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I am writing this having recently
returned from a very sunny
Yerevan where I was teaching
a
Title
course to the Armenian comment
actuaries
of the future. These bright
young
comement
professionals are startingcpadfkja;
to build
an actuarial association and have grand plans to shape the financial
future of their nation. The teaching programme is an initiative sponsored
by the United States Agency for International Development (USAID) and
supported by the Armenian Education Department and the UK Actuarial
Profession. In the amiable company of fellow actuary and volunteer,
David Thomas, the week flew by in a whirl of core reading, slides and
practice questions.
This month’s edition highlights the subjects of enterprise risk
management and healthcare and includes a special supplement from a
recent roundtable discussion on longevity risk. Elsewhere, Raj Singh, chief
risk officer of the Swiss Re group, shares his views on risk management in
the sphere of reinsurance and we feature Marion Elliott’s prize-winning
essay on the shape of the profession in 2020.
This year has not been short of major events, from the inauguration of
Barack Obama to a global swine flu outbreak, expense-happy politicians
and a blitz on banker bonuses. 2010 promises to be equally stimulating
in a UK election year and we are keen to feature some passionate
actuarial views on the issues involved. If you have something to say,
please let me know.
I would like to thank the editorial team for their commitment and
contribution throughout 2009. We say farewell to Amy Guna after a
whirlwind two years as social news editor and offer a warm welcome
to Kelvin Chamunorwa. It remains for me to wish you all an enjoyable
festive period and a prosperous new year. Please look out for our special
online edition on 12 January, followed by a bumper Jan/Feb issue on
28 January.

Marjorie Ngwenya
Editor
editor@the-actuary.org.uk
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More features online
n Mortgage endowments — A FOS risk? Anthony Pepper
questions the appropriateness of the FOS risk assessment
www.the-actuary.org.uk/871265
n A brief history of general insurance supervision
Ravi Kalia considers how the UK regulatory environment for
general insurance has developed over time
www.the-actuary.org.uk/871264

Writer of the month
Ravi Kalia is the editorial team’s choice
for December for his online article on
GI supervision, and receives a £50 book
token courtesy of
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Letters to the editor
In which actuaries discuss hobby horses and sad sagas

Letter of the month
The (Mis)behaviour of Markets
I read Paul Robertson’s review of Mandelbrot and Hudson’s updated version of their book
and agree with most of his criticism. I could not, however, agree with his statement, “Many
economists would say that these models are not supposed to be of reality, but simplify the
maths of financial theory. The point is that, despite known weaknesses, they work”.
The point is that, as Robert Clarkson, the late Jack Plymen and many other actuaries with
real investment expertise have been pointing out for years, they do not work. The Long-Term
Capital Management debacle was only one such failure. The most recent global banking
disaster is only the latest and, sadly, will not be the last. So long as micro-economists
continue to use models based on the flawed assumptions that underlie their favourite bellshaped distribution, they will continue to misunderstand markets.
It is incumbent on members of our profession to treat all such models with suspicion. As
Paul Robertson concludes, Mandlebrot’s “...argument against these models has been made”.
Solomon Green
21 October 2009

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

The sad saga of Equitable Life
I note with some dismay the unbalanced
reporting of the latest developments in the
sad saga of Equitable Life in the November
issue of The Actuary.
I trust that all actuaries properly recognise
that Equitable Life was actually destroyed by
a well-meaning but totally flawed judgement
from the Law Lords in 2000. This judgement
imposed on the Society a bonus policy that
was partial in favour of one major group
of policyholders, requiring the Society to
pay benefits to these policyholders worth
some £2bn more than had been earned by
their own contributions. In the context of
a mutual society, such benefits could only
be paid by robbing other policyholders of
earned benefits worth a similar sum. The
obligation to so disadvantage all other
policyholders meant that the Society
could no longer stay in the market for new
business and a potential demutualisation
value of some £1bn was thus also lost.
The last nine years have seen many
enquiries and much misleading reportage.
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Lawyers, particularly Lord Penrose, have
sought to find others to blame for this
tragedy. The latest version concocted by
the parliamentary ombudsman is, in my
view, totally scurrilous. The title of her
report is certainly not supported by the
flimsy content, most of which comments
on matters totally irrelevant to those that
brought about the demise of the Society.
The basic fact is that the Society was
solvent and able to support the bonus
policy recommended by its actuary and
implemented by its board up to the year
2000, as scrutinised and accepted by the
Government Actuary’s Department (GAD)
up to that time. The Society did not carry,
nor did it purport to carry, free reserves of
the order of £2bn that might have been
adequate to meet the strain imposed by
the judgement of the Law Lords. I strongly
contend that it was not the response of
the government but the report itself that
“lacked cogency”.
While I naturally have great sympathy for
the policyholders of Equitable Life who have

Your letters
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please e-mail
actuaryletters@incisivemedia.com.
The deadline for receiving letters for
the Jan/Feb 2010 issue is 11 January.
suffered severe financial disappointment
over the last nine years, I do not for one
minute accept that they should receive
financial compensation from taxpayers based
on any purported failings of supervision
by the GAD over the 10 years prior to the
enforced closure of the Society. I would hope
that all other actuaries would recognise the
unfairness of such a false conclusion.
I suggest that the failure of the Institute
of Actuaries to give proper support to its
members at Equitable Life and at the GAD,
who acted at all times in accordance with the
actuarial guidance on bonus policy then in
place, has been a matter of some shame to the
profession and certainly has not enhanced
our reputation in the outside world.
Donald M. Webber
29 October 2009

Grass not always greener
As someone who grew up in New Zealand,
I really think you need to make people
aware of the fact that, if they decide to be an
actuary in NZ, they have to live in Auckland
or Wellington (usually the former), neither
of which has the “stunning scenery or a laidback lifestyle” described by your article in
the November issue. Auckland, in particular,
is a very large city complete with the traffic
problems that other very large cities have,
compounded by inadequate public transport.
In Auckland, I worked in the Central
Business District and could no longer get out
to the farm during the week to ride as the
traffic was so bad. Here I work in Leeds, travel
12 minutes home on the train and keep my
horse less than a mile from my house.
Charlotte Martindale
2 November 2009

www.the-actuary.org.uk
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Soapbox

Trevor Maynard

Trevor Maynard issues a warning call ahead of the UN Climate
Change Conference in Copenhagen

Climate change — are you ready?

H

ow much do you know about
climate change? If an honest
answer is ‘not much’, then I hope
to convince you that a bit of
research will be well worth your time. You
may even find that significant opportunities
present themselves.
The vast majority of climate scientists
believe climate change is happening and is
largely man-made. The key questions are:
how fast, and how bad? Over a series of
reports from the Intergovernmental Panel
on Climate Change (IPCC), the trend has
all been one way: greenhouse gas emissions
are proceeding faster than predicted and
planetary impacts are worse than first
thought.
A review, headed by Lord Stern and
published in 2006, attempted to count the
economic cost and, since then, his estimate
of the costs
has increased.
Most worrying
of all, we are
just starting
to understand
some of the
feedback loops
which could
amplify the impact
of our emissions,
suggesting existing
targets may be too risky and
an even faster
decarbonisation
may be necessary.
Climate change
is highly relevant
to actuaries. Not
just actuaries of the
future, but you,
today. While the

8
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worst impacts will be decades away, some
significant impacts can be measured in
years. Climate change will have economic
impacts, massive ones which could occur
at any time — asset values will surely be
affected by this. We can expect property
damage with greater frequency and severity
— we price those risks. It will most likely
lead to political tension around the world
— we provide insurance for that and
will also feel the effect of such unrest on
international trade. There are predicted
health and mortality impacts — for
which we calculate reserves. Risks that are
reasonably foreseeable should be allowed
for in professional advice. We advise on,
and calculate reserves for, professional
indemnity insurance. It is hard to think of
an area of actuarial work that will escape
climate change.
Companies working in the insurance
industry have reacted to these risks. In 2007,
some 40 major insurance market companies
worked together to launch ClimateWise,
a global collaboration on climate change.
Earlier this year in Kyoto, over 50 CEOs of
major insurers signed a Geneva Association
statement claiming: “The insurance industry
is uniquely positioned to provide specialist
services for countries and businesses facing
climate risks worldwide.”
For those of us working in
insurance, this is an opportunity
we should be ready to take.
Many years of climate change
will happen unavoidably
because of inertia in the climate
system. During this period,
society must adapt. This can
include building flood defences,
moving away from high risk
areas and pooling risk. People,
businesses and countries,
developing or otherwise,
will need advice on how to
manage risk — we have ideal

skills here. Pension fund trustees will want
to know whether their funds are invested in
forward-thinking industries. We should be
encouraging these debates.
During December, global leaders will
meet in Copenhagen at the UN Climate
Change Conference. This is the last such
meeting that can produce a successor to
the Kyoto protocol which will end in 2012.
There is a reasonable hope that insurance
will be named as one of the key tools
to manage risk. Possibilities range from
micro-insurance schemes through to large
scale multi-government funds which tap
into traditional reinsurance and financial
markets. Large sums will be allocated to
adaption funds and actuaries are well placed
to ensure the money is used well.
So what do you need to know? In my
experience those who take time to research
climate change find the results affect them
profoundly. Issues raised by the work
of Harvard economics professor, Martin
Weitzman, illustrate this well. His work
shows that there is around a 1% chance of
temperatures rising by 20 degrees centigrade
by 2200. Society could not survive this
— many parts of the world would find
a four-degree rise hard to tolerate. It’s
therefore alarming that the UK Foreign and
Commonwealth Office recently wrote to
world leaders noting that, if we follow the
’business as usual‘ scenario, four degrees is
the expected outcome.
It takes a lot to move away from
the norm. It is critical that, as learned
professionals, we are aware of the facts.
With any luck, Copenhagen will mark a
turning point when the debate turns from
discussion to action.
Trevor Maynard is an actuary and manager of
emerging risks at Lloyd’s. He is also a member of the
ClimateWise management team. He enjoys reading
www.realclimate.org so he can win arguments against
climate change sceptics.
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News in brief
Czech actuary honoured

Professor Petr Mandl is one of the
founding members of the Czech Society
of Actuaries as well as being the person
most responsible for the rebirth of the
profession in his country and the reestablishment of actuarial education at the
Charles University in Prague. He has been
awarded a Medal of Merit by the president
of the Czech Republic for services to the
State in the field of science.

Consultation responses
Responses have been submitted to
several key external consultations,
including to the Department of Health’s
Green Paper, Shaping the Future of Care
Together, the PPF’s consultation on the
2010/2011 Pension Protection Levy
and the BAS consultation on Technical
Actuarial Standard — Insurance (TAS-I).
Copies of these and other consultation
responses are available at www.
actuaries.org.uk/consultation_responses

Need information but short of time?
Sign up
to receive
news alerts
at www.
actuaries.
org.uk/
knowledge/
library/
news. The
alerts cover all the practice areas as well
as longevity and mortality. Each news
story is summarised and has a link to
the full story. The page is RSS-enabled to
make it easy for you to keep up with the
latest stories.

Delegates hail Edinburgh
longevity and mortality
conference as a success
A multi-disciplinary conference on
mortality and longevity held at the Royal
College of Physicians in Edinburgh on
21-22 October was hailed a success by the
delegates, with the organising committee’s
ambitions for the event fully realised.
The conference brought together leading
academics, researchers and practitioners
in actuarial and medical science to
consider, debate and share knowledge
about longevity and mortality. The event
aimed to be a platform for the disciplines
to join forces in tackling this significant
issue through a diverse and stimulating
programme.
The conference had three work
streams: drivers for change, cohorts and
individualised risk, and addressed a number
of wide-ranging topics, including:
n Genetic predispositions for a healthy
long life
n Are we ageing better at the highest ages?
n Lifetime body size and mortality risk
n The impact of lifestyle on longevity.
As well as plenary and breakout sessions,
an academic poster competition showcased
new research. The competition was won
by Heather Booth (Australian National
University) and Rob Hyndman (Monash

10
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University, Australia) who presented
on mortality forecasting: methods and
software. The runners-up were Viani Biatat
and Iain Currie (Heriot-Watt University)
whose poster was on joint modelling and
forecasting of mortality tables.
The conference is the starting point in a
process of collaborative work which aims
to empower and enable all the disciplines
involved. The organising committee will
be considering the future steps over the
next month, including improved methods
of sharing information, how to facilitate
multi-disciplinary research projects, the
direction of future research and future
events. A special edition of the British
Actuarial Journal devoted to the conference
proceedings is planned for 2010. If you
would like to contribute to the debate,
please contact ruth.loseby@actuaries.org.uk

A globalised actuarial profession in 2020
Readers of The Actuary will recall that the
June edition ran a news piece called “A
short break in Cape Town?” Readers were
encouraged to take a trip to South Africa
in March 2010 and have the opportunity
to experience one of the most attractive,
vibrant and cosmopolitan places on the
planet, as well as meeting young actuaries
from around the world and expanding
their actuarial horizons. The Profession’s
International Committee invited younger

A fresh look
The Profession is refreshing its corporate
style to create a more contemporary look.
The new style, which will include new
corporate colours, will be showcased in
early December at Momentum 2009,
and will roll out across literature and
stationery materials.

Competition runnerup, Viani Biatat,
with his poster

Marian
Elliott
collecting
her essay
prize

members to enter an essay competition
with a £2000 prize to help with the costs of
attending the 29th International Congress
of Actuaries.
The June piece generated a great
deal of interest and several essays were
submitted. The standard was very high
and the judges enjoyed reading them. The
winning entry was submitted by Marian
Elliott, seen here receiving her prize at the
Institute Sessional meeting on 2 November
from Michael Pomery, chairman of the
International Committee and one of the
judges. In handing over the prize, Mr
Pomery said: “The judges thought that your
essay contained a wide-ranging analysis,
covering mortality, investment, pensions,
life and non-life insurance and newer
areas of actuarial practice. It showed much
innovative thought and was engagingly
presented in a lively and creative way. It
was just the right length and was readable
and entertaining.”
Ms Elliott’s winning essay is printed in
full starting on page 20.
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Professional standards Teenagers enjoy an
directory — update 18 intensive day of maths
The Professional Standards Directory, which
is designed to enable members and others
to access the current BAS Standards together
with the current version of the Actuarial
Profession Standards, has been updated.
Update 18 was issued to members on
31 October 2009 and the latest information
can be found at www.actuaries.org.uk/
professional_standards_directory

Actuarial professional standards
Version 1.0 of APS D1: Investment
Related Business Activities for Authorised
Professional Firms, which comes into effect
on 1 December 2009, can be found at
www.actuaries.org.uk/ap_standards/APS_DS1
This AP Standard replaces GN35, which
will be withdrawn from 24.00 on
30 November 2009.
The Information and Assistance Note,
‘The Actuary & Activities Regulated
under FSMA 2000’ (www.actuaries.org.
uk/IAN_ActivitiesRegulated), which contains
references to APS D1, also comes into effect
on 1 December 2009.

The Profession has again sponsored the
Enterprising Mathematics competition,
which is organised under the aegis of the
Scottish Mathematical Council. This year,
60 schools from the length and breadth
of Scotland qualified from regional heats
to reach the finals, which took place at
Glasgow University on 5 November.
Faculty vice president, John Hylands,
presented the prizes and promoted actuarial
careers on behalf of the Profession to this
target group of 300 13–15-year-olds and
their maths teachers. The finals comprised
several rounds of challenges and was very
hands-on.
The students thoroughly enjoyed
themselves even though some of them had
started their travel well before dawn. This
year’s winners were James Gillespie’s High
School, Edinburgh, followed by Balfron
High School, near Stirling, with Denny High
School, Falkirk, in third place.

We want your views

We would like to gauge the views of
members on the following two topics:
n FTSE actuaries gilt and equities indices,
and how they are used
n Whether the Global Financial Crisis
Group should continue in 2010.
For more details and the opportunity to
comment, please log on to the Knowledge
Access Network at http://kan.actuaries.org.uk
and use your ARN and usual password to
access the discussion forums.

www.the-actuary.org.uk
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Risk of ruin: a framework for reviewing
greenhouse gas stabilisation targets
This Faculty sessional meeting will take
place at the Royal College of Physicians of
Edinburgh on 18 January. For more details
see www.actuaries.org.uk/media_centre/
events_folder/ap_events/

ERM for insurance companies:
Adding the investor’s point of view
This Institute sessional meeting takes place
at Staple Inn in London on 25 January. For
more information visit www.actuaries.org.
uk/sessional/sm20100125

Burns supper and ceilidh
Taking place on Tuesday 26 January,
the Burns supper is an opportunity for
members to experience a traditional
Scottish evening and socialise with
colleagues in a relaxed setting at
Edinburgh’s Merchants’ Hall. Guests will
enjoy a three-course dinner in the main
hall which will include a toast to the
haggis. Following dinner, guests can
dust off their dancing shoes and join in
a traditional Scottish ceilidh. For further
information visit www.actuaries.org.
uk/flyer/burns_supper.pdf

Professionalism events for
experienced actuaries

The relay round of the competition in
Glasgow University’s Hunter Hall

Last chance to book for global ERM webinar
The registration deadline for the ‘Global Best
Practices in ERM for Insurers and Reinsurers’
webinar has been extended to 15.00 on
Monday 30 November.
A high-ranking line-up of speakers
including Tom Wilson, chief risk officer of
Allianz SE, will address leading approaches
on topical issues of interest to new and
experienced enterprise risk management
(ERM) practitioners. The 15-hour programme
on 1 December will span three regions
— Europe, Asia and North America.
Topics for the live programme include
diversification, capital models and regulatory
approaches to ERM, strategic risk, and model
validation and updating. Actuaries working

News in brief

in life, health or general insurance will find
the session on how Solvency II and other
regulatory approaches are set to change the
competitive landscape within the industry of
particular value.
For full details of the programme and to
book online visit http://soa.org/professionaldevelopment/event-calendar/event-detail/ermwebcast/default.aspx
Of the 403 registered sites, 59% rated last
year’s event as excellent or very good. The
$100 registration fee applies whether you
participate alone online or invite colleagues
to an in-house screening. Up to 15 CPD
hours are available from the event, with the
UK programme eligible for up to five hours.

Are you making the most of the Profession’s
CPD events for newly qualified and
experienced actuaries? These popular
one-day interactive courses, taking place in
London on 4 February, Manchester on
3 March, London on 20 May, Edinburgh on
8 June and London on 9 September and
9 December 2010, will help you develop
and maintain your professional competence.
The CPD scheme requires nearly every
actuary to attend a professionalism event
every 10 years. For further information,
please visit www.actuaries.org.uk/flyer/
ProfessionalismEvents2010.pdf

Register now for ICA 2010
The Actuarial Society of South Africa and
the International Actuarial Association
invite you to attend the 29th International
Congress of Actuaries. The congress will
take place from 7-12 March 2010 at the
Cape Town International Convention
Centre. Registration is open, with discounts
for low-GNP countries, full time academics
and large groups. Contact info@ica2010.
com with any questions or register online
at www.ica2010.com/reg.php

December 2009
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Nigel Masters
presents Andrew
Adams and James
Clunie with the
Peter Clark Prize
for the Best Paper,
Risk Assessment
Techniques for Split
Capital Investment
Trusts. The
presentation took
place at GIRO
in Edinburgh on
8 October 2009

Pensions and corporate finance seminar
This seminar at Staple Inn, London, on
17 February, seeks to explore in a practical
way the implications of pension risk in
a corporate finance context. It will show
how pension investment strategies affect
corporate risk, with implications for
corporate structure and share prices.
The seminar will examine how various
‘real world’ practitioners perceive pension

risk, and will use case studies to show how
analysts, trustees and the Pensions Regulator
seek to understand and manage those risks.
The seminar will appeal to actuaries
advising companies or trustees on the
implications of risk arising from their
defined benefit pension schemes.
For further information please visit
www.actuaries.org.uk/flyer/PCF2010.pdf

Determination Report for Adjudication Panel
Karl Douglas Robert Bedlow AIA, 2007,
London (the Respondent)

Our FREE desktop calendar has
each month displayed on a
separate card, the reverse of
which is filled with lots of
useful pensions facts and
figures including:
• PPF caps and factors, plus
details of the levy calculation
• Historic stats including S148
orders, BSP, RPI & Salary cap
• Useful websites
• Annuity formulae
• Actuarial exam dates

For your FREE copy, just
send an email to
calendar@exactval.co.uk
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On 28 September 2009 the Adjudication
Panel considered a complaint that the
Respondent:
a) For the CPD year 1 July 2007 to 30 June
2008 failed to maintain an online record of
CPD undertaken as required by the Actuarial
Profession and set out in the CPD Handbook
2007 (version 12) at pages 10, 13 and 23; the
CPD Handbook 2007 (version 13) at pages
8, 9, 10, 13, and 23; and the CPD Handbook
2007/2008 (version 14) at pages 9, 10, 11,
14, and 24.
In failing to do any or all of the above he
failed to maintain and observe the highest
standards of conduct expected of a member,
contrary to paragraph 2.1 of version 2.3 of
the Professional Conduct Standards and
paragraphs 1.2 and 2.1 of version 3.0 of the
Professional Conduct Standards, which is
therefore misconduct in terms of Rule 1.6(b)
of the Disciplinary Scheme for the Institute
of Actuaries as constituting conduct falling
below the standards of behaviour, integrity,
or competence which other members or
the public might reasonably expect of a
member.
The Panel determined that the case report

disclosed a prima facie case of misconduct
in respect of the allegation made against the
Respondent in accordance with rule 4.2(b)(i)
of the Institute’s disciplinary scheme and
that the Respondent should be invited to
accept that there had been misconduct and
to accept the following sanctions, namely:

A reprimand
The Panel’s reasons were as follows:
1 The Respondent had not received the
same level of notice as Respondents in other
cases of CPD defaults. Nevertheless the
Respondent did receive warnings that his
CPD record was not complete and failed to
rectify the matter.
2 2007/08 was the first year in which
the Respondent had been qualified and
been required to submit his CPD record.
Nonetheless as a student and associate of
the Institute he should have been aware of
the existence of the CPD requirements and
his obligations under the CPD scheme.
3 The Panel was pleased with the
Respondent’s co-operation and immediate
acknowledgement of his failure and the
manner in which he has conducted himself
since. As a result it was felt that a reprimand
was sufficient.
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News

Name survey launched Book now for the Institute’s 2010 Biennial Dinner
The Joint Councils of the Faculty and
the Institute have launched a survey
to understand members’ views about
a potentially suitable name and postnominals,
should the
Councils
decide to
proceed with
a revised
proposal for
a merged
body in
the future.
All Faculty and Institute members and
students have been invited, by e-mail or
post, to take part in the survey.
If you have not received, or have
mislaid, your invitation, please contact
merger@actuaries.org.uk as soon as possible.
The survey will close at 17.00 on Friday 18
December 2009.
Responses to the recent online survey to
help Councils understand the factors that
may have influenced voting behaviours in
July are now available at www.actuaries.org.
uk/members/communications
The consultation on the current
governing documents (Charter, Bye-laws
and Regulations) has closed. Responses
to the consultation will be considered by
Joint Councils in December.

The Institute of Actuaries’ Biennial Dinner
is one of the flagship social events of
the actuarial calendar. The dinner is an ideal
opportunity for members to socialise with
clients in a relaxed setting or treat their
staff to a prestigious night out. Spouses and
partners are welcome to attend this social
occasion. The event will take place at the
world-famous Royal Horticultural Halls in
London on 22 June 2010.
Tables of eight are available for £985
+ £172.37 VAT. There are discounts for
companies that purchase three or more
tables. Single tickets are available for

purchase and cost £125 + £21.88 VAT
each. Book before 31 December 2009 and
receive a 10% discount on all bookings.
There are opportunities for sponsorship
with appropriate acknowledgment
during the dinner. If you wish to discuss
sponsorship, please contact Andrea
Tsarbos on +44 (0)20 7632 1451.
For further information and a booking
form please visit our website at
www.actuaries.org.uk/events/biennial_dinner
or contact Andrea Tsarbos at
andrea.tsarbos@actuaries.org.uk or at the
telephone number above.

Determination Report for Adjudication Panel
Shaun Matisonn FFA, 1996, London
(the Respondent)
On 28 September 2009 the Adjudication
Panel considered a complaint that the
Respondent:
a) For the CPD year 1 July 2007 to 30 June
2008 failed to declare the appropriate
CPD Category as required by the Actuarial
Profession and set out in the CPD Schemes
contained with the CPD Handbook 2007
(version 12) at page 7; the CPD Handbook
2007 (version 13) at pages 7 and 12; and
the CPD Handbook 2007/08 (version 14)
at pages 8, 9 and 13.
b) For the CPD year 1 July 2007 to 30
June 2008 failed to maintain an online
record of CPD undertaken as required by
the Actuarial Profession and set out in
the CPD Handbook 2007 (version 12) at
pages 10, 13 and 23; the CPD Handbook
2007 (version 13) at pages 8, 9, 10, 13, and
23; and the CPD Handbook 2007/2008
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(version 14) at pages 9, 10, 11, 14, and 24.
In failing to do any or all of the above,
he failed to maintain and observe the
highest standards of conduct expected of
a member, contrary to paragraph 2.1 of
version 2.3 of the Professional Conduct
Standards and paragraphs 1.2 and 2.1 of
version 3.0 of the Professional Conduct
Standards, which is therefore misconduct
in terms of Rule 1.6(b) of the Disciplinary
Scheme for the Faculty of Actuaries as
constituting conduct falling below the
standards of behaviour, integrity, or
competence which other members or the
public might reasonably expect of
a member.
The Panel determined that the case report
disclosed a prima facie case of misconduct
in respect of the allegations made against
the Respondent in accordance with rule
4.2(b)(i) of the Faculty’s disciplinary
scheme and that the Respondent should

be invited to accept that there had been
misconduct and to accept the following
sanctions, namely:

A reprimand
The Panel’s reasons were as follows:
1 The Respondent had completed his CPD
record for the previous year and therefore
was undoubtedly aware of his obligations
under the CPD scheme.
2 The Panel was however satisfied by the
Respondent’s explanation that this was a
genuine administrative oversight and that he
had completed the required number of CPD
hours but neglected to submit his record.
3 The Respondent failed to action
reminders to record his CPD online in due
time, despite being sent reminders from
the Profession.
4 The Respondent did not offer a reason
for failure to meet the deadlines other than
that it was an administrative oversight.
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Education

News in brief

Student reception at Maclaurin House

Over 70 students on postgraduate
actuarial courses at Heriot-Watt University
and the University of Edinburgh attended
a drinks reception at Maclaurin House
on 21 October. Alan Watson, Faculty
honorary secretary, welcomed attendees
and staff were on hand for questions
about membership, subscription and
library services.

New book on life insurance
mathematics from CUP
A new textbook, Actuarial Mathematics
for Life Contingent Risks, by David
Dickson, Mary Hardy and Howard
Waters, has been published in the
Cambridge University Press International
series in Actuarial Science. See www.
cambridge.org/uk/catalogue/catalogue.
asp?isbn=9780521118255 for details. This
book is available through the Profession’s
libraries or can be purchased from the
Profession’s publications shop.

International Actuarial Symposium
Professor Angus Macdonald, of Heriot-Watt
University, was a keynote speaker at the
First International Actuarial Symposium,
held at Southwestern University of Finance
and Economics, Chengdu, China, on
23 October. He gave a talk entitled
‘Actuaries and quantitative risk’. The slides
are available through the library catalogue
on the Profession’s website.

New MSc shortlisted for award
Heriot-Watt University’s new MSc in
Quantitative Risk Management was
shortlisted for Scottish Financial Enterprise’s
prestigious Annual Innovators Awards,
an award sponsored by The Scotsman
newspaper. The theme of Innovators 2009
was ‘Recognising new thinking’.

Forthcoming editions of AAS and BAJ
Watch out for the latest editions of Annals
of Actuarial Science and British Actuarial
Journal, due to be published soon.
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New accredited programme
The Education Committee has agreed the
accreditation of a BSc in Actuarial Science
programme at the University of East Anglia
for CT1-CT7. The four-year programme,
which includes a compulsory placement
year, is supported by Aviva, which is
providing advice to the programme team,
some teaching input and placement
opportunities for students. Aviva is also
sponsoring a chair in Insurance Statistics at
the university.
The programme involves teaching input
from a range of departments, including

Careers team on tour
Each year the careers team from the
Profession travels across the country visiting
various universities to promote actuarial
careers. The careers committee recently
embarked on a strategy to focus on key
universities and students. The work that
the careers team has organised with these
‘promotional universities’ has increased the
number of applicants to the Profession from
those institutions.
This year we visited the promotional
universities of Birmingham, Manchester,
Leeds and Bristol, and non-promotional
universities Southampton, Royal Holloway
and Edinburgh. The visits were largely a
great success, with the material provided
snapped up by eager students. The students
who attended had a rough idea of what an
actuary was and what the role involves. Most
were doing numerate degrees and wanted
general information, while some saw the
word ‘finance’ and retreated in haste.
Success at these fairs depends on many
different factors including location, date,
timing and whether there are many
actuarial employers attending. Where there
are a lot of actuarial employers, there is less
interest or perhaps need for a stand from

Faculty and FASS welcome
The Faculty of Actuaries and the Faculty
of Actuaries Students’ Society (FASS)
welcome day took place at Merchants’
Hall, Edinburgh on 22 October. This event
was aimed at new student members to
give them the chance to meet with key
figures within the Profession and find out
about the experiences of current students.
Susan Vaughan, president of FASS,
introduced the day, followed by Richard
Maconachie, Faculty secretary and head
of regulation, who gave an introduction

computer science, mathematics and the
business school.
This is the 13th accredited university
since the process was introduced three
years ago. Programmes at undergraduate
level are eligible for exemptions at
the CT level, while some postgraduate
programmes offer exemptions at the
CA and ST level. Postgraduate courses
are offered on a full-time, part-time
and distance-learning basis. Details
of accredited programmes are on the
Profession’s website at www.actuaries.org.
uk/students/courses

the Profession, with students venturing
over if they have specific questions, as
was the case at the Finance, Business and
Management fairs in Manchester and
Southampton.
We have had fantastic volunteers this
year, some of whom are fully qualified,
some part-way through and one volunteer
who had only been in a company for two
months. Whatever their level of experience,
these volunteers are vital to our work with
students. They are able to answer more
specific questions about what they do each
day and how they find working in their
company. It is hugely valuable and their help
is greatly appreciated.
Wian Pieterse from HSBC Life (UK)
stressed that: “After speaking to university
students, you can see it is something they
will definitely look into.” It is also beneficial
to our trainees and qualified actuaries as
it allows them a chance to get involved in
volunteering. Nisha Patel from HSBC Life
(UK) reiterated this by saying: “It was nice
to be able to give advice on application
processes, since I had been in the same
position only a couple of years ago.”
For more information please see www.
actuaries.org.uk/careers or contact us directly
at careers@actuaries.org.uk

to the Profession. Trevor Watkins, head
of learning, followed with an overview of
the qualification system. Staff actuaries
Georgina Warren and Sally Calder
talked about work-based skills and paper
marking. The day concluded with a
question-and-answer session.

new qualifiers online
Images of qualifying actuaries and the
diploma ceremonies can be found at
www.the-actuary.org.uk/871270
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News analysis

Industry

Low inflation —
good news or bad?
The Retail Prices Index
(RPI) fell by 1.4% in
the year to September,
setting the rate by
which State benefits
and occupational
pensions are to change. In practice, most
occupational pensions would at worst be
frozen, and the government is increasing
State pensions by 2.5%, giving nearly 4% real
increases — versus the RPI.
However, according to Hewitt’s read on the
national statistics, the RPI is a poor measure
for pensioners, whose typical expenditure has
risen rather than fell over the last two years.
Pensions consultant, Lynda Whitney,
commented: “The average pensioner’s
outgoings, for example council tax, face a
higher rate of inflation than many of the
items allowed for in the RPI. This means the
actual inflation faced by them has been 2.2%
per year in the last year and 8.7% per year in
the year before that.”

contributions
The actuary welcomes industry news,
both UK and international, particularly
from the insurance and pensions sectors.
Please send news or press releases to
news@the-actuary.org.uk

The postcode mortality lottery

Watson Wyatt has released its Postcode
Mortality Tool, and an accompanying
colour-coded map of occupational
pension scheme mortality differentials,
to help pension funds and life insurers
better understand the mortality of their
pensioners. This comes on the back of
several years of far more acute analysis
of geographical mortality experience by a
number of specialist consultants.
The findings show that the probability of
death during any one-year period for male
pensioners living in parts of Glasgow,
Middlesbrough and Liverpool is over
two-and-a-half times more likely than for
those living in areas such as Christchurch
in Dorset or Lymington in Hampshire.
Matthew Edwards, senior consultant
at Watson Wyatt, said: “These findings
show vividly that postcodes can explain
substantial variations in mortality, with
the longevity of 65-year old males varying
from 17 to 25 years according to their
postcode band; a difference in expected
future life time of eight years. These
variations in life expectancy are due to
substantial differences in general health
and lifestyle patterns between different
parts of the UK. The North-South divide in
particular is very striking. We find ‘healthy
postcode’ men expecting to live longer
than ‘unhealthy postcode’ women.
“Understanding the mortality of

65, 66… any advance on 70?
This month’s first salvo in the retirement
age debate comes from the Institute of
Directors, which is calling for the state
pension age to rise swiftly to 70. Similarly,
the National Institute for Economic and
Social Research says, “The state pension age
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must be raised to 70 by 2015 and income
support for the over-60s, including benefits
such as free bus passes, phased out.”
Coming on the back of the Conservative
party call for an acceleration of the rises
already programmed into legislation, this
seems a topic likely to receive early attention
if there was to be a change of government
after next year’s general election. Marcus
Hurd of Aon likened state pensions to
pyramid insurance: “You need to keep
feeding the bottom to fund those retiring at
the top”.
The Institute of Directors also calls for
a much more substantial state pension
to take people out of the need to claim
pension credit. As personal accounts and
auto-enrolment into pension plans develop
following 2012, we can expect to see more
calls for changes to remove the tendency for
means-tested benefits to act as a deterrent
to better saving.

pensioners has become increasingly
important, especially in the current market
where there are a welter of opportunities
for pension funds to pass on some of their
longevity risk with transactions such as
bulk buy-outs, buy-ins and standardised or
bespoke longevity hedging instruments.”
One wonders where is the cause and
where the effect or are the conclusions
all useful empirical analysis? Will we one
day see estate agents selling properties
marked up ‘Spacious flat for sale with
extensive views and attractively low
mortality rating’?
Relative mortality by postcode for male
pensioners in the UK
The map
aggregates
postcode-level
results up to the
postcode sector
level, with red
denoting high
mortality, blue
low mortality.
The mortality
differential
between red
and blue is of
the order of a
factor of two
(the probability
of death in a
red area is twice the probability of death in a
blue area), while many individual postcodes
within those areas exhibit even more
extreme mortality variations.

Carry on living longer
New life expectancy projections published
by the Office for National Statistics suggest
that people will live considerably longer
than was assumed when the government
decided how quickly the state pension age
should go up.
According to Rash Bhabra of Watson
Wyatt, “The government intended that,
immediately after each increase in state
pension age, men could expect to claim
their state pensions for an average of just
under 21 years and women for 23 years. You
would need to increase the state pension age
to 66 almost overnight to achieve that based
on the latest projections.”
Contrasting the government’s reduction
in state pension promises, he points out:
“Companies with final salary schemes are
grappling with precisely the same issues.
Unlike the government, however, they
cannot simply move the goal posts and
change the pensions they have promised
when life expectancy improves.
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From the world of general insurance
Fall-out from the global financial crisis
Towards the end of September, a dispute
arose between Lloyd’s underwriters and
the appointed receiver of Allen Stanford’s
financial empire as to whether the
underwriters should pay Stanford’s legal
costs in relation to the charge against him
of defrauding investors of $7bn (£4.1bn),
from a directors’ and officers’ liability
policy purchased at Lloyd’s by Stanford
International Bank. The underwriters
originally said they would pay such costs
under the contract terms and conditions,
subject to them being reimbursed if Stanford
was found guilty of fraud, but this was then
challenged by the receiver, Ralph Janvey.
He contended that the bulk of the policy
coverage (reported to be $90m) should be
used to reimburse Stanford’s companies
for claims by investors and the associated
legal costs. In mid-October, the US district
judge involved in the case ruled that Lloyd’s
underwriters should pay Stanford’s legal
costs as they originally proposed.
Investors and others are now taking
legal action in significant numbers against
those parties they believe to be potentially
responsible for the global financial crisis
and the economic downturn. Among
those in the firing line are advisers who
recommended investment in financial
markets, such as those involving Madoff
and Stanford and those involved in the
mortgage market, including independent
financial advisers, valuers, mortgage brokers
and solicitors.

Solvency II
At the end of September, the European
Commission announced plans to replace
the Committee of European Insurance and
Occupational Pensions Supervisors with
a new supervisory body, the European
Insurance and Occupational Pensions
Authority, with enhanced powers. The
proposals provided for technical standards
for individual supervisors, which should
result in a greater consistency between
supervisors in different territories in
their interpretation of the rules. The
announcement prompted concerns that
there would be a further delay to the
implementation of the new regime.
The Association of British Insurers has
warned that the UK government needs
to amend corporation tax rules in light
of the introduction of the new Solvency
II regulatory regime. This is because
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companies are already starting to re-organise
their European operations into a branch
network, which is more capital-efficient
under Solvency II than the subsidiary
structure that is more commonly used
at present. Currently, the UK taxes the
profits of overseas branches which makes it
uncompetitive as a base compared to some
other European countries.

Regulatory and legal developments
At the end of September, the National
Association of Insurance Commissioners
in the US approved a proposed federal bill
which provides for the introduction of two
new categories of reinsurer, US national
reinsurers and non-US port-of-entry (POE)
reinsurers. Under the proposals, POE
reinsurers with the highest credit rating
would not be required to post collateral
in respect of US situs reinsurance business
written. However, POE reinsurers in the
next two credit ratings would be required to
post collateral, although the equivalent US
national reinsurers would not.
This discriminatory aspect of the
proposals was criticised by the International
Underwriters Association, although it
conceded that the proposals represented a
move in the right direction. It is not known
whether the US House of Representatives
will find time in its schedule to debate these
proposals in the near future.

Marine and aviation developments
Following the end of the monsoon season,
Somali pirates have become active once
again, with three confirmed hijackings in the
first three weeks of October. These involved a
Spanish fishing vessel, a Singapore-registered
container ship and a Chinese-registered bulk
carrier, all three attacked at a considerable
distance from the Somali coast, the last two
over 600 miles away in the Indian Ocean.
More recently, a British couple in a yacht
were hijacked on 23 October and a $7m
(£4.1m) ransom demanded for their release.

UK solicitors’ professional indemnity
Annual premiums for professional
indemnity insurance for UK solicitors
increased substantially at the September
renewal, in some cases by as much as 300%
— some firms even found it impossible to
obtain cover in the commercial market and
are therefore forced to pay the punitive
premium rates of the assigned risk pool.
It is understood that a number of firms
have rushed into merging their practices in
response to these problems.
The Association of British Insurers
warned that the trend to ever higher rates
would continue unless firms improved
their risk management procedures. In
particular, they were concerned about
a small number of practices which they
believe to have been knowingly involved
in mortgage fraud. There is also the factor
that the Solicitors Regulation Authority
has recently announced reforms including
the establishment of a new Office for Legal
Complaints, which is likely to increase the
scope for complaints and will increase the
potential level of compensation from
£15 000 to £100 000.

Climate change
Andrew Torrance, chief executive of Allianz
Insurance and chairman of ClimateWise,
warned in October that, unless developed
countries agreed to a 40% cut in carbon
dioxide emissions by 2020, substantial
markets, particularly in under-developed
countries, may become uninsurable. Torrance
urged negotiators at the Copenhagen climate
conference in December to come to an
agreement on such action.

For more general
insurance news
n Pollution developments
n Mergers and acquisitions
n UK motor insurance
n New jobs at Fortis
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
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News

People/Society

Dining with the Other Half Club
The ﬁrst winter dinner of this friendly,
lively group took place on 2 November
at the Café du Marché when 28 diners
attended. We were delighted to have as
our guest Amy Guna, the outgoing society
news editor for The Actuary. This dinner
marked for Jean Grenville-Jones and
Margaret Ross the end of their period of
ofﬁce as chairperson and secretary/treasurer
respectively. Their successors Lindy Clay
and Jane Bennett were introduced and
offered good wishes for their two-year posts.
It was with regret that news of the
resignation of Goldie Benjamin was also
shared. Mrs Benjamin, widow of Sidney,
was a founding member of the club and is
a much-loved ﬁgure. Sadly, ill-health has
increasingly restricted her activities and she
no longer feels well enough to attend Other
Half Club events.
As the evening came to a close, Jeff

Hanging Hooke
The Worshipful Company of Actuaries is
staging the one-act play, Hanging Hooke, at
Staple Inn at 7.30pm on Wednesday,
3 February. It is open to all members of
the profession.
It follows the life of polymath, Robert
Hooke, a renowned artist, architect,

Medlock, as a trustee of the Company of
Actuaries Charitable Trust, was presented
with a cheque by Jean Grenville-Jones as
the outgoing chairperson of the club.
As always, a convivial evening among
friends was enjoyed, with attentive service
from the Café du Marché staff, some of
whom have known our group for many
years and obviously enjoy the evening as
much as we do. We look forward to the
next two years with two further dinners on
25 January and 22 March 2010, our annual
London walks with Robin Michaelson, and
other activities yet to be decided.
It is hoped, too, that those members
attending the International Congress of
Actuaries in Cape Town in March will
be able to continue with the practice of
holding a breakfast to which the ‘other
halves’ of some of the international
actuaries will be invited.

physicist, chemist and engineer. He was the
curator of experiments at the Royal Society
and was instrumental in the building
of St. Paul’s, the City Churches and the
Monument after the Great Fire of London.
The price is expected to be £25 including
a donation to charity. The Company is
hoping to provide details in an e-mail from
the Profession closer to the event.

Births
n Samuel Digby Bates was born on 19
August 2009, to parents Anna and Greg
Bates (Lloyds Banking Group, GI) and big
brother Barnaby.
n Kevin Burgess (Punter Southall,
Wokingham) and wife Michelle (Aon,
Farnborough) are delighted to announce the
arrival of their son Charlie Jacob on
14 October 2009, a little brother for Gabriella.

Deaths
n Sidney Horatio Cooper died in October
2008, aged 92. He became a fellow of the
Institute in 1949.
n Ross Arthur Collins died on 1 December
2008, aged 56. He became a fellow of the
Institute in 1985.
n Michael Curtis Eastoe died recently,
aged 74. He became a fellow of the Institute
in 1961.
n Alan John Kempson died on 8 July 2009,
aged 80. He became a fellow of the Institute
in 1963.
n Ronald Henry died recently, aged 81.
He became a fellow of the Institute in 1964.

pEoplE NEwS
If you have any newsworthy items for
these pages, e-mail Kelvin Chamunorwa
at social@the-actuary.org.uk

SIAS Event

Games night
Review by Taha Ahmad
On Thursday 29 October, SIAS hosted a
games night at the City Pride in Farringdon.
With exams over, it was now time for
actuaries to enjoy themselves. This time
around, it was decided to send actuarial
minds into new territory, a world of
virtual realism and pure and innocent
entertainment: the realm of games.
SIAS made sure there was something
for everyone, and the highlight of the
event was a tennis tournament held on a
Nintendo Wii console that makes you feel
like you’re a part of the real thing.
The night began with a welcoming free
drink and a courtesy raffle ticket.
To encourage mingling, attendees were
paired with a partner they did not know
well for the Wii tournament. Very soon, the
first round of the tournament was over, with
competitive yet friendly smiles all around.
The refreshments were then served.
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With bellies full, the actuaries were eager
to get back to the tournament. Those who
were unfortunate to have lost in the first
round moved on to other group games
such as ‘Articulate’, ‘Kerplunk’, ‘Guess
Who’, chess, poker and a range of others.
With laughter and joviality filling the
air, the tennis players were hotting up
with raw competitiveness and complete
concentration showing on their faces. Those
players unable to reach the final looked
utterly dejected; Hewitt’s Iain Ritchie
springs to mind as one of those who
seemed most disappointed.

At the end of the night, Alvin Kissoon
(PwC) and Greg Barton (Hewitt) walked
away with £45 of HMV vouchers, with the
runner-up team taking home £20 vouchers.
The night ended with a raffle to win all the
games on show, there being 11 amazing
games to take home.
All in all, it was a good event, and I hope
those who attended enjoyed it too. I’d like
to say a big thank you to Alvin Kissoon for
helping with the organisation of this funfilled night and to thank all the attendees
for making it the great event that it was.
I hope to see you at future events.
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Tuesday 8 December
Variable annuities:
Past, present and perfect?
Staple Inn Hall
High Holborn, London
5:30pm for 6pm

Programme event
Paul Shallis, Gareth Jones, Iain Buckle and Mark
Hills from the Variable Annuities Member Interest
Group will be presenting a paper entitled ‘Variable
Annuities: Past, Present and Perfect?’
They will look at the mixed experiences to date
for the developing UK variable annuity market,
consider in detail the extent to which variable

annuity products can meet real customer needs
and then present some possible scenarios for the
future of the market.
There is no need to register for this event in
advance and a free buffet supper will be provided
at a nearby pub after the meeting.

Programme
Call for papers

We are now looking for papers to be presented
at our programme meetings in 2010. We would
like particularly to include papers that will be of
interest to younger members and that are likely to
stimulate a lively discussion.
We also encourage younger members of
the profession to consider writing a paper and
presenting their ideas to a friendly audience.
Please contact programme@sias.org.uk for more
information.

Sponsorship
Charity matching

Any SIAS member or team of SIAS members can
apply to SIAS for a donation to their charity. The
donation will be equivalent to 25% of sponsorship
monies raised by the SIAS member, with a
maximum
donation of
£500.
The

donation will be increased to 50% of sponsorship
monies raised for team
applications where
members of the team
are from more than one
employer.
For more details,
please see the SIAS website
at www.sias.org.uk

For details of events, visit www.sias.org.uk
www.the-actuary.org.uk
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2020 vision
Marian Elliott imagines the shape of a globalised actuarial profession 10 years
into the future preparing for the 2020 International Congress of Actuaries

Marian Elliott is a
director of Atkin &
Co. She is head of
actuarial services
and is responsible
for maintaining
growth in the
areas of pensions
administration,
actuarial services
and trustee services

T

he year is 2019 and I am putting
together the programme for the 2020
International Congress of Actuaries.
The 2020 Congress is to be held
in Iraq, which has gone from strength to
strength as a tourist destination since the
end of the war. The religious tourists and
pilgrims have now been joined by an influx
of visitors from the West, attracted by the
wealth of historic and archaeological sites,
as well as the silks and antiques sold in the
souqs and bazaars of Baghdad.
It is this dramatic location which will
form the backdrop for our conference and
seems an appropriate setting for a Congress
that will both recognise the historical roots
of the profession and the ongoing change
and transformation that we are living
through. Not to mention the excellent golf
courses that have sprung up along the banks
of the Tigris in recent years.
I want the Congress programme to reflect
the shape of the profession in 2020 and
believe that what a profession looks like can
be assessed by examining the environment
in which members operate, the trends in
each of the areas in which they work and
new areas into which they are moving.

The 2020 environment
Actuaries operate as part of the wider global
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economy and therefore this has an impact
on the work that they do.
In 2019 and moving into 2020, the global
economy is once more enjoying a period
of growth after the stresses and turmoil of
the recession, which ended during the early
part of the decade. Things do, however, look
somewhat different to the way they looked
at the 2010 Cape Town Congress.
The increase in India and China’s internal
consumption, along with improvements in
their labour markets, resulted in a reduction
in the availability of cheap exports in the
early 2010s, putting inflationary pressures
on Western economies.
Inflation has, however, come back
somewhat from the double-digit levels it
reached in 2011 as a result of this and the
unravelling of quantitative easing policies
which had been put in place during the
recession. This high inflationary period
had a major effect on the work actuaries
were doing, particularly in the areas of life
and pensions.
The explosion of social media and online
work has blurred geographic boundaries and
there are more actuaries than ever getting
involved in, and working on, projects
outside of the country in which they live.
The world is a smaller place than it was
even five or 10 years ago — information is
available instantaneously and improvements
in communication and technology mean
that the actuarial profession is most
definitely a globalised one.
There are still, however, some factors
affecting actuarial work which vary
enormously by geographical area — one
such factor is mortality rates.

Mortality in 2020
The swine flu pandemic in the winter of
2009/2010 saw a large part of the world’s
population affected by the virus. Swine
flu targeted mostly the young as well as
pregnant women and the scale of the
pandemic therefore served to change the
shape of the mortality curve with much
higher-than-expected death rates among the
youngest in the population.
Although the flu pandemic was a
catastrophic event which has a low
probability of occurring again or having any

lasting effect on the remaining population,
another factor is further reducing the life
expectancy of the younger population of
Western countries:
Known as the McDonald’s cohort, lives
born between 1980 and 2010 are showing
an increase in mortality rates as the effects of
childhood obesity and continued poor adult
nutrition take their toll. There is still only a
small amount of data on mortality rates as
these lives are still relatively young, but the
indication is that they are subject to higher
morbidity and mortality rates than those
born in the preceding decades.
Whether these rates will continue to
worsen at older ages compared with lives
outside of the cohort, and whether this
signals an end to the previous trend of
steadily improving longevity in Western
countries, is a matter guaranteed to generate
lively debate at the conference — definitely
one to add to my Congress programme.
Countries in Africa and Asia were less
affected by the flu pandemic, and the
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While mortality rates affect actuaries
working in a number of different fields, I
recognise that it is necessary to have some
breakout sessions as part of the Congress,
to focus specifically on each key area in
which actuaries work and the current trends
affecting that particular discipline.

» The actuarial profession
in 2020 enjoys a much
higher profile than at any
other time in its history,
and actuaries are in
demand in areas outside
of their traditional roles

«

McDonald’s cohort does not apply to their
populations to the same extent as it does in
the West. The main trend in these countries
is adjusting mortality models for the major
differences in mortality rates by social class
and geographic location.
In developing nations, the difference in
life expectancy between a highly educated
person earning an above-average wage
and an uneducated manual worker can
stretch to twenty years and beyond. Vast
differences in access to medical care,
adequate nutrition, clean drinking water
and the likelihood of contracting HIV/AIDS
and other chronic diseases mean that
mortality patterns vary significantly by
geographical area and social class.
It will be interesting to hear Philamon
Shapiwe, a young South African actuary who
has carried out a recent mortality survey
in sub-Saharan Africa, conducting one of
the plenary sessions on the way in which
mortality models in developing countries
take account of these differences.
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Investment
The behaviour of, and trends in, global
investment markets will affect actuaries
working in all areas, as well as those who
specialise in investment. I anticipate,
therefore, that the breakout sessions dealing
with investment will be well subscribed. In
fact, investment instruments are becoming
more accessible to the population as a
whole. Take derivatives, for example: once
the preserve of the larger pension schemes
and investment banks, they are now easily
and instantaneously tradable by ordinary
members of the public and by the smaller
institutional investor.
The markets have recognised the move
away from large final-salary pension
schemes towards defined contribution
funds, often controlled by the individual
member. There are therefore more products
that focus on asset allocation solutions for
these sorts of investors, where the ‘default’
fund is important and where financial
sophistication is not always as high.
Many more actuaries are moving towards
asset and risk management, rather than
focusing on liabilities, and there are more
actuaries working in the area of investment
than ever before.
In countries such as Uganda and the
newly independent Republic of Crimea, this
is illustrated by the involvement of actuaries
in helping to set up local mutual savings
‘clubs’ that are rivalling traditional banking
institutions. There may be lessons to be
learned for these clubs in looking at the
experiences of Friendly Societies which were
common in the UK at one time.
Elsewhere, actuaries have been
instrumental in developing and pricing
new investment instruments such as
international mortality swaps and asset class
swaps, where younger investors can gear up
their exposure to long-term growth assets
and older investors can lock in returns.

International

Pensions
This is a practice area that was thought
to be in decline 10 years ago but which
still attracts newly qualifying actuaries.
Indeed, the increasing globalisation of the
profession has made it easier for pensions
actuaries to explore new markets.
Pension saving is a newly emerging
industry in Asia, where the custom for
generations was for children to support
their parents in retirement. The one-child
policy and changes in social attitudes have
meant that this is no longer possible to the
extent it was in the past and the current
generation is realising that they will not
be able to rely on their children to meet
all their financial needs in retirement.
There are therefore many opportunities for
actuaries to get involved in the design and
implementation of pension solutions in
these areas.
In the more established pensions
markets, final-salary schemes had seen a
steady decline, particularly following the
high inflationary period in 2010 and 2011
where many pension schemes were able
to afford to ‘buy out’ their liabilities and
wind up. We are, however, starting to see
the effect of individuals saving less than
they need to in money-purchase vehicles
and finding that they do not have sufficient
funds to meet their needs in retirement.
In some countries, such as the UK,
centralised savings schemes or ‘personal
accounts’ as they are sometimes known
have been set up to encourage pension
saving, but this is a relatively recent
development and many people opted out of
these schemes for fear of the effect that they
would have on any means-tested benefits to
which they would otherwise be entitled.
Some areas are even starting to see the
re-introduction of final salary schemes as a
way of tackling the problem of insufficient
retirement savings. These are a new breed
of scheme, however, where only a base level
of pension is guaranteed and any pension
increases, contingent spouses’ pensions or
other uplifts are only provided where there
are sufficient funds in the scheme to do so.
Actuaries have been at the forefront
of these developments, helping to design

Continued on page 22
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Continued from page 21
pension solutions that protect the sponsor
from unlimited risk, while still providing
some level of risk pooling and security for
pension scheme members.

General insurance
A key trend affecting general and
life insurance actuaries has been the
implementation of Solvency II across
the EU. Solvency II aimed to ensure
harmonised protection for consumers
and sought to introduce a proportionate
and principles-based approach to risk
management and capital allocation.
Roughly a decade on from its introduction,
it will be interesting to look at whether
these aims have been achieved and the
effect that Solvency II has had on
actuarial practice.
General insurance actuaries have
emerged from a difficult time in the
insurance cycle during the early part of the
2010s and pricing margins are continuing
to improve. Consumers are still very
price-sensitive, however, with online price
comparison sites continuing to thrive in
the developed nations, as well as moving
into developing countries.
Weather patterns across the globe have
become more extreme and difficult to
model. Their effect on pricing policies and
reserving requirements can be significant
and one of the breakout sessions will look
at how extreme events can be incorporated
into modelling techniques.
Another key trend has been the
explosion in new areas of general
insurance. Technological innovations
have meant that there are more products
being developed than ever before to insure
the range of electric cars and accessories,
online businesses and ‘virtual’ products
which have been introduced to the market.

Life insurance
Apart from Solvency II, the key area that life
actuaries are talking about at the moment is
the allowance for results of genetic testing
when pricing policies. The introduction of
more widespread genetic testing has raised
questions about how the results of these tests
can be allowed for in the pricing of policies, if
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indeed they should be taken into account at
all for ethical reasons.
Another fairly recent development for
life and general insurance actuaries was the
introduction in 2013 of the IFRS accounting
standard, which aimed to improve
transparency and required that insurance
contracts were valued at the amount an
insurer would expect to pay to transfer its
remaining rights and obligations to a market
participant at the reporting date.
There were some contentious issues which
had to be dealt with before the standard was
adopted and a member of the International
Accounting Standards Board has been invited
to talk about the final standard, the effect it
has had on insurance company business and
whether it has achieved its aims.
Life actuaries are looking at ways in
which they can improve policyholders’
understanding of the products that they
offer, as well as providing more accessible
information about what products are suitable
for individuals’ circumstances. Policyholder
communication is therefore high on the
agenda and there has been a lot of time
invested in improving online communication
and providing online tools for consumers to
manage their policies.

Non-traditional
These specific breakout sessions ought to
cater for actuaries in the more traditional
practice areas but one of the key trends in
the last 10 years has been the involvement
of actuaries in new areas of work. The
actuarial profession in 2020 enjoys a much
higher profile than at any other time in its
history, and actuaries are in demand in areas
outside of their traditional roles.
Risk management and budgeting has
been a key growth area following on from
the losses of the recession at the end of the
last decade. Businesses and individuals are
keen to assess and understand the nature

of the risks that they face, as well as how to
control them, and actuaries are particularly
well placed to help them do this.
The general move from final-salary
pension provision to money-purchase
saving has meant that the demand for
individual advice has grown. Actuaries have
been involved in developing this area and
providing solutions in terms of retirement
savings, investments and insurance which
are suitable for the individual investor.
Actuaries are also involved in identifying
potential future problems and developing
products which address these issues. One
such area is long-term care and the pricing
and design of products which cope with
the increased demand for, and cost of, care
in old age.
The increased profile of the profession
and actuaries’ financial acumen and risk
awareness have meant that, even in the more
general business community, more and more
managing directors and CEOs are actuaries.
An actuary who has moved away from
traditional pensions work and is now the
CEO of a major multinational corporation
is going to give the after-dinner talk on his
experiences.

Conclusion
Putting together the programme for the
International 2020 Congress has been an
exciting experience. It seems there is a wide
range of issues with which the profession
is grappling and it is heartening to see how
well we are adapting to meet these new
challenges.
It is difficult to imagine how the next
10 years could bring as much change as
we have seen since the 2010 Congress.
Having said that, the delegates at the 2010
Congress, which was held just as the world
was emerging from the global recession,
probably felt the same way.
One thing is certain, actuaries around
the world have a unique ability to identify,
understand and manage new trends. I am
confident that the nature of change, and
how well we can adapt to it, will be a theme
for many future Congresses.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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ERM guide

To uncertainty... and beyond
Chris Lewin charts the development of a ground-breaking ERM guide based on the
management of wider uncertainty beyond the variability of foreseeable events
One great leap

Chris Lewin leads
the joint risk
management initiative
of the actuarial and
civil engineering
professions

A

new guide to the implementation
of enterprise risk management
(ERM) has been produced by a
group of actuaries, civil engineers,
academics and consultants. Although
the guide can still be regarded as a work
in progress, it is now at an advanced and
stimulating stage, where we are seeking
feedback from interested parties.
Some 15 years ago, the UK’s actuarial and
civil engineering professions established a
joint risk-management initiative to develop
new and effective ways of managing risk
for members of both professions and
others who might be interested. The Risk
Analysis and Management for Projects
(RAMP) concept was developed and the first
result was the publication in 1998 of the
RAMP Handbook, a practical guide to the
management of risk in all kinds of project.
This proved successful with a second edition
following in 2005.
RAMP is nowadays recognised as a
suitable methodology for managing risk in
UK government projects but it is equally
applicable in the private sector. Taking
a strategic, financially based approach,
RAMP can be applied not only to projects
involving the construction of physical
assets but also to changes of other kinds,
such as the introduction of a new computer
system, the launch of a new product or the
acquisition of a company.
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In the autumn of 2008, we decided to focus
our efforts on ERM, bringing together not
only our previous work on projects but also
some studies we had made of strategic and
operational risks. The economic recession
was commencing and it was clear that many
businesses had not protected themselves
sufficiently against risk. The result is a new
ERM guide that explicitly recognises the
existence of significant uncertainty about
the future, over and above the variability
of foreseeable events. This extra dimension
makes all the difference — in the guide, we
show how a business can implement an
ERM framework that incorporates radical
thinking about uncertainty, the results of
which will influence the whole strategic
direction of the business. The new approach
recognises that:
n Major uncertainty exists about the future,
even if we sometimes like to pretend that it
does not
n There is usually a great deal of relevant
knowledge available which could be used to
reduce uncertainty significantly
n There are practical ways of capturing and
refining such knowledge
n The extra knowledge we obtain can give
a firmer basis for management decisions
about the structure of the business, making
it more robust and flexible and better able to
withstand adverse changes
n This extra knowledge can also help to
identify additional business opportunities
and improve risk management.
It is a common experience that additional
knowledge can change our approach to
almost any of our own personal activities,
and the same is true of businesses as a
whole. Of course, not all of the extra
information will be hard facts — some may
be suppositions, insights, tendencies or
inferences but it is often still very useful.
In the guide, we have developed a
practical iterative method for studying
uncertainty and reducing it by the
acquisition of further knowledge. The
method minimises the ever-present danger
that the search for extra knowledge will
be closed down too soon, either because
such knowledge may be uncomfortable
or because we are unwilling to devote the

necessary resources to acquiring it. It also
looks for hidden pressures between the
complex system of people and assets that
constitutes a business and the even more
complex system of the ever-changing
outside world. Such pressures, if not
managed, may result in sudden, serious and
irresistible impacts on the business.
The guide gives an outline of the other
components of a comprehensive ERM
framework which can be adapted for
use in almost any business, within the
financial services sector or elsewhere. This
covers such matters as board leadership
on risk, organisational principles, the role
of a central risk function, cultural and
communication aspects, horizon-scanning,
risk capacity, risk efficiency and the need
for good risk governance. There is also a
‘self-assessment check’ to get a preliminary
feel of how far an organisation may need to
move before it is fully implementing ERM.
Please have a look at the new guide and
let us have your feedback.

How to access the guide
ERM — a guide to implementation and
its accompanying introduction can be
found on the Actuarial Profession’s
website: http://tinyurl.com/yajma2c
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Health at risk
George Orros and John Smith consider a practical ERM framework
for health and care insurance companies

E

nterprise risk management (ERM) can
be described as strategic business risk
management enabling organisations to
set a strategic direction and proactively
assume risk in order to improve business
performance. The practical ERM framework
and process issues
discussed in this
article can enable
health organisations
to balance risk
and opportunity,
where risk is seen
as a restraint on
action and needs to be controlled to allow the
organisation to exploit its opportunities.
Implementing and achieving benefits
from ERM depends on people and teamwork,
rather than on good ideas from the senior
management team. ERM needs to be
embedded throughout the organisation
with the underlying message: ‘We are all risk
managers here’. Embedding ERM within the
organisation and ensuring that it is part of
the DNA of every strategic and operational
decision hinges on the organisation’s success
in managing human resources and business
culture. The ERM framework model has five
elements and provides the necessary feedback

control loops to facilitate the iterative
development of a robust and resilient
ERM process.
The risk management process is a six-stage
iterative progression, with feedback control
loops at each stage. These are necessary to
develop a robust and
resilient ERM framework
that can be embedded
within the organisation
and serve to facilitate
real-time risk-response
strategies (see Figure 1).

» Health and care

George Orros
(pictured) runs
a specialist firm
of actuaries and
management
consultants who are
active in the ERM
space. John Smith is a
group actuary for BUPA

insurance is subject
to increasing levels of
morbidity, consumerism
and claim awareness

«

Internal and external sources of risk
The risk management process must
encompass micro (internal) and macro
(external) influences, which are sources of
risk and opportunity and shape business
performance. Internal/micro sources of
risk are sourced, and may potentially be
controlled, within an organisation. External/
macro sources of risk occur at sub-national,
national, regional and international levels.
These sources are largely exogenous to the
organisation, such as demographic trends.
Some factors, however, may be influenced
by the organisation or its peers, such as

Continued on page 26

Figure 1 — ERM framework
1. Corporate governance
(board oversight)

2. Internal control
(sound system of internal control)

3. Implementation
(appointment of external support)
4. Risk management processes
(incremental phases of an iterative process)
Risk
analysis

Risk
Risk
Risk
identification assessment evaluation
A1
A2
A3
A4

Risk
Risk
planning management
A6
A5

5. Sources of risk
(internal to a business and emanating from the environment)
Internal processes
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Health at risk
Continued from page 25
regulation which addresses market and
consumer issues. These factors create risk
and opportunity; single factors can have
relative pre-eminence or factors can interact
and create a series of opaque, unpredictable
and volatile shocks that contradict past
lessons learned by the organisation.

Risk heat maps
Risk heat maps can help management
review significant risks facing the business.
It is important to consider the potential
impact as well as the likelihood of these
risks. Management needs to ensure that
the risk-profiling process does not become
stale or seen as an end in and of itself.
The risk profile is unlikely to change
significantly in the short term, unless the
insurance business is rapidly changing or
growing. One needs to ensure that the risk
profile remains relevant over time to the
management decision-making processes.
The risk professional should provide
‘snapshot’ management information about
the significant risks, as indicated in Figure 2.

Early warning indicators and
key performance indicators
Changes arising from the business analysis
need to be explored and fed forward into

the risk identification stage and downstream
to update the risk assessment, evaluation,
planning and to inform risk management.
Early warning indicators and key
performance indicators are outputs from this
ERM process stage and show actual values
against target values for key indicators. An
example of this is in Figure 3.
The construction of a ‘watch list’ or

Figure 2 — Risk heat map showing 12 identified risks
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High
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High 9

Moderate 5
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dashboard of priority information should
underpin reporting activity. This approach
concentrates on key performance indicators,
residual risk and assessing the severity of
emerging risks and the effectiveness of
control mechanisms. The use of visuals to
produce risk-based heat maps indicating
all substantial, quantifiable risks is also
a useful tool. The dashboard needs to be
underpinned by information flows enabling
fast and flexible access to the underlying
experience and data.

Opportunity

Severe

A case study has been prepared to help
the reader interpret and apply the ERM
framework to a health insurance context.
Health and care insurance is subject to
increasing levels of morbidity, consumerism
and claim awareness. The organisation
may also face strong external pressure and
need to build a profitable and sustainable
business as a substitute, supplementary or
complementary insurance provider to public
healthcare provision. In this case study, the
newly-appointed chief risk officer (CRO) for
a medium-sized health insurance company
is tasked by his board to develop an ERM
programme. The CRO embarks on the sixstage iterative process outlined above.
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completed Stage 4, the CRO compiles an
actionable risk heat map (see Figure 2).

Stage 5: Risk planning
Having assessed and evaluated to the extent
possible each of the risks identified and
logged in the register, the CRO turns his
attention to how this can be pulled together
to enable the board to be more intentional
as to which risks it assumes and under what
conditions. The CRO realises that the board
needs to move from simply asking, “What
is happening operationally and to our risk
profile?” and towards, “We know what risks
we are willing to take and have accordingly
itemised the actions that those accountable
should be taking to manage these risks”.

» Management needs

to ensure that the riskprofiling process does not
become stale or is seen as
an end in and of itself

«

Stage 1: Risk analysis
The analysis starts by reviewing as many
sources of information as possible about an
organisation, including internal reports such
as management accounts, strategic reviews,
auditor memoranda, audit committee
reports and external reports including
published accounts, regulatory filings and
rating agency reviews.

Stage 2: Risk identification
The CRO reviews ERM papers available
from the actuarial profession as well as
regulatory risk frameworks and then follows
the risk identification process. The structure
he settles on defines sources of risk and
differentiates these as being external or
internal. As this is an iterative process, the
CRO focuses on the key risks, knowing
that additional risks can be identified in
subsequent iterations.
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Finally, the CRO consolidates all the
previous steps by generating a watch-list
of early warning indicators (see Figure 3).
Changes arising from the business analysis
are explored and fed forward into the risk
identification stage and downstream to risk
planning. Clear policies are established and
embedded in operations to properly govern
risks. The company is then in position to
follow the risk management control cycle,
which is a never-ending cycle of improved
transparency and governance.

by regulators such as the FSA and CEIOPS;
and direct quantitative modelling where this
is possible.

Stage 4: Risk evaluation
Each risk is evaluated and characterised
more closely to help inform the range of
outcomes. An example is terrorism exposure,
where the company has several corporate
accounts where policyholders work in
potential terrorist target locations, such as
Canary Wharf or foreign embassies. Having

The full paper is at www.actuaries.org.uk/?a=160988
For log-in details e-mail andrea.tsarbos@actuaries.org.uk

Figure 3 — Early warning/key performance indicators
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Stage 3: Risk assessment
Having identified the key risks, the next step
is teasing out the likelihood and severity
of each risk. This is done by interviewing
knowledgeable colleagues about each risk
to characterise each risk’s nature; reviewing
research on each risk topic such as that
available from academics and industry
bodies; examining how each risk is assessed

Stage 6: Risk management
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Q&A

Raj Singh

Time to rewind
Marjorie Ngwenya talks to Raj Singh, chief risk officer of Swiss Re, about his life,
his work and the challenges of enterprise risk management
When you were growing up, did you
envisage a career in the business world?
Absolutely. I’ve always imagined I would
have a career in business, particularly
something international. And the finance
world has always intrigued me, so it’s no
surprise I ended up where I am.
What motivated your move from
banking into insurance? When I was with
Citibank I worked in many areas including
consumer banking, international banking
and structured finance, but always in a more
client-facing role. I came into the risk business
and into insurance when I was approached by
Allianz, which had just taken over Dresdner
and wanted to improve its centralised risk
assessment. I was intrigued by the unique
challenges of the insurance industry and, in
particular, by the challenge of managing both
insurance and financial risk.
I later joined Swiss Re, having been
approached by a senior executive. While I
enjoy being in a wholesale environment,
where I started my career, above all it is the
reputation of Swiss Re that really attracted
me to my current position.
What would you say is the greatest
difference between the enterprise risk
management culture in a bank and in a
reinsurer? The main difference springs from
the contrasting business models. Insurers
are funded by advance premium payments,
unlike banks which rely mainly on shortterm deposit or short-term credit funding.
An insurer’s principal aim when it invests is
to ensure that commitments to customers
are covered. Insurance is not subject to
the kind of liquidity risk that affects banks
because pay-outs are typically triggered by
loss events and not according to the wishes
of a policyholder. Even for life policies, there
are generally early-withdrawal penalties,
making them less likely.
Successful risk management requires
historical data series as well as a ‘scenario
mindset’ that includes the unthinkable.
When the models are based on historical
data series, the unthinkable is often
forgotten. The approach based on historical
time series is commonly found in the
banking business, whereas the insurance
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sector tends to work with scenario-based
methods. When you offer insurance policies
for catastrophic events, then you have
to think about unforeseeable things and
include their effects in your calculations.
Before the 11 September attack occurred,
for example, we had already simulated
a comparable
catastrophe — a
plane collision over
New York. While
the losses we had
calculated were
smaller, we weren’t
too far off from
what was actually
incurred.

»

and reporting risks but the crisis shows that
companies need to pay more attention to
actually managing risks in a pre-emptive
way. In our business — the reinsurance
business — risk managers must be involved
early on before a large deal is concluded,
and they must have the courage to ask the
tough questions.

This integrated risk
You are the founding
and actuarial function
chairman of the CRO
is the future of the
Forum. What was
the main objective in
insurance industry. It’s
establishing the group?
not just about having a
I consider it extremely
financial risk manager; it’s important that there is
about having people who a platform for the CROs
the major insurance
truly understand how the of
and reinsurance groups
financial and actuarial
to focus on developing
and promoting industry
risks come together

Which area of
enterprise risk
do you believe
has been most
neglected? With regard to risk management
in general, I believe that many of the
tools and governance processes are in
place. That said, we still need to look
more deeply into how we can integrate
scenario-thinking more into daily risk
management practice in order to be more
pre-emptive as risk managers and provide
actionable recommendations to the
business. The financial crisis also reminded
us that, while we need to focus on capital
requirements, we should not neglect
liquidity management. Even though it is less
of an issue in insurance than in banking,
it plays an important role in overall risk
management. We must also do more to
ensure that risk management stays truly
independent while staying close to the
business and to transactions. Finally, we
must continue to recruit and develop risk
managers who truly understand the business
and are not afraid to challenge assumptions.

In these times of market turmoil,
what advice would you give to risk
professionals to keep their eye on the
ball? One very important thing for them to
realise is that models, while very important
tools, have to be supplemented by
judgment. Models don’t make decisions. The
focus has traditionally been on identifying

«

best practices in risk
management. Much of this was driven by
the Solvency II developments, as we realised
the value of a common industry voice.
Regulatory change is having an enormous
impact on our industry.
As a pioneer in the risk world, of which
change in the risk cultures you have
influenced are you proudest? Actually,
I’m very proud of what my team has
accomplished and is still accomplishing
at Swiss Re. For example, risk provides the
company with a truly independent view,
both on risks and the valuation of the
balance sheet. And we are continuing to
enhance risk transparency through lean,
pre-emptive and action-oriented monthly
group risk reports for the company’s
executive committee.
We are driving a risk-aware culture
and ensuring an appropriate risk-reward
balance on incoming business as an
integral part of the transaction approval
process. Our findings from reserving
experience and business risk reviews are
fed back proactively into underwriting.
To identify risks early on and advise on
pre-emptive measures, we are striving to
engage earlier with the businesses as they
review their strategies.
We are also supporting and enforcing
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The challenge is extremely rewarding and I
feel I’ve succeeded when I see them achieve
success themselves.
By virtue of your CRO role you have
many actuaries working in your team.
How can actuaries make their mark in
risk management? What we’re doing in
Swiss Re’s risk management area is to think
in a more actuarial way about the risks
we’re taking. Actuaries reserve against future
losses by gathering information from the
business side. Doing this effectively is a
critical element of creating a pre-emptive risk
management process. This integrated risk
and actuarial function is the future of the
insurance industry. It’s not just about having
a financial risk manager; it’s about having
people who truly understand how the
financial and actuarial risks come together.

Raj Singh joined Swiss Re as chief risk ofﬁcer in October 2007. Previously he held
the position of group chief risk ofﬁcer at Allianz SE from 2002. From 1989 to 2001, Mr
Singh worked for Citigroup, latterly as managing director, risk/merger & acquisitions
for Citibank Northern Europe. Mr Singh is a member of the International Financial Risk
Institute and founding chairman of the Chief Risk Ofﬁcer Forum.
overall asset and liability de-risking at Swiss
Re. We have de-risked the asset side and are
enforcing strict controls, including stop-loss
limits. We are strengthening independent
price verification and model validation to
support asset valuation and we ensure that
we allocate our capital to the best riskreward areas on both the asset and liability
side of our balance sheet.
You have had an impressive career. What
pearls of wisdom would you share with
promising practitioners? I don’t think I
possess any pearls of wisdom. What I do
have is my experience, which has shown me
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that, if you want to be a successful manager,
you need to rely on your team members;
exchange information with them and, in
short, participate. In addition to getting the
best people on board, you need to attract
the right mix of professionals with the
appropriate balance of skills. This way you
can delegate effectively and with peace of
mind. And what I would also instil in
any newcomer is that everything they do
should be characterised by integrity, honesty
and openness.
How do you measure your success? I find
success in developing successful people.

You are very involved with the
International Finance Risk Institute and
CRO Forum, as well as holding the CRO
position at Swiss Re. What pastimes do
you pursue with the time you have left?
I have parameters in which I try to keep my
work life. My weekends are at home with my
family. I do not travel over the weekend but I
will check my voicemail once a day — which
is necessary at executive committee level
— but on principle I do not field phone calls.
The weekends are important because I can
be away for 70% of the working week. The
weekends in Switzerland can be wonderful,
particularly during the skiing season.
What is the greatest risk you have taken
(either personal or professional)? I was
always prepared from a relatively young
age to grab opportunities when they arose
and embrace the risks associated with them.
Perhaps the most momentous risk I took
in my life was to leave the small town in
Wisconsin where I grew up and move to
New York and later to London. Also, I took
a significant professional risk when I joined
a previous employer and realised that their
risk management function did not exist and
needed to be built up from scratch.
The complete interview with Raj Singh can be found
on the website at www.the-actuary.org.uk/870991
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Mind the gap
Gail Rolland asks whether a knowledge gap exists between banks and
institutional investors and looks at what can be done to narrow it

L
Gail Rolland has
worked in the
financial markets for
more than 25 years.
She currently runs
her own investment
banking and financial
markets consultancy
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ord Turner of the Financial Services
Authority spoke in a recent radio
interview of the “knowledge gap”
perceived between banks and their
institutional customers, such as insurance
companies. But does such a gap exist and, if
so, why? More importantly, can it be closed?
First, let us consider whether banks really
do know more than their institutional
customers. This question has become
particularly relevant in the wake of the
banking crisis with the impact on banks’
customers, especially when we think about
some of the more complex products we
have bought from banks in recent years and
the effect on the investment portfolios of
insurance companies.
If we think about products such as
asset-backed securities that have turned
out to contain so-called toxic assets, did
the banks that sold them know more about
the potential dangers of these products
than their customers? The answer to this
is no, as surely if they did they would not
have found themselves holding such long
positions on their own books. This, though,
is missing the point. The question we should
focus on is whether institutional investors
were able to know and understand as much
as their banking counterparts.
Acquiring this knowledge hinges
on two things — an understanding of
the products and marketplace and the
availability of information. For the first part,
if we ask whether banks have better, more
knowledgeable staff than their institutional
customers, the answer must again be no. If
we look at the individuals working on the
buy and sell side of a trade, we are likely
to find very similar profiles at the point of
execution. Both sides want to hire numerate,
intelligent individuals with an understanding
of cashflows and an appreciation of risk.
Given the nature of the insurance industry,
I do not think we would be wrong to argue
that the buy side may well have a better
appreciation of this than their opposite
numbers on the sell side.
They are likely to have the same level of
education; it is only in terms of professional
qualifications that they may differ,
depending on the requirements set out by
the regulator for different job functions and

the commitment of the firm to providing
market training, which is not uniform on
either the buy or the sell side of the industry.
Whether the depth of understanding
through the firm is the same on both sides
of the trade is more debatable. Remember,
it is the institutional investors who are left
holding the assets, so it is on this side of the
fence that we should see greater attention
paid to managing and understanding the
risks and cashflows of these deals. Yet in
many cases this is not in evidence.

A clearer view
In terms of transparency, the question
here is whether banks have access to more
information. The answer is probably no
and yes. If the institutional investors are
buying publicly issued products, then the
same information should be available to
both sides, at issue at least. Both sides have
access to the prospectus for the deals or
to the summary information provided by
the data vendors in the market. However,
there may well be an imbalance here — just
because the information is readily available
does not mean that it is always taken. While
the sell side has always consisted of steadfast
customers of the data vendors, this is not
always true of the buy side. Sometimes they
choose not to invest in these products at the
cost of not having easy access to data.
Looking at the secondary market, this
choice can be even more significant as we
have to consider transparency of values.
Despite the efforts of regulators, there are
many gaps in value transparency for over-
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sure that they would argue that the content
covered in the required examinations is
of a level to give the examinees a firm
base onto which more knowledge can be
built. Therefore they would feel that their
responsibility is fulfilled and it should
instead pass to the individual institutions.

Better data

the-counter products. This gives the sell
side a distinct advantage if they are lucky
enough to see trade flows, the ultimate
measure of value where actual buyers
meet actual sellers. However, we should
remember that, for many of the more
complex products, there is little or no trade
flow, so a lot of the judgment on value will
come not from transactions, but more from
market reaction to
the asset. This, in
turn, can lead to
the sort of erratic
price movements
that we see in some
products, often as a
result of defensive
trading.
From the
investor’s perspective
this can be difficult to understand, which
brings us to the next point in our potential
knowledge gap — a lack of understanding of
the market.

broader client base, this is an area where the
institutional investor will be disadvantaged.
Perhaps they are also guilty of not
understanding or appreciating the
significance of this? A lack of understanding
of how banks may have to react to changes
in liquidity or credit perception, exactly as
we saw in 2008, can mean that investors are
taken by surprise by these price changes.
Since we often
rely on price feeds
input by the banks
for the valuation
of investment
portfolios, this can
be very significant.
We can argue
that these are
transient values
but, ultimately,
if an insurance company has to value its
portfolios on given dates, it is at the mercy
of these vagaries of price movements. Too
often institutional investors do not really
understand why banks react the way they
do, and banks do not necessarily understand
the impact of this on their institutional
customers. This is a gap that should be
closed from both sides.
It seems that there are knowledge gaps
between the two sides of the market, so how
can they be closed, and who should take
responsibility? On an industry level, perhaps
the regulators should look again at the
required minimum standards of knowledge.
The problem with this is that minimum
standards offer exactly what they say. I am

» What distinguishes one

bank from another is not
pricing, but rather dialogue;
research, ideas and the
relationship between the
fund manager and the
institutional salesperson

Irrational behaviour
If markets were completely rational this
would not be a point of debate — but
they are not. As stated, we sometimes see
erratic price movements, and investment
strategies are sometimes formed around
the search for assets trading away from fair
value. If we accept that the sell side has a
broader view of the financial products, in
that they not only look at the asset as a
series of cash flows and risk but also work
with the perception of the asset from their
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Assessing the situation from an institutional
perspective, we identified the three areas of
concern: transparency, product knowledge
and market knowledge. If we believe
that the banks are better-armed with
information about the market, then surely
the investors should do all they can to
improve their own overview. Maybe this will
mean more investment in data as well as
improving communication with their bank
counterparts.
Often the thing that distinguishes one
bank from another is not pricing, but
rather dialogue; research, ideas and the
relationship between the fund manager and
the institutional salesperson. Perhaps this
dialogue should include more questioning
about the flows and views of the bank. We
know that sometimes this may need to be
taken with a pinch of salt, but often the
trick will lie in knowing the questions to
ask. This leads us to understand the product
and market.
Too often, institutional investors and the
banks themselves buy the training solutions
that providers want to provide. While
off-the-shelf courses, be they classroom or
online-based, can certainly have a place,
in many cases they will not provide the
solutions that are needed. Perhaps it is time
for investors to become more demanding
and require the training content to be
designed to fulfil these needs. Of course,
this does depend on identifying and
understanding these needs in the first place.
Addressing these issues will not be quick,
easy or inexpensive, but the benefits of trying
to align the two sides can only improve
performance in the long run and better
equip the insurance industry to manage its
relationship with the financial markets.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Yield curve

Further down the line
Andrew Smith and Michael Thomas examine various methods of yield-curve fitting
and extrapolation for long-term interest rate modelling

W
Andrew D Smith and Michael Thomas work for
Deloitte. The views expressed in this article are
their own and not necessarily those of Deloitte

ith Solvency II nearly upon
us, the problem of identifying
‘long-term’ and ‘risk-free’
interest rates has become
a major issue for both UK and European
life insurers. Different approaches to
extrapolating the yield curve can give
significantly different results and it is not
obvious which approaches are best.
For example, Figure 1 shows euro yield
curve extrapolations generated using four
different methods at the end of 2008. The
yields are all compounded continuously and
we have transformed the horizontal axis to
show the limit as term tends to infinity.
The lowest two curves are taken from
the Committee of European Insurance and
Occupational Pensions Supervisors (CEIOPS)
paper CP40 and have been extended to
infinity. The highest curve is not specific to
2008, but is a long-term curve based on what
CP40 calls the ‘macro-economic approach’.
The Wilson curve is also fitted to 2008 swap
data, but is constrained to coincide with the
macroeconomic approach at the long end.

European Central Bank (ECB) approach
The ECB approach uses a curve-fit based on
a formula developed by Svensson (1994).
Figure 2 shows the fitted curves. At the end
of 2008, the long-term limit is below 0.5%,
substantially less than what most actuaries
would consider reasonable.

QIS4 methodology
CEIOPS’ fourth quantitative impact study

Table 1 — Determination of the long rate
Volatility multiplier

Forward yield (T) =

1 (Historic)

1.5

2

3

Mean cash return

5.10%

5.10%

5.10%

5.10%

Term premium

1.10%

1.65%

2.20%

3.30%

Convexity effect

(0.40%)

(0.90%)

(1.60%)

(3.60%)

5.80%

5.85%

5.70%

4.80%

Vasicek

10.99%

6.93%

4.05%

Cox Ingersoll Ross

12.10%

8.93%

6.17%

Long rate
Stoodley exponent
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(QIS4) specified an approach to derive yield
curves from swap rates by assuming that
the forward curve is constant between every
pair of data points. Figure 3 shows the fitted
yield curves.
This approach appears to show more
acceptable behaviour at the long end than the
Svensson approach, although the yield curves
lack the Svensson formula’s smoothness.
How should long-term interest rates
behave in theory? The literature contains
many stationary yield-curve models and
they all behave asymptotically according to
the familiar actuarial formula that Stoodley
(1934) first proposed:

forward yield (infinity) +

κλ
κ + eλT

In 1996, Dybvig, Ingersoll and Ross
showed the surprising result that, within
any arbitrage-free interest rate model, the
long-term forward rates should converge
towards a limiting ‘long rate’ assumption
which is constant over time.

Components of the long rate
To calibrate the terms in Stoodley’s
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The volatility multiplier captures the relative
volatility of long-term bonds when compared
to the historical bond portfolio. This is a
key judgmental input which relates directly
to the strength of mean reversion. In an
environment which permits parallel yieldcurve shifts, suggesting no mean reversion,
the volatility multiplier would be infinite.
We provide results assuming finite volatility
multiplier values of 1.5, 2 and 3 respectively.

Application to historical data

formula, we need to estimate the
parameters in a stationary yield-curve
model. The long rate can generally be
expressed in the following manner:
Long rate = mean cash return plus a term
premium (being the premium, on an
arithmetic basis, associated with buying
long-term bonds) less a convexity effect
(the difference between arithmetic and
geometric returns)

Of these components, the mean cash return
is the most significant and the most difficult
to estimate, with historical averages being
the main guide. The term premium and
convexity effect can be estimated from
historic bond market returns according to
the following formulae:
Term premium = volatility multiplier ×
historical term premium
Convexity effect = volatility multiplier2 ×
historical convexity effect

6%

5%

5%

4%

4%

Yeild

Spot yeild

6%

3%
Mean Vasicek
Swap Wilson
Swap QIS4
ECB AAA Gov

1%

Continued on page 40

Figure 2 — Yield-curve extrapolation based
on the Svensson model and 31 December
2008 ECB parameters

Figure 1 — Alternative yield-curve
extrapolations (31 December 2008)

2%

Dimson, Staunton and Marsh (2002) list
arithmetic and geometric mean returns for
cash and bonds over an 101-year period for
a number of currencies. This study provides
ideal material for long-rate calibration.
We assume that the bonds underlying the
study have an average term of 10 years,
although the analysis is not sensitive to this
assumption.
The mean cash returns are found to
vary between countries, with the highest
(arithmetic) return in Denmark at 7.1%
and the lowest in Switzerland at 3.3%. The
average over all economies is 5.1%.
The historical term premium on bonds also
varies between countries. The average over
all countries is broadly 1.1%. The historical
convexity effect is generally small at around
-0.4% for most countries.
Table 1 demonstrates determination of
the long rate for various volatility multiplier
values based on the above historical

Spot
Fwd
Par

3%
2%
1%

0%

0%

0

1

2

3
Term (years)
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Further down the line
Continued from page 39

economic analysis and still replicate actual
bond market prices?
Smith & Wilson (2000) published a model
for bond prices using linear combinations
of spline functions
with long-term yield
constraints. This model is
particularly attractive from
a calibration perspective
as it reduces to a series of
linear equations which
can be easily solved
for any finite series of bond prices. The fit
collapses to Stoodley’s formula beyond the
last observable yield.
Mare & Thomas (2007) have demonstrated
the superior predictive capability of the model
when applied to a real hedging problem.
Their work compared the efficiency of a
number of alternative
Figure 3 — Yield-curve extrapolation based on models for hedging
long-term interest
QIS4 piecewise constant forward rates
rate risks, including
6%
the Svensson, NelsonSpot
Fwd
Siegel and Smith5%
Par
Wilson models.
4%
They found that the
Smith-Wilson model
3%
was significantly
more efficient than
2%
any of the alternative
extrapolation
1%
approaches.
Figure 5 shows
0%
0
1
2
3
4
5
6
the Smith-Wilson fit
Term (years)
at the end of 2008,

Yeild

estimates. Table 1 also shows the implied
exponentκλ for fitting Stoodley’s formula,
the calculation
of which is model-dependent.
κ + eλT
We show results for two well-known models,
and note that choice of model has a relatively
minor effect.
Figure 4 shows the implied average curves
for Vasicek’s model, assuming a volatility
multiplier of two. As these curves relate
to long-term averages, bond returns can
be considered on both an arithmetic and
geometric-mean basis. The geometric mean
is equivalent to a mean forward curve. We
have also calculated the spot and par curves
consistent with that mean forward curve,
which confirm the usual hypothesis of an
upward sloping par curve.
Is there a model that can fit the macro-

imposing the 5.7% long rate and 6.93%
Stoodley exponent derived from
Vasicek’s model.
The yield curves in Figure 5 fit all of the
observed swap
prices exactly,
with a forward
curve that
is smoother
than the QIS4
method. The
turning point at
50 years represents an assumed return from
the current low-interest environment to the
20th century average.

» The Smith-Wilson model
was significantly more
efficient than any of the
alternative extrapolation
approaches

«

Conclusions
The wide variety of results from different
extrapolation approaches raises some
interesting questions for life insurers.
Industry responses to CP40 have been
supportive of a macro-economic approach,
but a challenge lies in identifying credible
models which can fit actual bond prices
and extrapolate toward a macro-economic
long rate.
We highlight a potential approach that
has been used in practice for a number
of years. Further, we note that wellconstructed macro-economic approaches
can also offer significant advantages for
hedging long-dated insurance cashflows.
A full list of references can be found on the online
version of this article at www.the-actuary.org.
uk/871266

Figure 5 — Smith-Wilson parameterisation
for volatility multiplier = 2

Figure 4 — Vasicek parameterisation
for volatility multiplier = 2
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Getting your CPD for free
Kate Angell gives an overview of the Continuing Professional Development requirements

category of member — Category 2. The
CPD requirements for these groups are
summarised below:

Practising certiﬁcate-holders

Kate Angell is a senior
non-life consultant
in Watson Wyatt’s
Insurance & Financial
Services Practice.
She chairs the
Actuarial Profession’s
General Insurance
Communications
Committee and is a
member of the General
Insurance Practice
Executive Committee

R

ecent changes to the Profession’s
Continuing Professional
Development (CPD) scheme mean
that actuaries who hold a Practising
Certificate now need to undertake at least
30 hours of verifiable CPD a year. Further
changes to the CPD scheme are planned for
other members from July next year.
Even at 30 hours every year, the
Profession’s CPD requirements are still lower
than those for some other professions,
with at least one other profession requiring
members to undertake a minimum of 90
hours per year. The requirement is also
probably lower than the number of hours
many members would commit to CPD in
the absence of such a mandatory scheme.
Nonetheless, members may be concerned
as to how to meet these increasing CPD
requirements during a time when their
employer may be less keen to pay for their
attendance at suitable events, particularly if
there are travel and accommodation costs to
be met in addition.
However, most members should be able
to meet their CPD requirements by clocking
up ‘free’ CPD in a variety of ways.
The majority of members either hold a
Practising Certificate or fall into the next
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Certificate-holders must undertake at least
30 hours of CPD a year. All of this must
be verifiable — for instance, where your
attendance at an event or outcome of the
activity is verifiable by someone else. At least
20 hours must be technically relevant to
your area of work, of which at least 10 hours
should be external to your employer. At
least six hours must relate to professionalism
activity, balanced between CPD linked to
the Actuaries’ Code and CPD linked to
non-technical skills such as business skills,
management skills, staff development and IT.

Category 2 actuaries
Category 2 actuaries must undertake at least
15 hours of CPD a year, which must be a
combination of verifiable and personally
assessed hours. At least 10 hours must be
relevant to your area of work and at least two
hours must relate to professionalism activity.
So how can you obtain relevant CPD for
free? First, an important point to remember
is that all CPD should develop or maintain
your professional skills, otherwise it is
not CPD. A few ideas as to how to obtain
appropriate CPD are listed below:
■ Attendance at the sessional meetings or
open forums organised by the Profession,
although time spent undertaking informal
discussions in the pub after attending such a
meeting unfortunately does not count as CPD
■ Attending local meetings organised
by one of the regional actuarial societies
including SIAS
■ Taking part in a working party linked
to the Profession, perhaps leading to a
presentation at a sessional meeting or other
event organised by the Profession
■ By giving something back via ‘service
to the Profession’. Up to 15 hours CPD
a year can be counted under this area,
which includes time spent on Profession
committees. Details can be found on the
Profession’s website under the appropriate
Practice Area
■ Attending presentations put on by
actuarial consultancies — each may only

provide an hour or so of CPD but, as they
say, look after the minutes and the hours
will look after themselves
■ Attending presentations organised by
other professional bodies of which you or
your firm may be a member
■ Personal and relevant reading or private
study. This is not verifiable, but it still
counts if the outcome of such learning is
recorded. Unfortunately watching films such
as Double Indemnity can’t be counted as CPD,
even if you watch it with someone external
to your own firm.
With the vast array of free CPD
opportunities available, it should be
achievable for most members to meet
their CPD requirements without too many
problems. But do not forget that the CPD
scheme is concerned with a ‘minimum’
requirement — at certain times it may be
appropriate for you to undertake much
more than the minimum in order to keep up
to date with the relevant knowledge, skills
and regulations for your role.
The key consideration should be how
you remain competent to
undertake your work,
and therefore at the
same time adhere to
the requirements of the
Actuaries’ Code.
If you would like to
comment on this
article, please email editor@
the-actuary.
org.uk
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arts@the-actuary.org.uk

Matt & Finn

Arts

Stars of the small screen

Matt discovers that actuaries have made themselves at home in a
small corner of the world wide web

T

he internet has had a profound
impact on modern life, connecting
people across the world and
providing a vast and instant source
of information. In my opinion, however,
the greatest gift the internet has provided
modern society is YouTube. It is a simple
idea — users post video clips that the rest of
the global population can view at its leisure.
This may be mainstream music videos or
just ambitious scientists experimenting with
Mentos and lemonade, but it is estimated
that over 100 million clips are watched
every day, making it one of the most visited
websites in the world.
With this much content, it is not
unsurprising to find that a small part of
it is dedicated to the humble actuary.
With little more than an hour’s research,
I have uncovered a whole new side to the
profession that I never knew existed and,
through my brief audio-visual forays, I
have broken down the actuarial content
of YouTube into a number of sub-groups:
recruitment, actuaries and good causes,
social and other.
The recruitment group, somewhat
predictably, features careers videos about
the profession and it is this genre that gets
the first hit when you search for ’actuaries‘.
But there is a wide range of content here.
Some try to make the profession sleek
and sexy — jumping around London,
showing big shiny buildings in Canary
Wharf and actuaries looking important in
their day-to-day working lives. Others look
very dated and seem to be advertisments
for grey knitwear, potentially supporting
some of the stereotypes the public holds
for our kind. One of the more life-affirming
clips in the recruitment sub-genre is of a
young American who, excited at finding his
calling in life, looks into the camera and
proudly declares: “Mum, dad, I’m going to
be an actuary!” accompanied by a big broad
smile and a thumbs-up, which is not quite
how I did it.

Client entertaining
Bom-Bane’s, Brighton
Follow your way down some residential
roads near Brighton’s seafront and you
will ﬁnd Bom-Bane’s, offering one of
the best dining experiences you will
ever have. Singing staff (yes, you read
that correctly), good quality food and
mechanical tables — what more could
you want? And it won’t break the bank
either. Make sure you go on their musical
night, their fortnightly dining-comecabaret experience.
www.bom-banes.co.uk

Art by an actuary
Actuarial healing
For Christmas, we bring you the greatest
actuarial YouTube clip of all time — a
modern interpretation of the Marvin
Gaye classic, Sexual Healing. This
performer is unknown but, sufﬁce to say,
he will soon be a legend.
Visit http://bit.ly/31yGj1
Actuaries and good causes is another
heart-warming category. Many firms involve
themselves in the community doing some
very admirable work and have posted
several short documentaries charting their
achievements. Inspiring stuff.
The social genre is a more complex beast.
With some YouTube content, I find it hard
to fathom why you would want to share
it with the world rather than just keeping
it private. A great example is a group of

● REC

actuaries at a dance party. Drunken dancing
is only entertaining and funny when you are
drunk and dancing. Still, there is something
a little bit addictive and voyeuristic about
watching videos of others being silly, and at
least it shows that actuaries can have fun.
The final sub-group, ‘other’, is possibly
the most interesting. It is here that YouTube
really comes alive. There are videos that
demonstrate the musical prowess of
actuaries, such as a musical performance
at a 2008 Society of Actuaries event which
includes the line, “Mortality tables are not a
joke. They tell us how many folks are going
to croak”. Genius! Other clips demonstrate
the actuary’s physical prowess. There is a
compilation of amateur wrestling moves
performed by an actuary. These are not your
simple headlock moves — this is a very
strong actuary hoisting people above his
head and executing moves that would make
Hulk Hogan think twice.
My overall impression, based on my
research, is a positive one. As a profession,
we are representing ourselves fairly well on
YouTube. We inform the world about what
we do, we contribute positively to society
and we’re not afraid to laugh at ourselves
along the way. Now, where did I put that
camcorder…

0:40:28

VIDEO NASTIES
If you know of any great actuary-related
videos on the internet you’d like to share,
please send us the links at arts@theactuary.org.uk

www.the-actuary.org.uk
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Coffee break

Highfinance Actuarial

Mark Dainty (Director)
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December prize puzzle

2/4/08 10:18:49

Time is money

(With thanks to Donald Taylor for his assistance)
The unit of currency in the imaginary country of Caultaria is the Minute (in ancient times, the
currency was pegged to the charge-out cost for newly qualiﬁed actuaries).
Last Christmas, Uncle Vernon gave some Minutes and Seconds to his seven
grandchildren — like many famous imaginary currencies, the Minute has yet
to undergo decimalisation. The money received by each grandchild could be
calculated by dividing the total gift by their age (so, for example, Vernon’s
twelve-and-a-half-year-old grandson received one-twelfth of the gift).
Coincidentally, this meant that exactly half of the gift went to Vernon’s
granddaughters. Only three of the grandchildren received an exact
number of Minutes.
None of the grandchildren is old enough to vote — in Caultaria,
the age of majority is 22 — and all received different amounts
of money. Anna received more than half an ‘Hour’ and an exact
number of Minutes more than her older sister Gloria, whereas David
received less than 10 Minutes (although more than Edward).
How much money did Boris’s cousin Clara receive?
For your chance to win a £50 Amazon voucher courtesy of HighFinance Actuarial, send your answer to
actuaryprizepuzzle@incisivemedia.com by 15 January 2010.

Terms and conditions
The prize will be awarded for the ﬁrst correct entry picked at random from the entries received by the stated closing date. 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 442

Santa’s little help

An old chestnut. Santa’s new name-and-address-labelling
system hasn’t been tested properly — if only he had
implemented a documented quality control process… Now,
each package has attached to it the name and address of
one child (who, needless to say, has been nice this
year — that was checked,
twice) and every child who’s
been nice will receive exactly
one present. However, the
system has labelled the presents
completely at random — that is to
say, any possible permutation of
labels is equally likely.
What, approximately, is
the probability distribution
of the number of correctly
addressed presents?
Assume a large number
of nice children.

Puzzle 443

Three orange pentagons

Rotate the pentagons
below to reveal the
hidden message.

H

A

C

M

S

R

I
E

S

M
A
Y

T
R
R

More puzzles and games online
To access the puzzles archive or to try your hand at online sudoku or our new Predictor Pro game, visit www.the-actuary.org.
uk/puzzles. The puzzles editor is pleased to receive ideas for new puzzles from readers at puzzles@the-actuary.org.uk
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Puzzles

Coffee break

Puzzle 444

Knockout punch

Mixing the punch for the SIAS Christmas party is a serious
business. The strength of the ﬁnal concoction has to be exactly
right (or at least mathematically right, i.e. ignoring evaporation,
spillage, imperfect mixture, surface tension and generous
measurements). I have at my disposal the following items:
■ Two large saucepans (x and y) containing 10 litres of punch
each — x currently contains 7.5% alcohol and y contains 2.5%
alcohol
■ Two 2-litre bottles (A and B) and one 1-litre bottle (C)
■ A mixing rod, a funnel and a steady hand.

I need to remix the punches so that both saucepans contain
10 litres of the correct strength although, fortunately, the total
amount of alcohol is spot on. How do I proceed (starting from
the same starting point each time) so as to end up with the
following concentration of alcohol in saucepan x:
a) 6.8%
b) 6.7%
c) 6.6%
d) 6.5%

e) 6.4%
f) 6.3%
g) 6.2%?

Solutions for November 2009
November prize puzzle The road to perfection
Starting at A1 with N=43 the shortest route is:
A1, B1, B2, A2, A3, A4, B4, B3, A3, A4, B4, B3, B2, C2, C3, C4, D4
(add 2+3+7+73), D3, D2 (add 49), D1, C1 (add 37), C2, C3, C4, D4
(add 2+3+5+13=23), leaving 28.

November prize winner
Congratulations to this month’s
winner, Philip Watson, who
wins a £50 Amazon voucher courtesy of puzzles
sponsor, HighFinance Actuarial.

Puzzle 439 solution

Six times seven equals...

The letters should be rearranged as follows:

A I K I D O
A L I B I S
A O R T A L
A R B O U R
A T T E N D
A V E R S E
A Z A L E A
Puzzle 440 solution

B
B
B
B
B
B
B

In the round

A rectangle measuring 4 metres by 5 contains two nonoverlapping circles. Given this restriction, the maximum
total perimeter of the circles is:
* (18 - 4 10) metres; i.e. around 16.8 metres.

A L E E N
E Z O A R
I N A R Y
L I M P S
O R Z O I
R O N C O
U S T L E

C
C
C
C
C
C
C

Puzzle 441 solution

A L
H E
L U
O G
R A
U M
Y S
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E N
L I
I C

Area 51

The cypher substitutes each letter of the alphabet for its numeric
value (A=1, B=2 etc.) but with the number converted into
consecutive ﬁves and ones, with as many ﬁves as possible (so, for
example N=14 is expressed as “551111”.
The encrypted message originally reads ‘Three times seventeen’
— this equals 51. Therefore the letter encoded is ‘F’.

Highfinance Actuarial
www.the-actuary.org.uk
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Mark Dainty (Director)
www.highfinance.co.uk
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Student page

studentpage@the-actuary.org.uk

Jean Eu

Speaking from hard-fought experience, Jean Eu passes on a few
pearls of wisdom as she pens her last student page for The Actuary

Words of wisdom

A

fter lovingly crafting this column
for three years, this edition
heralds my final hurrah as student
editor for the magazine. Let me
therefore address the Holy Grail of student
life — qualifying as an actuary. Qualifying
in April 2009 was a relief, and getting my
evenings and weekends back a real pleasure.
It took me three-and-a-half years to qualify
after I left university with my actuarial science
degree and exemptions from CTs 1-8. So here
are my top study and exam tips, based on my
passes and failures.

Successful studying
Quality not quantity. You may feel as if you
should spend every waking hour of your
weekends and weekdays studying, but there
is no point staring at your notes for 10 hours
if you’re only concentrating for a fraction of
the time. Much better to study in a focused
manner for a realistic amount of time (say
three hours) and make plans to do something
with the rest of your day so you have
something to look forward to.
Core Reading is key. ActEd notes are there
to help your understanding but ultimately
you will be examined on the material written
by the Actuarial Profession.
Practice makes perfect. You can print
practice papers from the Profession’s website
or use ActEd’s revision booklets. This will give
you a good feel for exam question style and
the pattern of answers expected.
Blitz the bookwork. Knowing the
bookwork inside out means that, in the exam,
you can answer those questions easily and
focus more on idea generation.
Thinking outside the box. For exams

HAVE YOUR SAY
Have you any comments on Jean’s top
study and exam tips? What works best
for you? E-mail studentpage@theactuary.org.uk with your suggestions.
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like the fellowship,
thinking around
the question is
important. It may
therefore be more
productive to focus
each study session
on just one question,
rather than the
whole paper, and
spend time thinking
through the issues.
Secret study. If
you’re looking for a
quiet place to study in London in addition
to the Profession’s library, the Institute
of Actuaries has a reciprocal membership
arrangement with the libraries at Cass
Business School/City University, which means
you can access them for free. You just need
your ARN — for more information, go to
http://bit.ly/4qHbJj

Examination excellence
If you have prepared well, you should have all
the knowledge you need to pass. All it boils
down to, then, is exam technique.
Relax beforehand, so your mind is fresh. I
found listening to energetic music extremely
inspiring. Take some time to plan your
answer, jotting down your main thoughts
for each question, rather than start writing
immediately after the 15 minutes’ reading
time. I found that 45 minutes of planning
time (reading time + 30 minutes’ exam
time) worked for me. It is worth practising
different techniques when you do past papers
to find your ideal method — mine was to
work through the questions in order when
planning my answers, and then answer the
questions back to front as the last question
would be the one I had just been thinking
about and the last few questions were often
the ones that had the most marks.
Use some of your reading time to jot down
any lists and mnemonics you’ve learned

so that you have something to refer to in
the exam should your mind go blank. Read
the question carefully — make sure you
understand what is being asked and that
your answer meets it head on rather than
the question you wish you were being asked.
Write your answers as concise bullet points
where possible — it is quicker to structure
your answer this way and makes it easier for
the examiner to mark.
If you come across a question you’re not
sure about, stay calm! Re-read the question
and try to break it down into parts. It may
help to think about it in a work context, such
as how you would go about answering it if a
client or manager had asked you. Delve into
all that knowledge you have spent your study
sessions committing to memory.

Passing the mantle
I hope you have enjoyed my pages and I am
sure my successor, Stephen Paines, will do a
great job — you may recall Stephen’s article
on memory techniques in October (and the
more eagle-eyed may have realised that he
was also Actuary of the Future). I will still be
involved with the magazine as one of the
deputy features editors.
In case it works for you too, I will leave
you with my favourite motivational saying:
“There can be no great success without great
commitment.” Over to you, Stephen!

www.the-actuary.org.uk
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AOTF/Book review

People/Comment

Actuary of the future
Her ability to stay calm could be why Majella McDonnell has the actuarial X Factor

Majella
McDonnell
Employer and area of
work
Hibernian Aviva General
Insurance in Dublin
— pricing department.

Date entered Profession

And your worst habit?
I become addicted to reality TV shows such as
The X Factor far too easily.

What is most likely to irritate you
about others?
When my fellow commuters on the bus put
their bags on the seats so that no-one else can
sit beside them. If they want to do that, they
can buy a second ticket.

purse-strings, however, window-shopping
does the trick almost as well.

Do you have a famous look-a-like?
No such luck, I’m afraid. If I looked like a star,
I’d probably be living it up in LA right now.

Who would play you in a ﬁlm of your life?
Scarlett Johansson, perhaps? I’m not sure how
interesting the film would be, but I’m sure
Scarlett would handle the part well.

June 2009.

Alternative career?

Honest, motivated, nocturnal. I’m a night-owl!

Spending my days writing articles and stories
in Irish. That’s something I really love to do
when I have the time.

Best piece of advice you’ve been given?

Describe yourself in three words
Tell us your formula for success

Tell us something unusual about yourself

Working hard and listening to other people’s
advice is a good combination. I’ll let you
know in 30 years’ time if it works.

I’ve been playing the piano since I was nearly
six. It’s so different from my actuarial work,
but I love it and hope to always keep it up.

What three items would you take to a
desert island?

What’s your best attribute?

How do you relax away from the ofﬁce?

I can stay quite calm at times when others
might fly into a panic.

For me, going shopping is one of the best
forms of relaxation. When I’m watching the

What other people think of you is none of
your business.

My boyfriend, because he’d be able to plan
our escape route, mascara and my Aviva Rubix
Cube to while away the time.
If you would like to nominate someone for Actuary of
the Future, please e-mail AOTF@the-actuary.org.uk

Book review

Matthew Edwards reviews Lords of Finance by Liaquat Ahamed
Many readers will have endured history
teachers whose marking method was reputed
to involve the weighing or throwing of
scripts: marks would be proportional to the
script’s grammage, or the distance traversed.
With his book, author Liaquat Ahamed would
have scored well: the 500 pages of financial
history, supplemented by a prudent 10%
margin of endnotes and index, seem enough
to deter all but a few insomniac bibliophiles.
Do not be put off so easily; start by
digesting the opening quotation from
Disraeli: “Read no history — nothing but
biography, for that is life without theory”.
Ahamed’s approach has been to tell the
history of the world’s financial and economic
travails in the period 1914 to 1944 via the
lives of the main financial and economic
‘players’ of the era and, of course, the
politicians and powerbrokers of relevance.
This people-centric approach works well:
there is hardly a page that is not enlivened
by the behaviour and idiosyncrasies of the
dramatis personae.

www.the-actuary.org.uk
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The misdiagnosis of Sir Montagu Norman,
governor of the Bank of England, by Jung
(who thought he had syphilis); Winston
Churchill’s whisky-drinking in the middle
of his budget speeches; President Roosevelt’s
boyish insouciance in the face of economic
experts; Hoover’s depressive pessimism: such
details provide excellent leaven.
With a focus on such characters, the
‘lords of finance’ of the time, the book feels
in many ways like Tolstoy’s War and Peace,
and not just by virtue of its redoubtable
mass: both show the events of history
through the eyes of some of the central
characters of the time, and both show how,
ultimately, those characters feel unable to
exert much meaningful influence on events
— as the author quotes from Herodotus,
“Circumstances rule men, men do not rule
circumstances”.
The current financial predicament gives
the book extra colour. Although much
has changed since the 1920s — particular
aspects being the much more international

and immediate
nature of
finance now, the
‘computerisation’
of the financial
system, the
far greater
complexity of
investments,
allegiance to market forces rather than the
arbitrary framework of the gold standard and
significantly more open cultures in the central
banks — “It is a dangerous thing to start to
give reasons”, says the deputy governor of
the Bank of England in 1930 — much of
the book’s account feels ominously close to
the last two years. We find rogue financiers,
unbelievable bubbles, leaders with feet of
clay and rooms full of economists unable to
understand events. What’s new?
Matthew Edwards is a senior consultant
at Watson Wyatt and a former editor of
The Actuary
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Appointments

IndiaFirst Life
Insurance has
hired Chandan
Khasnobis as
appointed actuary.
Mr Khasnobis joins
from Aviva India Life
Insurance Company
where he was
appointed actuary
since 2006. IndiaFirst
Life Insurance is
a newly launched
joint venture
between Legal and
General (UK) and
two leading Indian
public sector banks,
Bank of Baroda and
Andhra Bank.
Sterling Insurance
Group has appointed
Brett McWilliam
as chief risk officer
and director. He is
responsible for the
actuarial, risk and
compliance areas, as
well as managing the
preparations of the
Group for Solvency
II. Mr McWilliam
was previously chief
risk officer for the
Life Operations of
XL Re.
Eric Lambert
has discovered

People moves

a third career as
an independent
investment adviser,
consultant and
actuary to public
and private sector
pension funds.
Previously Mr
Lambert worked for
Scottish Widows and
latterly with WM
(State Street).

COO EMEA
Distribution at
Barclays Capital.
Antony Buxton
joined Star Actuarial
Futures as joint
managing director
in October. Mr
Buxton is a former
head of actuarial
services at Legal &

General Insurance
and was a pensions
consultant with
PricewaterhouseCoopers (PwC)
before joining Legal
& General.
Alastair Gerrard
and Johan Nöthling
have joined Gen Re’s
UK Life and Health

team. Mr Gerrard
joins from Ernst &
Young and takes on
the role of financial
reporting actuary.

Mr Nöthling
previously worked
for Swiss Re and
will be working as a
pricing actuary.

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

Change of address?

Hewitt Associates
has announced the
promotion of the
following to the
position of principal
consultant in the
Retirement Practice:
Andrew Kieran,
Neil Maxwell and
Richard Smith.

If you have recently moved please
remember to update your details on
the Profession’s website. Please visit
www.actuaries.org.uk/members/
transactions or contact membership@
actuaries.org.uk

Forward features
Trigon Pensions Ltd announced the
launch of its new actuarial service
and the appointment of Mark Frost to
head up the new team. The addition of
actuarial services extends the range of
professional services available to Trigon’s
pension scheme clients.
With 20 years experience, Mr Frost is
a highly experienced actuary who has
previously worked at Bacon & Woodrow,
Garvins and, most recently, Barnett
Waddingham where he was a partner.
Mr Frost studied Maths at Cambridge and
qualified as a fellow of the Institute of
Actuaries in 1993.

MGM Advantage has
appointed Chris
George as actuarial
function holder and
with-profits actuary.
Mr George was
previously at Watson
Wyatt where he was
a consulting actuary.
Sandeep Varma has
joined the Credit
Suisse and Glencore
Commodities Alliance
based in London.
He was previously

The Government Actuary’s Department
has reached an agreement with
Chris Lewin to work together on the
development of further techniques for
risk management within government.
Mr Lewin is an experienced actuary,
pensions manager, investment consultant
and risk professional. He leads the joint
risk management initiative between the
actuarial and civil engineering professions,
which has produced the methodology
known as RAMP (Risk Analysis and
Management for Projects) and a new
guide to enterprise risk management.

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

January 2010 Online Special
(Published 12 January, deadline
11 December)
n Recruitment/careers
n 2010 preview and predictions

January/February 2010 (Published
28 January, deadline 11 December)
n Recruitment/careers
n Health and care
n ERM
n Solvency II

March 2010 (Published 25 February,
deadline 11 January)
n Life
n Modelling and software
n Pensions
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●
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●

Fresh Lloyds market vacancies
www.gaaps.com
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