actuaries. Major
areas of work are life insurance (including
consultancy) and pension consultancy.
Recently actuaries have also been employed
by non-life insurers, banks, investment
management companies and the government
(Ministry of Finance and SECP). The
insurance market has the capacity for at least
200 actuaries. Pakistani actuaries are also
working in the Middle East market.
Ahsan Jamal is a manager in the risk
management department at Adamjee Insurance
Company, Pakistan and a student of the Institute
of Actuaries, UK.

Emergence of Takaful insurance

Sources:
1 Securities and Exchange Commission of Pakistan (SECP)
www.secp.org.pk
2 Pakistan Society of Actuaries (PSOA) www.psoa.org.pk
3 Pakistan: Non-Life (P&C) Insurance Market Report by
AXCO, 2008
4 Insurance Association of Pakistan (IAP) www.iap.net.pk
5 Government of Pakistan official website www.
pakistan.gov.pk

Almost 97% of Pakistan’s population is
Muslim and the reason behind the low

If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Subordinated debt

Is sub-debt really that evil?
Scott Eason and Alex Head give an introduction to subordinated debt and investigate
why it has become a shunned asset class
significantly. This has left many institutional
investors with large amounts of generally
unwanted assets.

What is sub-debt?

Scott Eason and Alex Head work for Eason
Consulting & Resources, specialising in
investment advice for life assurance companies

C

ompanies issue corporate bonds in
many forms and have historically
been successful in raising capital this
way. However, in the past year the
appetite for subordinated debt (sub-debt),
a form of corporate bond, has dropped

Sub-debt, as the name suggests, is debt
which ranks after other debt securities
should a company fail. The classifications
of seniority were first defined in the Basel I
accord and were incorporated unchanged
into Basel II. Sub-debt is regarded as any
debt that ranks below senior debt on default.
Financial companies are allowed to
use this type of debt to meet FSA capital
resources requirements. Therefore, subdebt is generally only issued by financial
companies; banks, building societies and
insurance companies. The rules limiting
how much of the capital resources
requirement can be met by each type of subdebt are set out in the FSA’s GENPRU 2.

Table 1 — Classification of seniority
Classification

Bond examples

Senior

Higher ranking

Lower Tier 2

Dated or no deferral, lower ranking

Upper Tier 2

Perpetual, cumulative deferral, lower ranking

Tier 1

Perpetual, non-cumulative deferral, lower ranking

What happened to sub-debt markets?

Figure 1 — Spreads on Iboxx indices
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As everyone knows, the past two years
have seen corporate bond spreads widen
significantly. However, sub-debt has been
affected even more than senior debt. Figure 1
compares spreads on the Iboxx sub-debt and
senior debt indices over the last three years.
Demand for sub-debt also dried up over
the period. For example, no deals were done
in Europe between January 2008 and April
2009, which included deferral options for
coupons (source: Euroweek).

Why has the demand for
sub-debt remained low?

Senior debt spread

0

Tier 1 sub-debt ranks above the equity of
a firm and is generally issued in the form
of perpetual non-cumulative preference
shares. ‘Perpetual’ means that there is no
requirement for the issuer to repay the
nominal amount and so the lender is
purchasing a stream of coupon payments.
The ‘non-cumulative’ basis means that an
issuer can choose to miss a coupon payment
which therefore does not accumulate to the
next coupon date, and it is not classified
as a default if the coupon is not paid. This
provides the issuer with loss-absorbency.
Bonds that are perpetual but issued on
a cumulative deferral basis are included in
Upper Tier 2 capital. Lower-ranking bonds
that are either dated or do not have a deferral
basis are classified as Lower Tier 2 capital.
Most sub-debt is issued with a callable
option. This allows the issuer to repay the
loan on a fixed date or dates. GENPRU
requires that any call date is at least five
years from inception for it to be counted as
capital resources.
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To the best of our knowledge, there has
only ever been one case in the UK where a
company reneged on a subordinated debt
without going into liquidation (when senior
debt would also have been reneged). This
occurred when the Treasury changed the
terms of Bradford & Bingley’s Lower Tier
2 debt following its nationalisation last
year. Therefore it seems that the default
risk for sub-ordinated debt is very similar
to the default risk for senior debt (unless
it is perceived that the government may
intervene).
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For non-cumulative (for instance, Tier
1) debt, there is the risk that the issuer will
choose not to pay its coupons. This is also
true for Upper Tier 2 and some Lower Tier 2
debt, but the cumulative nature gives some
protection. We have seen a number of issuers
choosing not to pay coupons.
In the past, it was virtually always the case
that issuers took up their callable options.
With capital-raising now more difficult,
several issuers have declined to take up the
option. This has raised the option premium
that investors require.
One of the main differences in the level
of risk between sub-debt and senior debt is
in the recovery rates achieved. The weighted
recovery rates on defaulted debt between
1978 and 1997 were 48.87% for senior
unsecured debt and 31.71% for sub-ordinated
debt. Between 1998 and 2008, the equivalent
figures were 45% and 17% respectively
(source: www.sandprecoveryratings.com). The
standard long-term assumptions generally
used are 40% for senior debt and 20% for subdebt. Current best estimates for short-term
levels through the recession are generally
in the order of 20% on senior debt and
practically zero for sub-debt.
Clearly, firms are choosing not to invest
in sub-debt despite the potential rewards
on offer. Sub-debt is issued by financial
companies that have suffered a huge loss of
market confidence since the credit crunch.
We believe that the mass exodus from
exposure to these companies is what is
driving the recent drop in sub-debt prices;
in other words, it is a lack of demand for
financial stocks as much as the structure of
sub-debt itself that has caused this reduction.
Many companies already have too much
exposure to financials to consider venturing
further into this area.

And if you have some?
The current illiquidity in the market
makes sub-debt valuation difficult and the
problems of valuing illiquid assets have been
well documented. Determining a yield has a
further problem.
In the past it was typical to use a yield
based on the assumption that callable subdebt would always be called (yield to call).
However, in the current market this is not
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the case, as the risks involved in refinancing
debt mean that some issuers are not keen to
call bonds. Some firms are therefore valuing
the instruments on a ‘yield to worst’ basis,
for example, calculating the yield under the
assumption that the bond is always called
or never called and using whichever is more
onerous. However, this may be considered a
step too far.
If it is possible to extrapolate from the
market value what the market believes is
the probability of bonds being called, a
consistent yield can be calculated.

What next for sub-debt?
The FSA’s discussion paper DP08/4
highlights changes to the tiering system of
capital forthcoming under Solvency II. It
states that the Level 2 impact assessment
may result in ‘subordinated liabilities (as
currently structured) being ineligible as Tier
1 or Tier 2 capital under Solvency II’.
In the specification for Quantitative
Impact Study 4, sub-debt is classified as Tier
3 if it has a duration of less than five years
from the reporting date. Under current
proposals, Tier 3 capital may not be used

Investment

to back the minimum capital requirement
(MCR), although it can back up to one-third
of the solvency capital requirement (SCR).
This is clearly an important consideration
for insurance companies contemplating
the issue of sub-debt and may lead to a
significant reduction in the issuance of
insurance sub-debt.
At the time of writing, there are some
of the infamous green shoots emerging in
the sub-debt market. Two companies issued
sub-debt deals in May that were heavily
oversubscribed. RSA Insurance Group raised
£500m of 30-year deferrable coupon, Lower
Tier 2 capital on an issue that was threetimes covered and Rabobank managed to
attract over €2.6bn of orders for its €1bn
Lower Tier 2 issue.
Investors may be starting to recover their
confidence and looking to take advantage
of the higher yields on sub-debt. We will be
following future developments with interest
— whether sub-debt proves to be sublime or
sub-optimal remains to be seen.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Scheme funding

Prudent assumptions
Deborah Cooper sparks debate about what exactly is a ‘prudent approach’ to scheme funding

S
Deborah Cooper is a
principal at Mercer

ince the new scheme funding regime
came into force, trustees, following
the advice of scheme actuaries, are
obliged to use ‘prudent’ assumptions
to assess the extent to which the scheme
meets its funding objective. Regulatory
prescription appears to rest largely on
the current measurement of technical
provisions, rather than on the long-term
nature of the liabilities. In turn, this has
led to much effort spent considering which
assumptions are prudent, even though this
might detract from the trustees’ objective for
the valuation, which is likely to concentrate
on the end result.
The Pensions Regulator (TPR) explains
in its Code of Practice on Funding Defined
Benefits that it interprets prudence as taking
a margin on the
cautious side of best
estimate — this in
itself is imprecise,
but perhaps
the subject of a
different article.
Although the
Code of Practice has some force in clarifying
legislation, it is not the same as legislation.
Do trustees have to adopt TPR’s definition of
prudence, or can they take a broader view?
The dictionary definition of prudence
includes exercising caution and avoiding
risks, but also extends to ‘the exercise of
sound judgment in practical affairs’. Sound
judgment can be interpreted as forming a
decision after having taken all the relevant
information into account. The decision
needs to be considered, but not necessarily
cautious. Could there be circumstances in
which it would be prudent not to err on the
side of caution?
Trustees set their funding assumptions
after considering the nature of the scheme’s
liabilities, their investment strategy,
the employer covenant and data on the
demographic and other experience of the
scheme. In developing their approach,
they will receive advice from their scheme
actuary regarding the economic value of the
liabilities and the volatility implicit in their
asset portfolio, including any dependencies
on the employer. TPR’s guidance suggests
that, no matter what this information

implies, technical provisions must be
calculated using a basis that is stronger than
a best-estimate basis (although elsewhere,
the Code of Practice states that trustees are
not obliged to eliminate all risk that the
technical provisions will not be sufficient to
pay the benefits).
To take an extreme example, if a scheme
is 100% invested in gilts, the ‘best estimate’
discount rate would be the gilt yield. A
literal interpretation of paragraph 85 of the
Code of Practice would require technical
provisions to be calculated using a discount
rate less than this, which could give a value
in excess of the cost of buying out the
benefits. This also leaves trustees with little
flexibility to take into account the employer
covenant or the scheme’s funding level.
With a strong
employer
and strong
funding,
the scheme
members are
exposed to
little risk. As
flexibility around the pace of funding is
likely to be advantageous to the employer,
the trustees might consider it prudent
— that is, exercising good judgment — to
have a weak funding basis to calculate
the technical provisions, perhaps with a
secondary funding target that reflects the
actual investment strategy being followed.
Very few schemes follow such a
conservative investment strategy and,
currently, few schemes are well funded.
However, if the basic tenets underlying
the regulatory regime do not apply at the
extreme, then even if they apply in some
cases, there must be some more realistic
point at which they break down.
Equities fell by 30% during 2008, wiping
about £150bn from pension scheme
assets and reducing the covenant of many
employers, so few trustees are likely to have
the luxury of debating the semantics of
prudence. Yet it is precisely when models
are tested to extremes that their weaknesses
become apparent.
In November, TPR issued a
statement advising trustees
how they should operate in

» Is it necessarily prudent for

trustees to pressure companies
into continuing to meet recovery
plan payments at the expense of
ordinary dividend payments?

What TPR says about prudence
All assumptions must be chosen
prudently. We interpret prudence as
taking a margin on the cautious side
of a best estimate (or expected value)
(Code of Practice, Funding Defined
Benefits, para 85).
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the current financial climate, saying that
trustees should strengthen technical
provisions where employers appear to be
weakening. The statement published in
June and TPR’s message to the Profession,
published in July’s issue of The Actuary,
reinforce this position, addressing the
difficulties employers have by suggesting
that contributions to meet new deficits
could be spread over longer recovery
periods. But will it always be prudent for
trustees to take actions that have the effect
of imposing a larger debt on the employer at
a point when it is already weak?
TPR encourages trustees to treat pension
scheme deficits like debt, and the new
regulatory regime has engendered a more
considered relationship between trustees
and employers. However, deficits are not like
banking or other forms of corporate debt. A
stark example of the difference
is that, while bankers tend to
reduce the value of debt as a
company becomes weak, this
would rarely be appropriate
for trustees. Indeed, they
are constrained by TPR’s
guidance to write debt up
as a company weakens.
Legislation restricts their
flexibility to take steps

that could otherwise reduce the debt, so
the only safety valve for the employer is for
trustees to agree to spread the debt over a
longer period.
Normally it will be in the members’
best interests that their pension scheme
receives immediate payment, but longerterm survival, and the chance that recovery
payments will be met over the longer term,
depends on the employer’s continued
existence. By revaluing corporate debt
upwards, the trustees potentially place extra
strain on the company’s financial position,
making it more difficult for it to achieve
new finance or to reorganise its corporate
structure, thus reinforcing the weakness.
This will not be prudent for the employer,
and might also be imprudent from the
scheme’s perspective.
TPR’s February statement to employers
advised them to prioritise pension
contributions over dividend payments
to shareholders. For some companies,
continuing to pay dividends is evidence
of its ability to survive. Cancelling a
dividend payment can create loss of
confidence, putting further pressures on the
company’s balance sheet and, again, making
refinancing and continued survival less
likely. Is it necessarily prudent for trustees
to pressure companies into continuing to
meet recovery
plan payments
at the expense of
ordinary dividend
payments?
Trustees, with
the support of their
advisers, should resist
any pressure to make
decisions that are
not in the interests
of scheme
members.
However,
pension
schemes
and

Pensions

companies have a symbiotic relationship
— they need each other to survive. Without
continued profitable employment, there
is no pension security, and equity market
values are buoyed up partly by pension
scheme investment.
TPR wrote its Code of Practice in far more
benign financial circumstances. The current
climate, when regulators seem to agree that
models that worked previously may now
be faulty, could be a timely point to review
it. There is a certain logic, for example, in
taking a more cautious approach to funding
in favourable economic times to build up
margins, to then weaken the approach
during economic downturns.
Even where trustees have not managed
to build up a margin or where any margins
have been wiped off their balance sheet,
the prudence of imposing extra economic
burdens on an employer just as it
experiences financial strain seems arguable.
The interpretation of the schemefunding regulations taken in TPR’s Code of
Practice seems to point trustees and their
advisers towards a narrow view of prudence,
concentrating on the assumptions required
to value technical provisions. A different
approach, based on trustees’ general duties
under trust law, would emphasise the output
from the valuation process rather than just
the inputs. The approach would recognise
that, in some circumstances, when an
employer’s covenant remains sufficiently
strong, the precautionary element to prefunding might require funding to a higher
target than technical provisions.
However, the approach should also
retain sufficient flexibility to take into
account short-term setbacks to the employer
covenant and include communication to
ensure that members understand the risks
the trustees’ approach imposes on them.
The approach might not always result in
greater security but, because it considers
the valuation process in the context of the
trustees’ duty to manage the scheme in the
best interests of its beneficiaries, the result
could be more prudent than one produced
under the current regime.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Trustee liability

Staying in line
Julian Aylmer and Charles Suchett-Kaye explain why trustee liability and
due diligence may come under increased scrutiny given the current climate

Julian Aylmer and Charles Suchett-Kaye are
both partners at City law firm Reynolds Porter
Chamberlain LLP

I

n principle, the current climate should
make no difference to the duties,
duty of care and potential liability
of pension scheme trustees. Trustees
however, might be forgiven for thinking
otherwise. Increased scheme deficits and
concerns about the employer’s covenant
will make their ongoing duties much harder
to perform. Their past actions and those
of their advisers will be subject to greater
scrutiny than they have been used to. In
particular, this is likely to apply to their
decisions with regard to the investment of
the scheme assets.
Trustees are responsible for deciding the
scheme’s investment strategy (except in the
case of an insured scheme). They must, with
appropriate advice, secure the preparation,
maintenance and revision of the Statement
of Investment Principles (SIP).
Unless there are restrictions on
investments contained within the scheme’s
rules, s34 Pensions Act (PA) 1995 vests
trustees with the same powers in investing
the scheme’s assets that they would have
in managing their own money. Trustees
will almost invariably delegate these
decisions to one or more fund managers,
not least because they themselves will
not be authorised under the Financial
Services and Markets Act 2000 to manage
the scheme’s funds on a day-to-day basis.
S34(3) PA 1995 provides that the primary
liability for investment decisions will pass
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from the trustees to a properly appointed
fund manager possessed of the “appropriate
knowledge and experience”. However, the
trustees will need to keep the manager’s
appointment and performance under review.
Trustees of larger schemes will normally
employ more than one fund manager for
different classes of investment so that the
delegation of their investment function will
be limited in extent and their responsibility
will be correspondingly greater.
PA 2004 (ss247-249) required trustees
to have knowledge and understanding
of the principles relating to the funding
of occupational pension schemes and
investment of scheme’s assets. Not
all trustees will be expected to have
sophisticated knowledge in these areas.
Insofar as they do have such knowledge and
experience, they will be expected to use this
for the benefit of the scheme. If the trustees
set up an investment sub-committee, then
its chairman in particular will be expected to
have greater knowledge and understanding
of investments than the average trustee.
However, all trustees should make sure they
understand the advice they are given and
are in a position to ask relevant questions.

does not move in line with the related
physical position; liquidity risks — where
a position cannot be unwound or margin
calls cannot be met; legal risks — where a
contract is not legally enforceable; and, as
investors caught in the Lehman saga found
out, counterparty credit risks.
n How far is the fund manager allowed
to borrow and how far is the fund
leveraged? These aspects can multiply the
risks. It has become apparent that many
funds reporting spectacular rates of return
have not achieved those returns through
visionary managers. More prosaically, it
turns out to have been a mixture of luck;
betting correctly on market movements and
leverage; which amplifies returns based on
investors’ capital.
n Are the fund investments held by
a reputable custodian and can that
custodian delegate? As the Madoff
investors found out to their cost, having a
piece of paper setting out what investments
are held is no guarantee that the piece of

Due diligence
Trustees need to consider a wide range
of possible investments, including hedge
funds, absolute return funds and the like.
While these funds, which are specifically
referred to in the Pension Regulator’s
guidance for trustees can, in theory at least,
boost overall portfolio return, they are not
simple to understand and may have hidden
risks. This poses due diligence issues for
trustees, including those set out below.
n What is the fund actually doing,
and where is it investing the scheme’s
assets? Its prospectus may not be clear.
Where the money is, exactly, is a detail
that will certainly be at the forefront of
trustees’ minds. Trustees should identify
the areas of risk. There are management
risks that the fund will not be properly
run — Madoff Investment Securities was
an extreme example of this; market risks
— for instance, adverse movements in
markets for the underlying assets; basis
risks — where the value of a derivative
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paper is any more than that. A reputable
custodian who is wholly independent of
the fund managers is a key protection for
investors.
n Does the fund manager have overriding
powers? If the manager has such powers,
albeit that they may only be exercised in
defined circumstances (the determination
of which may itself be at the discretion
of the manager), the net effect may be to
negate the apparent protection offered to
the investor.
n Can the fund manager refuse a
redemption request? The ability of fund
managers to suspend redemptions in the
event of ‘adverse market conditions’ or
when redemption would be ‘detrimental to
other investors’, for example, may surprise
investors when they read the small print
after the event.
n Who audits the fund, and from what
office? Madoff provides a salutary lesson of
the risks that can arise from an insufficiently
resourced and independent auditor.
n Is the fund regulated? In practice, many
hedge funds are not regulated. Consequently,
compensation from the regulators for any
regulatory failure will not arise.
Doubts are often cast as to whether the
fund managers themselves understood
these issues. They will in turn be facing the
prospect of claims from trustees for any
failures on their part.

Protection for trustees
The law recognises that trusteeship is
onerous and has traditionally allowed
considerable protection to trustees. With
one exception, these still apply to pension
scheme trustees:
n Under s61 Trustee Act 1925, the court
may relieve trustees from liability in whole
or part when it takes the view that they
have “...acted honestly and reasonably, and
ought fairly to be excused from the breach
of trust”. This is a ‘fall back’ when all else
fails. It will involve cost and uncertainty for
the trustees.
n Trustees may obtain indemnities from the
scheme employer. This can cover investment
functions. Inevitably, the value of any such
indemnity will depend on the strength of
the employer at the time it is called upon.
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n The scheme may provide an indemnity
out of trust funds.
n There may be an exoneration clause,
which may protect trustees from all liability
except for fraud.
The exception is
that under s33 PA
1995, exoneration
clauses cannot
apply in respect of
investment functions
relating to pension
schemes. The
investment functions
are likely to be widely
interpreted. Moreover, it is likely that an
indemnity out of trust funds would also be
prohibited under that section.
It will therefore be seen that the
protection to trustees in respect of their
investment function may be limited by both
s33 PA 1995 and the value of any employer’s
indemnity. Trustees do, however, have one
further very important protection. Where
they properly delegate and take advice from
those qualified to give it, they will usually
have a good defence to any claim for breach
of trust arising out of alleged negligence;
including in respect of their investment
functions.

Pensions

investment (LDI), which clearly requires
actuarial input.
3 The scheme actuary, as a creature
of statute, will not normally have
responsibility for investment decisions.
This, however, is subject to
two points. Firstly, there is
a danger that he will stray
outside the strict terms of
his duties and, perhaps
inadvertently, give wider
advice on the basis that
he is the ‘trusted adviser’
to whom the trustees
habitually turn.
Secondly, and more relevantly, under
GN29 the scheme actuary has specific
duties to advise the trustees of specified
events materially significant to the scheme’s
finances. This would include a decision to
wind up a scheme. This is a professional
requirement, rather than a legal one.
However, the courts will often look to such
guidance in determining what a reasonable
professional should have done.
GN29 arguably reinforces the common
law principle that, in the course of
undertaking his retainer, should a
professional come across an obvious risk to
his client, he should warn the client of that
risk even if doing so takes him outside the
strict scope of a perhaps limited retainer.
Trustees may well wish to argue that
point where the scheme actuary has not
complied with GN29.

» Trustees should

make sure they
understand the advice
they are given and are
in a position to ask
relevant questions

Actuaries and their firms
Although actuaries should not usually be
exposed to liability for poor investment
decisions, they can face liabilities in
three ways:
1 They may have their own investment arm
(or separate firm) which does give investment
advice. If so, it will have the full responsibility
as any investment adviser.
2 The advising actuary will be involved
in giving the trustees actuarial advice on
investment strategy such as the kind of
investments to make and their allocation.
Just as they owe a duty to consider the
particular features of the scheme when
giving advice, including the maturity of the
scheme and the strength of the employer’s
covenant, so a court will have to consider
these matters when deciding whether
they have liability for alleged failures in
respect of such advice. A topical issue at
the moment is that of liability-driven

«

Defence at the ready
Prolonged recessions tend to lead to claims
against professionals. That, in turn, may
create new case law. However, at present,
and subject to the investment exception,
trustees will continue to have the same
defences that they have always had. Insofar
as they have good defences, they will not
need to seek indemnities or contributions
from their advisers, including any actuaries
or their firms. However, they, or their
successors may independently wish to bring
claims against any advisers who they feel
have let the scheme members down.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Mortality/longevity New developments

Cause and effect
Steven Baxter and Tony Cox share highlights of recent seminars
covering mortality projection developments

B

enjamin Franklin wrote, “In
this world nothing can be said
to be certain, except death and
taxes”, but while death might be
a certainty, its timing is far from certain.
Earlier this year, over 200 delegates
attending one-day seminars held in London
and Manchester heard the latest thinking
and research on mortality and longevity.

Pooled data, shared insights
The Continuous Mortality Investigation
(CMI) highlighted the pace of current
improvements in mortality at these
seminars. Following particularly large falls
between 2002 and 2003, the most recent
experience (2006) shows actual deaths
have been occurring at around 85% of
the rates expected under the ‘00’ series for
both temporary assurances and pensioners.
Although smoker mortality rates continue
to be elevated at around 170% of the
combined rates, similar falls have been seen
for both smokers and non-smokers.
The seminar provided a preview of the
new CMI prototype projections model
which blends current rates of mortality
improvement into long-term rates set by
the user. By designing a widely accessible
and flexible model, the CMI hopes to focus
debate on the most important parameters
and encourage a move away from the
widespread use of the outdated interim
cohort projections. This is especially
relevant with the cohort effect being less
clearly centred on the 1926 generation in

40

August 2009

040-041_Actuary_0809_BaxterCox.i40 40

Cause for thought
Most actuaries are familiar with the
challenge of trying to explain projections
of future life expectancy to decisionmakers, be they finance directors, life office
boards or pension scheme trustees. It is
often met with surprise when we confess
our models do not look directly at the
trends in underlying causes. Actuaries avoid
causal models for a number of reasons
including concerns over the reliability of
cause of death records and, above all, the
complex interactions between different
causes of death. This, however, might be set
to change.
The Mortality Projections by Cause
Research Group has made substantial
progress in developing a causal-based
model, the broad mechanics of which were

outlined by Adrian Pinington in the April
2008 issue of The Actuary. Around 500
projections have now been made by the
group, looking at different groups of causes
(for instance, cancers) and different subcauses (for example, lung cancer). Mortality
rates are declining for many causes, but the
historic trends rarely reveal conclusively
how much further mortality can fall for
each cause. The group’s projections include
flat and steep variants which can be
thought of as ‘close to bottoming out’ and
‘some way to go yet’ scenarios.
Improvements in cardiovascular disease
have dominated the last 30 years. The
group’s projections (Figure 2) indicate that,
while it may have some way to go (for older
ages), the impact at the aggregate level
is diluted owing to a flattening trend in
mortality from this cause with diminishing
contribution to total mortality.
Correlations between
causes mean the results
of causal models
cannot necessarily
be combined in
a simple additive
manner. Given
knowledge of the
marginal survival
functions for each
cause, researchers from

Figure 1 — Heat map of improvements in
mortality of male former manual and nonmanual employees (Club Vita initial analysis, March 2009)
Male former non-manual
(penalised splines
age-cohort — year 4)
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Steven Baxter and Tony Cox were co-chairmen
for this year’s mortality and longevity seminars.
Steven is a longevity consultant at Hymans
Robertson LLP and Tony provides mortality and
longevity de-risking advice and broking services
at Aon Benfield

the latest CMI data.
This observation was echoed by Club Vita
research that shows a 10-year delay in the
cohort in occupational pension schemes
compared to the interim cohort projections.
Club Vita also highlighted the different
longevity improvement patterns being
observed in pension schemes for men and
women and for manual and non-manual
workers (see Figure 1), along with the
importance of considering the implications
of these differences for projections.
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Figure 2 — Illustrations of projections of cardiovascular deaths, across age bands, males, flat and steep
variants (Mortality by Cause Group, 2009)
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Cass Business School demonstrated that,
by using the theory of copula functions,
they can be combined to get an all-cause
survival probability. The impact of partial
to full elimination of individual causes
on expected present values of annuity
and life contracts was illustrated using
US mortality data and a range
of copulas to capture
different possible
interdependencies.
For example,
under a twocause model
with positive
dependency,
elimination of
cancer as a cause of
death could increase life
expectancy from birth by up to
8.6 years.
An alternative approach
of using medical
knowledge to understand
disease processes and
how risk factors and
treatments interact
with these processes was
described by Daniel Ryan
(Watson Wyatt).
Interestingly, both
approaches came to similar
conclusions, with the results
of the modelling broadly
equivalent to medium cohort
projections with an underpin.
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Expert opinion has an important role
to play in these models and the speakers
highlighted the promising, but costly, areas
of gene therapy and nano-technology.
Dr Philip Smalley (RGE) provided further
insights from the medical profession
including how 37% of over 75-year-olds
have three or more chronic diseases. An
understanding of how the same underlying
disease can manifest in different causes of
death, of how diseases can lead to further
diseases or how the treatment of one
disease can cause another is crucial. For
example, Alzheimer’s is the seventh leading
cause of death but is often manifested
in death from pneumonia or other comorbidities such as stroke and heart attack.

Putting theory into practice
Experience data by cause of death is
also being built up within the growing
enhanced annuity market. Matt Trott
(LV=) described how market segmentation
abilities, accurate pricing and high quality
service are crucial to success. The need to
treat customers fairly has brought product
design under scrutiny, and the audience
was left with some food for thought as to
the appropriateness of offering investmentlinked annuities to those in poor health.
Actuarial advice is also coming under
greater scrutiny. Huw Evans (Watson
Wyatt) described how the separation of
corporate and trustee pensions advice,
large deficits and increased sensitivity to
longevity following investment de-risking
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Source: ONS data using
EASui Software (TSAP)

are just some of the reasons why mortality
advice will be examined more closely.
He suggested a number of areas where
pensions actuaries might be challenged:
n How credible is the data on which the
advice is given?
n How much attention has been paid to
base rates/improvement rates at higher ages?
n Has proper consideration been given to
trends including the timing, breadth and
duration of the cohort effect?

Killing off the risk?
The seminars ended with a lively panel
discussion on the prospects for the
longevity risk transfer market. If 2008 was
the year of the credit crunch, will 2009
be the year of the longevity swap? The
panel was optimistic that it would be, with
suggestions for several big transactions in
the second quarter of 2009 to stimulate
the market. They were clear that the
development of the market will not be
without challenges: for example, the time
frames to which pension trustees operate.
The capital market representatives posed an
interesting challenge to delegates as well:
‘Just what price do you put on insuring
longevity risk?’
Grateful thanks are given to Hannah
Bolton at the Actuarial Profession for
organising the seminars, along with the
time given by all of our speakers.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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General insurance

Conference preview

Getting the balance right
Darren Michaels previews the GIRO Conference taking place from
6-9 October 2009 at The Edinburgh International Conference Centre

Chairman’s
preview
The Edinburgh International Conference Centre

With Solvency II very much on the horizon
and it almost being impossible for a day to
pass without some mention of the global
ﬁnancial crisis, it is no surprise that the
theme for this year’s General Insurance
Research Organising (GIRO) Conference,
the Profession’s annual conference for UK
general insurance actuaries, is Actuarial
Models: Getting the balance right.
In a packed programme combining
technical, practical and more general
sessions, GIRO once again boasts a number
of high-proﬁle external speakers. Among
them will be Chris Sullivan, latterly the chief
executive of RBS Insurance, who will be
speaking on ‘How to thrive in recession’.
Simon Harris from Moody’s will provide a
rating agency’s view of risk management;
Mark Eyre of RSA and Tim Edwards of the
FSA will be speaking on Solvency II-related
matters; and Professor Paul Klumpes from
Imperial College Business School and an
honorary fellow of the Institute will be
speaking on ‘What can IFRS learn from
Solvency II?’
In addition, one of the highlights of the
conference will be the presentation from
the world-renowned co-founder of The Mind
Gym, Octavius Black, who will be speaking
on leading through turbulence.
This is the ﬁrst time GIRO has been held
in the Scottish capital and, with the EICC,
one of the world’s outstanding venues for
conferences, conventions and exhibitions,
hosting the main programme, we have
arguably the best facilities that GIRO has
ever had at its disposal.
The GIRO Committee has created a
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programme of plenary sessions and
workshops to assist delegates in satisfying
most of their CPD requirements including
sessions covering a wide range of topics
such as Solvency II, recession, capital/
ERM and pricing. We will also have the
Profession’s debate on reserving: “This
house believes that deterministic reserving
methods should no longer be used”, to be
chaired by Kathryn Morgan and featuring
contributions from Lis Gibson, Roger Hayne
(president elect of the Casualty Actuarial
Society), Dewi James and Julian Lowe. It
has all the ingredients to be a lively and
enthralling affair as well as addressing
an issue fundamental to the future of all
general insurance actuaries.
We have, once again, been overwhelmed
with applications to run workshop sessions.
We are therefore pleased to offer delegates
nearly 70 different workshops to choose
from, covering a wide range of topics.
There is bound to be plenty of interest and
relevance for everyone. Many of these
workshops arise from the vast amount
of volunteer work put in by our working
parties throughout the year, so we shall
once again be looking to kickstart next
year’s research working parties at the
conference. The GIRO working party model
has proved to be a hugely successful
research mechanism and the benchmark
standard for other practice areas, not only in
the UK but also worldwide.
As all GIRO regulars will know, GIRO is
not just about the technical and actuarial
content. It is the premier opportunity each
year for general insurance actuaries to

catch up, exchange ideas and reinforce the
links that already exist within the general
insurance actuarial community. With this in
mind we have organised a variety of social
events including the welcome reception,
the Murrayﬁeld experience and, of course,
the conference dinner, without which no
GIRO would be complete. This year’s dinner
will be themed to commemorate the
250th anniversary of the birth of Scotland’s
favourite son, Robert Burns.
A microsite giving full details of this year’s
GIRO Conference can be found at www.
actuaries.org.uk/events/GIRO2009
Darren Michaels is a member of the General
Insurance Practice Executive Committee and
chairman of the General Insurance Research
Organising (GIRO) Committee
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Arts

Matt & Finn

The mathematics of love

Mathematics is a subject close to many actuaries’ hearts. Matt and Finn discover
that it does more than just help build models; it can also lead to romance
Barnes Wallis is someone many people
will know as the inventor of the bouncing
bomb that destroyed three dams in the
Ruhr area of Germany during the Second
World War. This piece of engineering
brilliance would later be immortalised in
the 1954 film The Dam Busters.
There is, however, another side to Wallis
that is less well known: how he courted his
wife Molly Bloxam. Their love blossomed as
a consequence of letters they sent to each
other throughout 1922-23; however, this was
no ordinary courtship. Wallis used a method
to woo his future wife that would make any
actuary proud — he used the language of
mathematics.
Wallis was an engineer by profession. A
self-educated man, he learned the tools of his
trade through a shipbuilder’s apprenticeship
from the age of 16. He taught himself much
of the theory needed for his career, learning
the intricacies of calculus and trigonometry.
By April 1922, when Wallis, then 35,
first met Molly, 17, he was a specialist in
airship design. However, he found himself
redundant following the economically
difficult times after the First World War.
During this period he studied for his degree,
later finding work as a school teacher in
Switzerland, teaching mathematics and

physics, two topics close to his heart.
Wallis was a shy man and had never been
in love until he encountered Molly. They
met through his father’s remarriage following
the death of his mother. Wallis took a shine
to Molly immediately. Her father, however,
did not approve of their courtship. At the
time, Molly was struggling with mathematics
as part of her degree and it was through
mathematics that Barnes was able to
continue writing to her.
Through late 1922 and early 1923, Wallis
and Molly exchanged many letters describing
the details of their life. He found work again
on a new airship venture, developing the
skills he used so successfully in the Second
World War. Through his correspondence,
Wallis carefully explained the technicalities
of calculus and trigonometry to Molly,
teaching and challenging her with
mathematical questions. These lessons
helped form a strong bond between the two.
Despite the strength of their feelings for
each other, her father still disapproved. Over
time he relented, and eventually the couple
became engaged to be married.
The letters that passed back and forth
between Wallis and Mary have been
immortalised in Mathematics with Love, a
book compiled by their daughter, Mary
Stopes-Roe, published by
Macmillan. It provides a
real understanding of the
lives of those living in
1920s Britain, an insight
into Wallis and Mary’s
budding romance and
helpfully provides a good
lesson in maths.
Mathematics is one
of life’s fundamental
languages and is an
essential tool in many
fields, helping to explain
much that happens in the
world. It is nice to see that
it can also have a more
human element, building
love and not just bouncing
bombs.
Matt and Finn welcome your
comments and contributions.
E-mail arts@the-actuary.org.uk

www.the-actuary.org.uk

043_Actuary_0809_Arts.indd 43

Recommendation
of the month
Charlie Kaufman
If you haven’t heard of veteran film writer
Charlie Kaufman, then you need to find
out more. He is responsible for some of
the quirkiest modern films including The
Eternal Sunshine of the Spotless Mind,
Adaptation and Being John Malkovich. For
a good comparison, think Wes Anderson
with a PhD in plot twists. His latest effort
and directorial debut is Synecdoche,
New York, a film starring Philip SeymourHoffman, which is well worth a view.

Client entertaining
Bistrotheque, London
The art of cabaret
can be found in
London’s East End at
Bistrotheque. Tucked
away in the back
streets of Bethnal
Green, this restaurant,
bar and cabaret
venue provides a
whole evening of
entertainment. Sip
cocktails at the bar,
followed by dinner in
the modern English/
French restaurant
upstairs; then head
down for the real
reason to visit this
very different venue
— the cabaret. There
are different acts each
night, and you should
be in for an eyeopening and very entertaining experience.
www.bistrotheque.com

Art by an actuary

Michael Hall, an actuarial student
at Alexander Forbes, is making his
directorial debut at this year’s Edinburgh
Fringe Festival with a production of Kurt
Weill’s musical One Touch of Venus.
Playing at the Augustine’s venue from
10-23 August, support a fellow actuary
for what should be an hilarious and
deeply romantic production.

August 2009

43

16/7/09 16:53:54

Student page

studentpage@the-actuary.org.uk

John Connor

This month, Jean hands over to guest editor John Connor who brings his
exam-related concerns to the fore. Trevor Watkins responds

The calculator-gate scandal
Exams — like them or hate them, we all
have vivid memories of individual desks
laid out in an empty, over-sized gym. I am
not sure if I enjoyed the experience or just
loved that the guilty feeling of ‘I should
be studying’ disappeared after the exam,
leaving more time to spend on fun things
like celebrating or sleeping.
Personally, I liked the fact that for a few
brief hours of our lives, everyone was on a
level playing field. The room was quiet, it
was every man for himself and good healthy
competition prevailed. Exams can be cruel
to many, but there are a lucky few who
know how to work the system and learn
how to pass an exam as opposed to learning
the subject. For them, exams can be the key
to their future.
There is a different story for the actuarial
exams. ‘I should be studying’ turns into
‘I have too much work to take a study
day this week’, or ‘I can’t face sitting that
exam again’. That over-achieving feeling of
high school days is gone, and getting the
actuarial exam results is
more relief than
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celebration, but it is always satisfying to
gain comfort in the fact that everyone is in
the same boat. However, for actuarial exams
this is not the case, and the cause is a simple
handheld device known as a calculator.
The Institute of Actuaries’ website
states: “The following calculators ONLY are
permitted”, and goes on to list six. However,
preceding this, it says: “Candidates are
advised that invigilators will be asked to
report the use of calculators not on the
permitted list and the Board of Examiners
will decide how to treat such cases at the
results meetings.” Being realistic, can you
really imagine the Board of Examiners going
through all 11 818 entries and deciding how
to treat the entries for which the student
did not have a permitted calculator? From
my exam-taking experience in both UK
and overseas exam centres, the number
of students with a calculator other than
one of the six listed is very high. The
situation is complicated further by the
range of calculators, and understanding all
the available functions on every possible
calculator is not easy.
Moreover, how helpful the additional
functions on non-permitted calculators
will be depends on the exam in question.
For example, you would be less likely
to benefit from a calculator with
additional functions and features
in a CA3 exam compared to more
numerical subjects such as CT1 and
CT6.
It seems unjust to continue with
the current monitoring approach to
calculators, and it is somewhat bringing
into question the integrity of the Institute
of Actuaries. The only realistic solution is to
ban all calculators other than the ones on
the list so the exams are fair. So when will
this happen? Or should we be asking: why
has this not happened already?
John Connor is an actuarial student working in
general insurance.

Response from Trevor Watkins, head
of learning for the Actuarial Profession
“The issue of which
calculators to allow
in the actuarial
examinations has
been the subject of
much debate at the
Profession’s Education Committee
over the past few years. The aim of the
committee is to make the system as
fair as possible, while recognising that
candidates may be accustomed to using
a particular calculator at work and would
feel disadvantaged using a different
type in examinations. Many universities
specify only one calculator to use, but the
committee has felt that in the Profession’s
exams, limiting the range to a few
models is the fairest approach, and that
no particular calculator gives candidates
specific advantages.
“We have had cases raised by
invigilators, and these are taken very
seriously by the exam board. For instance,
one candidate using a prohibited
calculator refused to hand it over to the
invigilator in the exam and was given
an FD grade at the exam board. The
committee has considered limiting the
calculator usage to a single specific model
and will keep the situation under review.”

Acknowledgement
Please note that the June student
page carried an article by Bigknown
Shiriyapenga entitled The six
stresses of an actuarial student.
It has since come to our attention
that this article covered similar
ground to a 2004 article by Adrian
Jones. Mr. Shiriyapenga wishes to
acknowledge this fact and apologise
for not making this clear.
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AOTF/Book review

People/Comment

Actuary of the future
Jaimal Amin of Paciﬁc Life Re seeks that perfect work-life balance

Jaimal
Amin

And your worst habit?

Do you have a famous look-a-like?

Biting my nails.

Not that I know of.

Employer and
area of work

What is most likely to irritate you
about others?

Best piece of advice received?

Pacific Life Re
in the Pricing
department.

People who eat with their mouths open — it
drives me bonkers!

Date entered Profession
February 2008.

Describe yourself in three words
Energetic, funny (not sure if my colleagues
would agree) and determined.

Tell us your formula for success
Work and play. If you can find the right
balance, you will be successful both in and
out of work.

What’s your best attribute?
My personality.

Alternative career?
I have had the opportunity to pursue a career
in professional football.

“Go hard or go home”.

What three items would you take to a
desert island?
A small generator, a large TV and my
Playstation 3.

What is your greatest extravagance?

How do you relax away from the ofﬁce?

I have recently purchased a new car.

I find playing football and post-match
socialising very relaxing.

Is the glass half full or half empty?

Tell us something unusual about yourself
I dye my hair a different colour every month
and it is often described as a radical hair
style.

Who would play you in a ﬁlm of your life?
If Jessica Alba plays my girlfriend in the film,
I would hope and pray to play myself.

Definitely half full.

What’s the greatest risk you’ve taken?
Attempting to climb Mt. Everest during my
final year A-levels; however I only made it to
advanced base camp.
If you would like to nominate someone for Actuary of
the Future, please e-mail AOTF@the-actuary.org.uk

Book review

Andrew Smith reviews Picturing the Uncertain World by Howard Wainer
This book explores how graphs can serve as
maps to guide us when the information we
have is ambiguous or incomplete.
The book starts well with an onslaught on
what he calls ‘De Moivre’s equation’, that the
sampling error of a random sample’s mean is
inversely proportional to the square root of
the number of data points. Wainer uses this
to explain why the best-performing schools,
as measured by average test scores, tend to
be smaller schools, and exposes the fallacious
conclusion that making schools smaller
would improve average scores for society. In
the actuarial world, there is a similar fallacy
that says the best-performing fund managers
take big risks, therefore all managers should
take more risks to improve their performance.
Wainer tells the story of data charts with
a series of anecdotes, always adding a touch
of human interest. A particularly harrowing
chapter provides detailed analysis of statistics
concerning the Jewish ghetto in Kaunas,
collected immediately prior and during the
holocaust. Like many readers of The Actuary,
Wainer is clearly irritated by public policy
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decisions that appear to be based on flawed
statistical analysis, particularly where a hint
of political correctness is involved. In a series
of chapters examining US test scores, he
lambasts the various measures, actual and
proposed, ostensibly designed to compensate
for disadvantages supposedly experienced
by ethnic minorities, women and people
with disabilities. In each case, he provides
compelling statistical arguments that the
remedy is worse than the ailment it was
meant to cure.
The book’s anecdotal style makes it an
interesting one to dip into from time to
time, although hardly a gripping pageturner. However, the lack of a logical
order also makes the book difficult to use
systematically. It occupies an awkward
position, being too demanding for a coffee
table book but too randomly structured to be
a convenient reference work. Actuaries face
a formidable challenge to communicate the
results of modern stochastic models to nontechnicians; this book disappoints by its lack
of financial examples. Most of the data-sets

it communicates are
simple by actuarial
standards, so actuaries
will find no readymade solutions here.
I was struck by the sheer variety
of methods for visual data display. Some
stunning examples include a map of the
French railway system, where the width of
each railway line measures the profit-perkilometre of track. Many of the best examples
were painstakingly hand-drawn many years
ago; the railway map dates from the 1890s.
These early examples highlight how the ease
of producing standard charts with today’s
computers constrains our imagination and
misses opportunities for more effective
communication.
Actuaries are increasingly required to
explain complex risk concepts to nontechnicians. This book provides some useful
ideas, particularly if the reader has the
time and skill to display data outside the
constraints imposed by spreadsheet templates.
Andrew D Smith works for Deloitte.
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Coffee break
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August prize puzzle

2/4/08 10:18:49

The movement of capital

With apologies for geographical and cultural bias... ﬁnd the 40 linked answers to the clues below. Send your answers (preferably in Excel
format) to actuaryprizepuzzle@incisivemedia.com for a chance to win a £50 Amazon voucher courtesy of Highﬁnance Actuarial. The closing
date is 17 August.
1 A house in Lincolnshire...

21 Entraps running water

2 ... and in Berne

22 Lake Huron, for example

3 Insulation weight

23 UK pop group

4 A nice currant bun, say

24 The fee for playing Snape?

5 Sorry — I haven’t a clue

25 Car

6 Riverside

26 West London (Greece)

7 E

27 Divided island

8 Insane

28 Priestly inspiration

9 Rugby ball

29 Outermost layer of clothing?
30 Result of forest ﬁre

11 Chicken raises ducklings?

31 Of Middlesbrough and England

12 Humorous mistake

32 Priest lacks experience

13 Part of a head and place of worship

33 Clipper

14 Stay in character, Batman

34 Drop A-bomb on ice shelf

15 TV programme

35 Created a valley

16 Murder a stream

36 Get plenty of supplies in

17 Boxing rules

37 Intoxicated hairstyle

18 Gesture plant

38 Footballer missing dog, say

19 Enormous

39 Trees of Florentine river

20 Merope was one

40 Cathedral city propelled boat

Terms and conditions

The prize will be awarded for the most correct 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 431 Skipping rhymes

Puzzle 432 Better than evens?

TW

S I TSS K LU W
WA
R

SG
NAI

EIIUHI =>WEN

IR
LT
IOSH

GO

G

A
TIR

NWH
O
ER

The 64-letter sequence
in the circle is a
transpositional cypher
(i.e. an anagram) of a
traditional children’s ditty.
Can you decipher it?
Having deciphered the
message and understood
the method of encryption,
for which lengths of
sequences will this method
actually work, and which
not? And can you prove it?

EN

10 Bowler on punch

There are sixteen (i.e. 24) possible outcomes from tossing a coin
four times. Of these, there are eight where an even number
of heads are tossed and, of those eight, there are four fewer
outcomes where the number of heads tossed is divisible by four
than where it is not (for example, one way each to get four
heads or no heads, versus six ways to get two heads and two
tails).
If the coin was tossed four hundred times, how many more (or
less) of the outcomes have a number
of heads divisible by four than
have an even number of
heads not divisible
by four?

IET

THWNHNPN

OD

Highfinance Actuarial
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Puzzles

Coffee break

Puzzle 433 No dice
My son and I are playing a simple counting game with some
standard six-sided dice (we start annuity functions next month).
We both roll three dice each and add up our totals.
I win if the total of my dice and the total of my son’s dice are
the same; he wins if the total of all six dice add up to 21. If
neither of us win, we roll again. And again...
Assuming neither of us know how to rig a die roll and both
have learned to count, which of us has the better chance of
winning? (Hint — you shouldn’t need to get your calculator out
for this one!)

Solutions for July 2009
July prize puzzle

Puzzle 430 solution

The 24-legged race

A soft boiler

I cannot use my two egg timers to measure out exactly twenty
minutes starting in the conditions described, but any larger number
of minutes is possible.

Cobh was falling at an average rate of 418 centimetres per
minute, give or take a millimetre.

July prize winner
There were no correct answers received for the July prize
puzzle. We will therefore extend the closing date to 17 August
and the prize of a £50 Amazon voucher courtesy of Highﬁnance
Actuarial will be awarded next
month. Good luck!

Puzzle 429 solution

Imaginary menageries

Seven animals are hidden in the grid — six of them can be found
using the same method and the seventh is using the others for
camouﬂage. Can you ﬁnd all seven?
Start at the corners of the grid and move straight on at a blue
letter, turn left at a red letter and right at a green letter. As shown,
this leads to the names of six animals (starting from the top):
Cobra
Leopard
Cod
Koala Bear
Ladybird
Kakapo
The seventh animal is disguised as the only unused letter: a blue jay!

C

O

R

D

O

C

Y

B

I

B

A

J

D

R

A

E

L

A

A

A

P

A

K

O

L

E

O

R

A

K

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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Appointments

People moves

The Financial
Services Authority
(FSA) has
announced the
appointment
of Ken Hogg,
previously interim
chief financial
officer at MGM
Assurance, as
insurance sector
director. Prior
to joining MGM
Assurance, Mr Hogg
was chief operating
officer at AIG Life
and he also spent
20 years at Aegon.
Aviva plc has
announced the
appointment of
Matt Saker as
chief actuary for
Europe. Mr Saker

for more than 18
years, becoming a
partner in 2003.
Munich Re has
announced the
appointment of Ian
Rogers as head of
financial reporting
for the UK life
branch. Prior to
joining Munich Re,
Mr Rogers spent 15
years with Aviva.

will be responsible
for capital
management,
life and general
insurance
reserving and

market consistent
embedded value
reporting. Mr Saker
joins Aviva from
Watson Wyatt
where he worked

Barnett Waddingham
has made Alison
Hamilton, Sarah
Brown, Paul
Houghton and Matt
Tickle partners of the
firm. Ms Hamilton
specialises in public
Alison Hamilton
Sarah Brown
sector actuarial and
consulting advice.
She joined Barnett
Waddingham in 2006
and has now been
promoted to partner
in the Glasgow office.
Ms Brown is a
Paul Houghton
Matt Tickle
scheme actuary
and leads the firm’s
Liverpool actuarial team — specialising in providing actuarial
and consulting advice to employers and trustees of corporate
pension schemes.
Mr Houghton is a scheme actuary and has been promoted
to partner in the firm’s Amersham office. He also specialises in
providing employer and trustee actuarial and consulting advice
and chairs the firm’s non-professional training committee.
Mr Tickle is based at Barnett Waddingham’s Cheltenham
office and advises pension schemes on the investment issues
that they face. In addition to his client responsibilities, he is a
member of the firm’s investment services team.

KPMG has
appointed Graham
Jung as a director
in its London
Investment
Advisory practice.
Mr Jung joins
KPMG from
Goldman Sachs
International,
where he spent
eight years in the
Prime Brokerage
business. Mr Jung
started his career at
Watson Wyatt.
Standard and Poor’s
Equity Research has
appointed Tony
Silverman to head
of the financials
sector. This role will
include the banks
and other financial
sub-sectors. He also
leads the European
Insurance equity
research coverage at
Standard and Poor’s
Equity Research.
Philip Scott, chief
financial officer of
Aviva group, will step
down from his role
at the end of 2009.
Mr Scott has been
with the group since
1973, originally

as an employee of
Norwich Union.
He qualified as an
actuary in 1979 and
has previously held
the roles of chief
investment officer
and group financial
director. He has
been chief financial
officer since July
2007.

Philip Scott

Forward features
in The Actuary
The Actuary team welcomes
contributions from members or
contacts in the profession.
Below are a list of themes for
the next few months along with
the deadline for submission. If you
would like to contribute, please
contact Tracey Brown at features@
the-actuary.org.uk with suggestions.
Please note that these themes are
not exclusive and the aim is for a
strong variety of articles. If you have
a burning topic you’d like to write
about, please let us know.

October 2009 (Published 24
September, deadline 10 August)
n General insurance
n Graduate recruitment
November 2009 (Published 29
October, deadline 16 September)
n Life insurance
n Pensions

December 2009 (Published 26
November, deadline 12 October)
n Healthcare
n Reinsurance
Have you moved?
Please send news of moves,
promotions, retirements and
appointments to peoplemoves@
the-actuary.org.uk
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