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Unconventional
inspiration
I read an article recently which stated that
over three-quarters of newly appointed
FTSE 100 CEOs have strong financial
experience. That came as little surprise to
me. Neither did the news that women are
particularly under-represented, making up
less than 5% of the group, or that around
10% are non-UK nationals. The average
age of that leadership group was reported to be 52. This paints a quite
conservative picture.
The recently appointed helmsman of Prudential ticks all the boxes of
the unconventional, however. Tidjane Thiam is originally from the Ivory
Coast and is not only the first black FTSE 100 CEO but, at the tender
age of 46, he also has youth on his side. With an already impressive
career behind him, he is no stranger to success and he provides much
inspiration… watch this space!
According to the article, a career in accounting and finance is more
likely to result in an appointment as a FTSE 100 CEO than is, by
extrapolation, the route of actuarial science. I would be interested to know
how many in the top 100 list are actuaries; I’d wager there aren’t many,
but the future may tell a different story.
This month highlights the topics of pensions, longevity and
actuarial history. History, an archenemy in my schooldays, seems more
approachable thanks to articles featured herein and on the web.
Also in this issue is a preview of the June Pensions Conference taking
place in Leeds, and our arts page features a few of the city’s cultural
attractions. The Profession’s website (www.actuaries.org.uk/events_listing/
ap_events) offers many other opportunities for enhancing your CPD.
Finally, remember to keep the Profession informed of your latest contact
details to ensure prompt delivery of this magazine. Visit www.actuaries.org.
uk/members to check your details are up to date.

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

Your view

Sponsored by

Letters to the editor

In which actuaries discuss pension omissions and carbon emissions

Letter of the month
Environmental rating
Internationally, countries are challenged with lowering CO2 emissions. Actuaries are
well prepared to collaborate with science, commerce and governments to advise on
a strategy. Developing countries may just be in a position to take the lead.
Consider a system whereby industries and products are evaluated according
to how much CO2 they take out of the atmosphere — a negative CO2 score. This
score, which will be in the red for a long while, is aggregated and included in
company accounts.
Tax and business incentives encourage positive scores. Individual product scores
are advertised alongside prices. If these incentives are good enough, the cost of
going green might be reduced. Producers of starchy foods and energy stand to
gain the most. Countries with high inﬂation may gain more than just green status.
A new scientiﬁc consulting industry will be created and it will become clear
where the most CO2 is coming from. Just look at the worst scores. Once this
strategy is applied across industry, retail and services can follow. Sum the scores
of raw materials and subtract CO2 emissions during processing.
Actuaries are well positioned to consult on scoring, incentives
and systems, and have the capabilities to project long-term ﬁnancial
implications for companies.
Francois J Marais
20 March 2009

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

Deferring pension contributions
I read the Thornton and Hall article, Keep
your eye on the ball, (The Actuary, April
2009) with interest. Apparently “the risks of
deferring contributions are obvious”. Well, I
am afraid they are not to me!
The only question of importance to
scheme members is “Will my pension be
paid in full?” and the only circumstance in
which payment failure occurs is when the
sponsor fails — which, as the article points
out, is when the cash runs out. So deferring
contributions on this measure reduces risk
to the member.
Some might say: “But if the sponsor
fails independently of the scheme, surely
the size of the scheme assets determines
the payout and so more is better.” Not if
the scheme is below PPF funding — and

6
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most schemes currently are. In such
circumstances deferred contributions are
effectively matched one for one by the PPF.
So no risk.
Furthermore, every day the sponsor
survives, more members will reach NPA
(and so leap to 100% PPF coverage) and
each scheme anniversary may receive pre-88
pension increases which go from zero to full
PPF coverage. Again a strong reason to defer
contributions that may ruin the sponsor.
This is the economic analysis; regulatory
analysis requires the trustees to act as
prudent policemen for the Pension
Regulator. For a sound sponsor there are
good reasons to increase funding to meet
full benefits, which can be increased above
the PPF level if longer term insolvency
occurs. The gains may become more than

Your letters
Please e-mail your letters to letters@
the-actuary.org.uk
The deadline for receiving letters for the
June issue is 12 May 2009.
marginal if the PPF were to reduce benefit
levels on grounds of long-term affordability.
My main concern is that when trustees
seek professional advice, the advice must
focus on all the scheme assets (the fund,
the sponsor covenant ‘call’, and the PPF
‘put’) and explain how and when these
change the benefits payable to members. To
concentrate on one aspect in isolation as in
classical sponsor-centric analysis would not
provide the full picture.
David Cule
27 March 2009

Case against age restrictions
The Association of British Insurers
(ABI) claims that restrictions on age
discrimination will increase insurance
prices for all customers (The Actuary, April
2009). If age discrimination is restricted,
the pooled insurance price will probably
be higher than an average of the previous
prices. But in a competitive market, it is
almost impossible that this will be higher
than all previous prices, as the ABI claims.
If age discrimination is restricted, fewer
people may buy insurance, but the group
that does will probably have higher average
risk than before. It is possible (but not
certain) that a shift in coverage towards
higher risks will more than outweigh any
fall in numbers insured. This implies that
the proportion of the population’s losses
which is reimbursed through insurance
— the so-called “loss coverage” — would be
increased. From a public policy perspective,
this would be a good outcome.
Guy Thomas
10 April 2009
More letters can be found online at www.the-actuary.
org.uk/category/comment/letters
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Nigel Masters

President’s address

Notwithstanding current challenges, Institute president Nigel Masters
says there is much to look forward to in the actuarial future

Reasons to be cheerful

T

he here and now of the economic
crisis is making significant demands
on our time. Many of us are working
longer hours dealing with new
challenges and adapting to a changed
financial landscape. However, the crisis has
also highlighted the importance of looking
beyond the immediate and preparing for
the future. I have had several opportunities
to gain some insights into the future of
the profession, and the view beyond the
doom and gloom that we are currently
experiencing is cause for optimism.
Earlier this year, I visited universities
in India and China, and City University
and Imperial College in the UK. On these
visits, I was impressed by the talented
people that the Profession is attracting,
and their enthusiasm and self-assurance.
Tony Hewitt from Imperial College Business
School summed it up when he wrote to me
following the visit, saying he never ceased
to be impressed by the talent of actuarial
students and the new actuaries he taught.
These students are among a growing
number joining our Profession; in March
we welcomed our 20 000th member, LesleyAnn Lappin. This milestone is evidence of
a growing interest in actuarial careers and
Lesley-Ann and her contemporaries have
much to look forward to and a valuable
contribution to make.

Role model
These students were provided with a positive
role model with the announcement of
actuary Shahbaz Hamid as one of Britain’s
most powerful Muslim women — See the
Equality and Human Rights Commission’s
Muslim Women Power List 2009. Ms Hamid
has been influential in her role with Aon
and I would like to congratulate her on
her achievements and in raising the profile
of actuaries.
Another reason for us to feel positive
came from my recent visit to an actuarial

www.the-actuary.org.uk
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department in India to see first-hand the
wide reach of the Profession. The work being
carried out by capable and enthusiastic
actuaries in the HSBC headquarters in
Kolkata has an impact as far afield as Ireland
and Malta.
I am not the only one who has taken
the time to think about the future of our
Profession. In a recent survey of members’
views, one of the main messages was the
importance of a forward-looking focus.
Many of you believe that actuaries should be
innovative and become more involved with
public debate. Many
also indicated your
support for a merger
between the Faculty
and the Institute.
By the time you
read this, the Joint
Councils will have
reached a decision on whether or not to
proceed with a formal vote. I look forward
to playing my part in the evolution of our
professional body.

One of the roles of the Profession is to
help members meet the fresh challenges in
the industry and adapt to the changes that
have occurred. We can do this by:
n Sponsoring relevant, challenging and
practical research
n Strengthening our professional standards
with a new code of conduct and wider peer
review
n Fostering flexibility within the
membership through knowledgesharing and the continuous professional
development programme

» An essential part of our approach
to rebuilding in the short term and
thriving in the long term will be in
facing the future with confidence

Facing the financial tsunami
Although there is much to look forward to,
it would be remiss of me not to mention
the challenges that many of us are facing
due to the turmoil in the financial markets.
In a presentation at the Chinese University
in Hong Kong in March, I spoke about the
actuary’s perspective on what I termed
the ‘financial tsunami’. It is an evocative
description, but the devastation that the
events have caused to and within the
financial sector has had a significant impact.
Some of the primary concerns for actuaries
regard valuation in a dislocated market and
the focus on capital strength and liquidity.
In the medium term, we need to focus on
challenging actuarial models and identifying
areas for further research such as countercyclical approaches to solvency and treating
savers fairly in a recessionary economy.

«

n Developing strong networking
opportunities
n Promoting wider skills and improving
support to members.
An essential part of our approach to
rebuilding in the short term and thriving
in the long term will be in facing the future
with confidence. I feel that our global
profession has a lot to be hopeful about in
coming years, including the input of some
of the bright and talented students that I
have met in the UK and abroad.
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Soapbox

Peter Elwin

Peter Elwin looks at the pricing of pension risks and the way in
which pension schemes are disclosed

Pensions pile-up

P

eople often say that corporate
defined benefit (DB) schemes in
the UK are an accident waiting to
happen. That is wrong. The accident
has already happened. It is just that we are
only now beginning to see the effects.
The cost of well-intentioned government
actions over the years has gone unnoticed
because the accounting standards we had
gave no indication of the true risks that
were involved in a DB promise, and so
did not show the significant increases in
pension liabilities that resulted from these
rule changes.

Current accounting regime
Even now the accounting is not working
well. DB pension liabilities are longerterm, more complex, and more uncertain
than any other liability
on a company’s
balance sheet,
apart from nuclear
decommissioning
costs. Accounting
standards require a
spot valuation at the
end of each period,
and an estimated
allocation of the
costs of making the
pension promise to
the period in which
it accrues. These
requirements are
built into the
fabric of our
current accounting
regime — they
worked well
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when we were prepared to wait until the
ship returned from the voyage before
counting the contents, but things have
become much more difficult ever since we
have demanded that the score be calculated
en route.
Actuaries are
clearly involved in
this process, but
all too often have
ended up joining in the fruitless debate
about which discount rate to use instead of
seeking better ways to ensure investors and
employees understand the costs of what is
promised and the risks to which it exposes
the business and the benefits to recipients.
We have ended up with the current IAS
19 approach, which uses an AA corporate
bond yield to calculate the accounting
liability, resulting in companies declaring
a present value that is useless in terms of
forecasting cash flows from the company
into the scheme.
Meanwhile, somewhere else in the same
building, an actuary will be advising the
finance director about the actuarial view
of the pension liability and the scheme’s
funded status, and another actuary will be
sitting in reception, preparing to explain how
his insurance company values the pension
liability and prices a pension buyout.
Three very different views, founded upon
potentially the same data set, but only the
one with the least informational content
and least impact on corporate decisionmaking is required disclosure under IAS 19.
Some companies, and some pension
schemes, are leading the way in terms of
disclosure, publishing their actuarial and
buyout liabilities, and setting these

figures in the context of the expected
cash payment profile of the scheme; but
in far too many cases this information
remains hidden from the financial markets,
leaving schemes and their sponsors subject
to rumour and
guesswork.
Imagine you are
a finance director. If
you started providing
pension benefits today, would you open a
DB scheme? If you did, would you fill a trust
fund with equities and property and appoint
a mixture of shop-floor workers, management
and external worthies, with unfettered
discretion to play with shareholders’ money
and the right to demand more if their bets
do not work out, without any obligation to
return any surplus?

» Imagine you are a
finance director. Would you
open a DB scheme? «

Same concept, different pile
Putting it another way, if the majority of the
pension scheme members do not work for
you, and the majority of your employees are
not scheme members, what benefit does the
business get from running off an existing
scheme over 80 years?
Fudging the numbers has not worked
— what can be done? Pension schemes
could start by publishing their latest funding
statement and a cash flow profile on the
internet. The government could raise the
retirement age and disclose the value of
the pensions it has promised. The reality is
that we will all have to work harder and for
longer than we thought.
Peter Elwin is head of accounting and valuation research
at Cazenove Equities. He is also a member of the UK
Accounting Standards Board and a pension trustee
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News in brief
Book for professionalism courses
If you have recently qualified as a fellow you
can book your place on a Professionalism
Course as soon as you receive a letter of
invitation. You can find out more about
professionalism courses at www.actuaries.org.
uk/professionalism_courses

Variable annuity seminar
The UK and European insurance industries
are facing challenges to address the longterm saving and retirement income needs
of their clients while competing with
other financial services offerings. The
variable annuity (VA) market has started to
develop critical mass and is on the cusp of
becoming the retirement vehicle of choice.
This seminar, on 15 May at the Law Society
in London, will focus on developments
and challenges in the variable annuity
market. For more details, please go to www.
actuaries.org.uk/conf/variable_annuity_market

Lay appointments boost Profession’s regulatory work
As part of its commitment to excellence
in professional regulation, the Profession
is enhancing its resource in this area.
In addition to increasing the staff
complement, Sir Philip Mawer has been
named chairman designate and Penny
Shepherd MBE has been appointed a lay
member of the Profession’s professional
regulation executive committee. The
committee is responsible for setting strategy
and developing the quality framework of
ethical and conduct standards within which
actuaries work. Sir Philip and Ms Shephard
will join Alex Galloway CVO, who has
worked with the Profession since 2007.

A valuable proposition
The Insurance proposition and market
developments one-day seminar, on 22 May
at Staple Inn in London, will provide an
update for life actuaries, particularly those
who do not work in marketing or product
development environments. It will review
the major proposition and marketing
developments in the life insurance market
within the past year and discuss future
developments. For more details, please
go to www.actuaries.org.uk/conf/market_
developments

ASTIN 2009
You can still book to attend the 39th
International ASTIN Colloquium on 1-4
June in Helsinki, Finland. The programme
will include keynote speeches on: internal
models in non-life insurance; post-claim
reserving methods; securitisation in nonlife insurance; and non-life insurance and
national economies. There will also be a
panel discussion on climate change. For
more details, please go to www.actuaries.
org/ASTIN/Colloquia/Helsinki/Home_EN.cfm

Sir Philip Mawer

Communications
and salutations
Many members have told us how much they
like the new style and format for
e-newsletters and how easy it
is to find relevant information.
Here are a few of your comments:
“An excellent approach to update
us swiftly and it’s easy to select the
relevant topic of most interest”
“New format looks good and fresh”
“Well designed and time-saving”
“This is an enormous improvement – well laid out
and easy to find the items relevant to me”
“Much improved and very helpful! Looks great.”

Diary dates
n Solvency II will be the subject of the
open forum on 19 May in Edinburgh. www.
actuaries.org.uk/conf/information_overload
n Joining forces on mortality and longevity,
21-22 October at the Royal College of
Physicians in Edinburgh. For more details,
please go to www.actuaries.org.uk/conf/
joining_forces

10
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Some of you have asked whether it would
be possible to select a different salutation
(such as ‘Dear Mr Smith’ instead of ‘Dear
John’) or give a preferred name (such as ‘Dear
Jim’ instead of ‘Dear James’). Changes have
now been made to the Profession’s IT systems
and it is now possible for each member
to choose their preferred form of address.
Follow these steps to make the change.

Sir Philip was the parliamentary
commissioner for standards until the end of
2007 and is currently the prime minister’s
independent adviser on ministers’ interests.
He also serves as a non-executive director
of the Ecclesiastical Insurance Group.
Ms Shepherd is chief executive of UKSIF,
the sustainable investment and finance
association. Alex Galloway was clerk to the
Privy Council until his retirement in 2006.
Commenting on his appointment,
Sir Philip said he was looking forward to
contributing to the Profession’s regulatory
framework. “Actuaries play a vital and
growing role in the UK’s financial services
industry. I welcome the opportunity to help
the Actuarial Profession ensure it continues to
regulate its members as effectively as possible,
in the interests of the public, its clients and all
who belong to the profession.”
Caroline Instance, the Profession’s
chief executive, said: “The independence
of thought that Sir Philip Mawer and
Penny Shepherd will bring will play a vital
role within the Profession’s regulatory
framework in maintaining the highest
standards of professional practice among
our membership, for the benefit of all those
who rely on actuarial advice.”
Sir Philip and Ms Shepherd attended their
first meeting in April. Sir Philip will assume
the chair of the committee on 1 July.

1. Log on to www.actuaries.org.uk
2. Click on ‘Members’
3. Click on ‘Transactions and personal
information’
4. Log-in using your ARN as your
username and your date of birth in the
format dd/mm/yyyy
as the password
(unless you have
previously changed it)
5. Click on ‘Your
contact details’
6. On the right-hand
side of the screen you will
see the ‘Personalisation’ field showing
the name currently on your record. To
change this, click the ‘Update’ button.
7. Type the name by which you wish to
be addressed and click ‘Submit’
8. The screen will revert to the ‘Contact
details’ page, showing the changes you
have made.
9. Log out (at the top right corner of the
screen).
Any changes will be effective from
the next communication you receive.
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News in brief

Origins of life
in Japanese
Japanese TV channel NHK filmed material
from the Profession’s archive recently, for the
programme SomoSomo on the origins of life
insurance. Catherine Henshall reviews the results.
The programme begins with a survey of
how Japanese society has evolved, and the
rise of the modern ‘salary-man’. For this
iconic businessman — an office worker
with a wife and children at home — life
assurance became important in order to
provide financial security for his wife and
children in the event of his death.
Next we turn to England in the mid-18th
century and the origins of life assurance. We
observe Hogarth’s print Gin Lane (of 1751)
showing dire poverty and people dying on
the streets. Alongside this, the need and desire
to protect the family income was growing.
The programme then dramatises James
Dodson’s application to the Amicable
Society. He witnesses the society’s insurance
panel assessing applicants, and one applicant
being turned down because his red face
signalled a bad heart and the likelihood
he would die young. On his turn, Dodson
is angered when he too is refused by the
insurer on account of his age.
We see James Dodson become a cartoon
character contemplating scenes of risk.
His writings on mathematics turned to
questions of insurance and he went on to
write an original ‘Lecture’ outlining a fairer
basis to offer life insurance and calculate
tables of mortality and premiums for each

News

Ride out the storm
This year’s pensions conference, Weathering
the Storm, will take place in Leeds on 3-5
June at the Queen’s Hotel. It is the premier
event for the UK’s pensions actuaries. The
programme will include sessions on the
financial crisis, pensions social policy and
risk management. For more details, see
page 24 or visit www.actuaries.org.uk/events/
Pensions2009

The price is right

age. Sadly Dodson died only a short time
after this, leaving a wife and family.
Several years after his death, the Society
for Equitable Assurances was founded in
1762 by others using Dodson’s pioneering
actuarial principles.
Turning back to Japan, we learn of
Yukichi Fukuzawa, revered nineteenthcentury social reformer, who introduced life
insurance to Japan and now appears on the
10,000 yen banknote.
During the Second World War, women
worked for life insurance companies as the
men were away fighting. The bubble in
Japan would burst and seven life insurance
companies failed one after the other.
The programme concludes by explaining
the concept of pooling risk and sharing
the cost of insurance among the surviving
policyholders.
SomoSomo translates as ‘in the beginning’
or ‘originally’ and the programme was
broadcast in Japan on 28 September.

Pricing is central to the success of any
insurer or reinsurer. Leveraging the latest
techniques and engaging effectively
with other functions within the business
is important in the current economic
climate. This seminar, on 24 June at the
Royal College of Physicians in London, will
bring together 18 leading industry experts
from the UK and overseas to present on
a range of technical and business issues
relating to general insurance pricing.
For more details, go to www.actuaries.org.
uk/conf/pricing_seminar

GI conference in Singapore
The Singapore Actuarial
Society is organising
a general insurance
conference, on 6-7 May
at the Amara Hotel in
Singapore. The conference is open to
all general insurance professionals and
other interested parties. For more details,
including a synopsis of the papers, go to
www.actuaries.org.sg. To book a place, please
contact patsy@actuaries.org.sg

ERMWP call for contributors
Last year, the Effectiveness of Reserving
Methods Working Party (ERMWP) ran a
major exercise to test the effectiveness of
a variety of general insurance reserving
methods. Many general insurance
actuaries volunteered to help with the
research, and ERMWP is grateful to those
who gave their time.
Analysis of these results has given
valuable insight into the effectiveness of
methods and how actuaries use them.
However, there is further work to be done in
order to develop conclusions. To this end,
ERMWP is launching a new testing exercise,
which is intended to reflect a real-life
reserving process.
Each actuary will be asked to project
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one or more datasets using a variety of
methods. A fully functional reserving
spreadsheet will be provided to volunteers,
as well as detailed background to the
business that would normally be obtained
through meetings with underwriting
and claims specialists. Individualised
feedback will also be given to contributors,
comparing their estimates with actual
outcomes and with other contributors’.
ERMWP welcomes contributions from
those with experience in general insurance
reserving, whether a qualified actuary or not.
The exercise should take no more than a few
hours. Please e-mail giroc@actuaries.org.uk if
you are willing to partipate. Testing should
be completed by Friday 29 May.
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Risk and investment conference
Recent events in global financial markets
have highlighted the importance
of financing and investment risk in
the context of overall enterprise risk
management. The theme for this year’s
risk and investment conference, on 21-23
June at the Grand Hotel in Brighton, is
‘Managing liquidity: taking advantage of
deep water but staying afloat when the tide
goes out’.
Many of the financial institutions
advised by actuaries will be looking to
generate returns by taking advantage of
liquidity conditions at the same time as

managing their liquidity risk.
The programme will include
contributions from actuarial research,
updates from parallel researchers in leading
institutions, and current views from market
participants.
The conference will appeal to actuaries
with an appetite to find out more about the
current financial crisis and those working
in the finance and investment consulting
fields.
To book your place, please go to www.
actuaries.org.uk/members/transactions/
conference_booking

Strategic concepts seminars announced

Strategic skills are becoming increasingly
important as actuaries move into nontraditional and decision-making roles in
companies and organisations. To help
support actuaries in making this transition
and sharpen their strategic-thinking skills,
a series of seminars has been designed for
the Profession by Imparta Ltd, whose expert
facilitators work on all aspects of strategy with
global companies and business schools.
The seminars will be held on 3 July, 24
September and 1 December, and aim to

Merger voting implications
The Faculty and the Institute normally hold
their respective annual meetings — Faculty
ordinary general meeting (OGM) and
Institute annual general meeting (AGM) at
the end of June. The Councils of the Faculty
and the Institute are due to meet on 29 April
to decide whether to proceed with a formal
vote on the proposed merger of the Faculty
and the Institute.
In view of the decision to be taken at this
April meeting and the implications if the
memberships of the two bodies were to vote
for a merger, both Councils have separately
considered arrangements for their respective
annual meetings.
At its meeting on 19 January 2009,
Faculty Council considered it would be
appropriate to proceed with its OGM on
29 June 2009. It reached this decision in
light of its rules, which state that an OGM
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provide qualified actuaries with greater
confidence and capability in analysing and
discussing strategic issues, a proven problemstructuring method to enable them to tackle
complex strategic projects more effectively,
and frameworks for communicating findings
and recommendations.
Recent delegates have found the seminar
rewarding. Sean Kurian said: “I found the
course quite insightful and would recommend
it to other members of the profession.” Mark
Richardson said: “I thought this was a useful
event that was well facilitated and pitched at
a level that allowed both an overview of the
use of strategic-planning concepts and deeper
exploration of how these might be used in
practice through group work.”
For more details, visit www.actuaries.org.
uk/conf_flyer/StrategicConcepts2009
shall be held each year. The rules do not
offer much flexibility to move the date of
an OGM and Faculty Council therefore
interpreted the rule to mean that the
meeting should take place within a 12month period, and the last OGM was on 23
June 2008.
As normal, there will be four vacancies for
ordinary members of Faculty Council and
details of the four candidates proposed by
Faculty Council will be circulated separately.
Faculty members may also nominate
alternative candidates for the four vacancies.
Candidates for the Faculty vacancies should
be aware that, if the Councils of the Faculty
and the Institute decide to proceed with
a formal vote on the merger and if the
membership of the two bodies were to
agree to such a merger, the term of service
on Faculty Council for those elected on 29
June 2009 would be only until the effective
date of a merger. For more details about

Notice of the
Ordinary General
Meeting of the
Faculty of Actuaries
in Scotland
Notice is hereby given of the Ordinary
General Meeting (OGM) of the Faculty of
Actuaries in Scotland to be held on Monday
29 June 2008 at 5pm at The Merchants’
Hall, 22 Hanover Street, Edinburgh EH2 2EP.
The business of the meeting will be:
■ Minutes of OGM of 23 June 2008
■ Report by Council and Statement of
Accounts
■ Appointment of auditors
■ Update on merger proposals
■ Election of ofﬁce-bearers
■ Re-election of continuing members of
council
■ Election of new members of council
■ Election of honorary fellows
The papers for the meeting will be
despatched by email four weeks prior to the
OGM, in accordance with Rule 9g(i) of the
Faculty rules and by-laws.
Tea will be served from 4.30pm.
David Hare
Honorary Secretary
Faculty of Actuaries in Scotland

the Faculty OGM, please contact Mairi
Macintyre at mairi.macintyre@actuaries.org.uk
The Institute Council considered it
inappropriate to operate the normal
Institute AGM timetable and Council
elections when a merger vote may take
place in the summer. Institute by-law 80
specifically allows for a period of up to 15
months between AGMs, and the last AGM
was on 30 June 2008. At its meeting on 4
February 2009, Institute Council agreed to
hold its AGM for 2008/9 on 28 September
2009. By this date, the outcome of any
decision by Joint Councils to proceed with
a formal vote would be known, as would
the outcome of a vote. Current Council
members and office bearers will remain
in post until the date of the AGM, before
which, if necessary, elections to Institute
Council for 2009/2010 could take place.
Formal notification of the Institute AGM
will follow in due course.
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A moment on the lips, a lifetime on the hips
The impact of a few extra
inches around the waist on life
expectancy can be calculated
using a new chart, released by
the Profession and Cass Business
School.
Using the chart, a 30-year-old
man or woman can enter their height
and waist measurements to find out the years
they are likely to lose due to obesity.
The chart shows that a heavily obese
30-year-old man could lose up to 20 years
of his life when compared with a man with
optimum measurements. A woman of a
similar waist-to-height (WTH) ratio is likely
to lose 13 years.
The chart was developed as part of a

new study on obesity and
mortality, A study into the
detrimental effects of obesity on
expectancy
life expectancy.
The study used actuarial
calculations of body
mass index (BMI), which
is worked out as weight, in
kilograms, divided by the square of the
height in metres and WTH ratio measures
to gauge the impact of excess fat on
mortality. The data has implications for the
insurance and pensions industries, health
care and social policy.
Co-author Dr Ben Rickayzen, head of the
Faculty of Actuarial Science and Insurance at
Cass and fellow of the Institute of Actuaries,

said: “According to a recent Department of
Health report, approximately 24% of the
population in England is obese. If current
trends continue, it is likely that obesity will
become an even larger influencing factor on
mortality. Obesity is a preventable condition
and a relatively recent phenomenon. It is also
wasteful of scarce health resources because it
increases the prevalence of diseases such as
diabetes and heart disease.
“To date, the majority of the research into
the effects of obesity on mortality is based
on US population samples. However, there
is a dearth of research into obesity using
UK-specific data. The aim of this paper is to
redress some of this balance by considering
the effect of obesity on life expectancy
in the UK.” www.actuaries.org.uk/library/
Mayhew_obesity.pdf

Consultation on Actuaries’ Code
The proposed Actuaries’ Code sets out the ethical principles
and standards that actuaries are expected to observe in their
professional lives.
The Code will be supported by Actuarial Profession Standards
(AP Standards) and Information and Assistance Notes (IANs).
The ﬁnal Code will be published in June and will be effective from

1 August 2009. Consultation meetings were scheduled to take
place on 20 April at Staple Inn in London and on 29 April at the
Merchants’ Hall in Edinburgh. Feedback and comments about the
Code can also be sent to code@actuaries.org.uk
For more details about the Code, please go to www.actuaries.
org.uk/regulation/ActuariesCode_draft200904.pdf
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IUA fellowship prize winner Masters briefed on
Imperial system

Mike Kipling, left, presents Bruce Stocker with
the IUA General Insurance Fellowship prize for his
performance in the September 2008 exams

Profession sees surge in exam entries
Entries for the April exams closed on
23 March and the total number of
subject entries was 11 818, compared
with 10 421 for the previous year — an
increase of 13.4%.
The CT entries have been
particularly high, which reflects
an increase in the number of new
students registering during the past
year. Of the 7250 students registering
to sit the exams, just under 4000 (54%)
chose to do this online.
The pilot project to offer CT1

(Financial Mathematics) to a range of
people has resulted in 72 candidates
applying to sit the exam. The exam
has been developed to enable
non-actuaries to develop their
knowledge and understanding of
actuarial practice.
The Profession’s exams team is
focused on ensuring the number of
assistant examiners is sufficient for the
volume of papers and on establishing
around 120 exam centres in some
80 countries.

Syllabus and Core Reading changes
The syllabus and Core Reading for CT7
will change for the exams from April
2010 onwards.
CT7 will be renamed ‘Business
Economics’ and the emphasis will be
on economics in a business context.
The scope of economic theory covered
will be similar to that in the current
CT7 but the change of focus will make
the subject more accessible to students
and more useful in their work.
The material will help underpin
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some of the material covered in CT9
(Business Awareness) and the changes
have been discussed extensively with
practising actuaries, universities and
ActEd.
The Core Reading will link to a
standard textbook, Economics for
Business by John Sloman and Kevin
Hinde. The book is accompanied by a
range of online material which will be a
source of additional (non-examinable)
information for students.

Institute president Nigel Masters and head of learning
Trevor Watkins visited Imperial College Business
School in March for a briefing on the recently
reviewed MSc Actuarial Finance programme. During
the visit, Mr Masters talked to the programme’s
designers, teaching team, students and recent alumni.
The programme, which aims to provide actuarial
trainees with an alternative qualification route, has
undergone an in-depth review under the guidance of
its programme director, Tony Hewitt. Mr Hewitt said
a key objective is to ensure the MSc meets the needs
of both actuarial trainees and employers, focusing on
the particular needs and seasonal workloads of each
practice area.
“The Imperial Actuarial
Finance MSc will
appeal to actuarial
trainees with strong
academic ability,
self-discipline and
commitment. These
students will thrive at
Imperial — gaining not
only broader financial
knowledge and skills
but also a deeper
Nigel Masters
understanding of the
commercial, professional and ethical issues faced by
actuaries today.”
Mr Masters said the syllabus supported the
Profession’s vision of equipping actuaries to move
beyond traditional practice areas into broader risk
management fields.
He sees actuaries as offering, “without a doubt,
the best skills for enterprise and mega-project risk
management”.
Former student Louise McCarthy said the
programme had provided a wider set of skills than
those typically offered by traditional alternatives.
“We’ve undertaken independent research projects
working with a wide group of people and ideas, using
econometrics and other research techniques beyond
those needed to qualify as an actuary. Our broader
knowledge and understanding — in areas such as
enterprise risk management and personnel economics
— gives us a unique perspective on day-to-day issues
relevant to our clients.”
Liam Mayne, who recently completed a research
project on diversification gains from commodities,
was also enthusiastic: “Right from the outset, we
were shown that we must be able to communicate
effectively with a range of stakeholders, be they
financial directors or fund managers.”
For more details, please go to www3.imperial.
ac.uk/business-school/programmes/msc-actuarial-finance
or contact a.hewitt@imperial.ac.uk
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Tax year cut-off lumbers schemes with heavy deficits
Companies hoping for a last-minute
reprieve before their financial year-ends
were out of luck as they were forced to
record huge pension losses in their company
accounts for the year ending 31 March 2009,
according to Aon Consulting.
The aggregate deficit of £36bn at the end
of March was in stark contrast to the £10bn
surplus recorded this time in 2008 and it
will have resulted in £46bn being wiped off
balance sheets over the year. Despite these
losses, there will have been sighs of relief
from companies because the losses could
have been as high as £80bn if the year-end
had been three weeks earlier.
The Aon200 Index, which measures the
pensions accounting position of the 200
largest privately sponsored pension schemes,
shows that March was one of the most
testing months for companies operating
defined benefit (DB) pension schemes over
the past year. Early in the month, deficits hit
a three-year high of £73bn but, to the relief

of those companies with March year-ends,
had improved to a deficit of £36bn by the
end of the month.
Pensions accounting has become a lottery
for companies. Half of firms submit accounts
based on the end-of-March position and,
unfortunately this time round, will be
feeling the effects of a weaker balance-sheet
position and a lower profit for 2009-10.
Conversely, companies that reported at
31 December will feel they have escaped
relatively lightly and have not been as
disadvantaged by the recent dramatic
swings.
Sarah Abraham, consultant and actuary
at Aon Consulting, said: “While there is
always an element of luck as to how the
deficit will look at the reporting date, this
has been exacerbated by the recent asset
volatility. Unfortunately, on top of this,
the effect of quantitative easing loaded the
odds against employers that were reporting
at the end of March.

Aon200 Index

“This lottery effect will also be seen with
funding valuations, where the level of
contributions that an employer has to pay
is determined by calculating the pension
scheme deficit at a given date. In this case,
the impact of quantitative easing may mean
excessively heavy funding requirements for
employers that have funding valuations
due at the end of March. However, by
seeking appropriate advice regarding
the assumptions to be adopted for the
calculation of liabilities, employers will
be able to minimise the adverse effect of
current market conditions.”

Comparative figures for
the FTSE 100 companies
Date

Total surplus
(deficit) under
FRS17/IAS19

31 January 2008

(£4bn)

29 February 2008

£17bn

31 March 2008

£10bn

30 April 2008

£5bn

Total FRS17/IAS19 surplus (or deficit) for the UK’s 200 largest privately sponsored pension schemes

31 May 2008

£6bn

Source: Aon Consulting

30 June 2008

(£18bn)

31 July 2008

(£12bn)

31 August 2008

(£14bn)

£40bn
£20bn
£0bn
-£20bn
-£40bn
-£60bn

Feb Mar Apr May June July Aug Sept Oct Nov Dec Jan Feb Mar
2008 2008 2008 2008 2008 2008 2008 2008 2008 2008 2008 2009 2009 2009

30 September 2008

(£1bn)

31 October 2008

(£6bn)

30 November 2008

£16bn

31 December 2008

£2bn

31 January 2009

(£16bn)

28 February 2009

(£24bn)

31 March 2009

(£20bn)
Source: Aon Consulting

UK longevity club sees rush for membership in its first year
Club Vita, the UK’s first longevity
comparison club, has enrolled
50 new occupational pension
schemes in its first 11 weeks.
With combined assets of £90bn,
Club Vita members represent
approximately 10% of all UK
fund assets. Members include
large, medium and small
private and public sector schemes
throughout the UK.
Nick Flint, pictured, chief
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executive at Club Vita,
said: “As pension
schemes tackle the
numerous challenges
posed by recession,
trustees are increasingly
seeking ways to cut costs
and improve efficiency.
“We’re seeing a clear
trend: schemes are moving
away from traditional
triennial valuations and

related longevity assessment. They’re
looking to gain a comprehensive
understanding of the impact of longevity
risk and monitor it annually as part of a
risk management framework.”
Club Vita was founded in 2008 by
Hymans Robertson to provide longevity
analytics to pension schemes and their
actuarial advisers. It operates under the
direction of an independent supervisory
board that is chaired by Peter Thompson,
the former chairman of the NAPF.
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ABI calls for ‘sensible measures’ following G20
The ABI has published a response to the
agreements and statement made by
leaders at the G20 London summit.
Stephen Haddrill, ABI director general,
said: “We welcome the G20 statement,
which made valuable commitments
to ensure an open world economy,
strong markets and effective financial
institutions. The important challenge
now is for national governments and
regulators to follow fine words with
sensible measures that ensure effective
regulation and prevent protectionism.
“The EU has a vital role to play here
in protecting the single market; the
EU and the Financial Stability Board
will need to stick to the principles of
modern markets and not try to reinvent
older forms of regulation that belong
to past eras. The UK and London in
particular have most to lose if the fine
words of today become the shackles
of the future. With the ABI’s members

controlling 15% of the UK’s capital, the
ABI will be vigilant in monitoring how
our authorities rise to this challenge.”
Commenting on specific Financial
Stability forum proposal areas, Haddrill
commented on:

1. Remuneration
“We welcome the moves to ensure
remuneration encourages long-term
value creation and does not lead to
excessive risk-taking. We must stress the
need to avoid the possibility of reward
for failure. The FSA’s proposals are
already aiming to do this. Any new steps
to support that can only be good news.”

2. Accounting
“Fair value did not cause the crisis
and any moves to change accounting
provisions must recognise the difference
between financial data for investors and
prudential requirements for regulators.”

Stephen Haddrill

3. Cross-border supervision
“This renewed commitment of
cross-border financial supervision
should allow companies to use
branches and cross-border sales.
Driving firms into subsidiarisation
would be a retrograde step.”
Further information can be found at
www.abi.org.uk

Longevity swap placed by Aviva and Partner Re

Pension cuts announced

Norwich Union, PartnerRe and RBS
have announced the successful placing
of a longevity swap in which the risk of
UK annuitants living longer has been
transferred to the capital markets for the
benefit of Norwich Union (NU).
The transaction has enabled NU to
transfer the longevity risk on a £475m
book of older UK annuitants until 2018. It
was placed with a range of capital market
investors despite difficult market conditions
and brings new capacity for longevity risk.
Under International Financial Reporting
Standards and Market Consistent

The British division of Aon, the leading
pensions advisory firm, has announced it is
cutting contributions to its workers’ pensions
by up to half, from 12% to 6% of salary.
Aon’s actions may make it the first large
company in Britain to cut payments to
employees’ defined contribution schemes,
which — unlike final salary schemes — rely
on the performance of the stock market.
Aon said the move was preferable to
cutting its working week, offering sabbaticals
or cutting staff. Admitting that some workers
would view the move as a cut in salary, Aon
highlighted that workers value benefits
differently to the way they value salaries.
Adjusting employer contributions into
defined contribution schemes may become
easier after 2012 when new rules take effect
requiring employers to contribute at least
3% of pay to pensions for all workers who do
not opt out of them. Aon’s scheme required
employees of all ages to contribute 2% of pay.
In return, the company would contribute
between 6% and 12% of pay, rising in line
with age.
The Aon scheme assisted older workers
by increasing employer contributions with
age. Workers in their 20s only received a 6%
contribution rate from the company, those
in their 30s could expect a contribution of
8% of pay and those in their 40s and 50s
attracted rates of 10% and 12% respectively.

Embedded Value, the transaction is
immediately accretive for NU and also
releases capital.
RBS acted as arranger and bookrunner for
the transaction. PartnerRe, in addition to
being the lead investor in the deal, provided
input into the pricing for the underlying
longevity risk.
Gianfranco Simionato of RBS Credit and
Insurance Risk Transformation said: “The
success of the transaction demonstrates
that, even in a tough market environment,
longevity risk represents an attractive
exposure for capital market participants.”

Leading insurers to shed more than 2000 jobs
Leading insurer Aviva and reinsurer Swiss
Re have both announced plans to shed
thousands of jobs. In a statement, Aviva said
it was proposing to cut 1100 UK jobs this
year and will aim to “close” 590 contract
positions over the next few months.
Meanwhile, reinsurer Swiss Re has
announced plans to cut 10% of its 11 560
staff following record losses that led the
firm to seek a capital injection from Warren
Buffett’s holding company, Berkshire
Hathaway.
Both insurers have reported significant
losses for 2008 and both have had their credit
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ratings downgraded in recent months.
Swiss Re has suggested that the reduction
will save the company SFr400m ($350m) by
the end of 2010, however, trade union Unite
has suggested that Aviva’s plans are unrelated
to the current economic downturn.
A spokesperson for Swiss Re declined to
comment when asked whether or not UK
staff will be affected. Unite expects staff at
the Aviva group’s York and Norwich offices
to be in the front line, although job losses
at Aviva’s other UK sites are expected. Aviva
employs approximately 30 000 people in the
UK currently.
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From the world of general insurance
Fall-out from the global financial crisis
It emerged in early March that US and,
particularly, European banks had received
around $90bn of the $180bn bail-out funds
provided to AIG by the US government.
A large part of this total was provided to
the banks in their roles as counterparties
to various AIG credit default swap deals.
A number of US senators expressed
considerable dissatisfaction with this use of
US taxpayers’ bail-out funds.
Shortly afterwards, it was also disclosed
that AIG was paying bonuses totalling
$165m to members of its staff (mainly in
the financial products unit that caused
the losses). These bonuses were claimed to
be written into the contracts of the staff
involved as required under the Connecticut
Wages Act. But this statement is being
challenged and the whole idea of AIG
paying bonuses received an angry response
in government and public opinion in the
US. Edward Liddy, AIG chairman and chief
executive called on AIG executives to return
at least half their bonuses above $100 000
– some appeared happy to do more than
this, even the whole amount. The US House
of Representatives passed a motion calling
for a 90% tax on bonuses paid by companies
receiving bail-out funds, but there were
questions as to whether this would be
constitutional. At the beginning of April,
the US Government Accountability Office
recommended that the US Treasury should
make the additional $30bn of aid to AIG
contingent on the company renegotiating
its contracts with executives, employees and
financial counterparties.

More claims to come from the crisis
Leena Ekman, business development
manager at Global General & Reinsurance
Services Ltd, said she expected the insurance

For more general
insurance news
More news on the following items
can be found on the website:
n Financial crisis fall-out
n Health hazard developments
n Solvency II
n Lloyd’s
n PwC GI profitability research
n Swiss Re job cuts
n Climate change
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
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industry to receive claims from the current
financial crisis significantly greater than it
had had from the Enron scandal.
Enormous claims are expected to affect
errors and omissions (E&O) and directors’
and officers’ (D&O) liability classes. Henrik
Rasmussen, claims manager at Swiss Re
Europe, estimated the potential as $3bn
to $9bn for D&O and $3bn to $16bn
for E&O. The comments were made at a
commutations conference in Cologne.

2008 fire losses in the UK
The Association of British Insurers has
published the annual fire-loss statistics for
the UK, which show an increase of 16% from
2007 to 2008 to £1.3bn, the highest total on
record. Of the overall total, £865m related to
commercial property and £408m to domestic
property. Premium rates, which have been
falling steadily, are thought likely to stabilise,
or possibly increase, in the near future.

Ltd, under the leadership of Marty Becker
of Max Capital. The deal is expected to be
completed in the third quarter of 2009.

Claims on the up as repossessions rise
The increasing number of housing
repossessions in the UK has produced a rise
in claims against solicitors and surveyors,
as lenders attempt to recover the shortfall
between the price on forced sale of the
property and the outstanding balance
on the mortgage. However, based on the
experience of the previous downturn, the
courts are likely to reduce the amounts
of any damages on the basis of lenders’
imprudent lending practices. This relates to
the fact that the lender is under a regulatory
obligation to consider the borrower’s ability
to afford the repayments, an issue which
many lenders appear not to have taken too
seriously over the last few years.

General Re/AIG court case
Further to the case of the five General
Re and AIG executives found guilty
of conspiring to arrange a scheme
to manipulate the accounts of AIG,
Christopher Garand, ex-vice-president at
General Re, has been sentenced to a fine
of $150 000 and one year and one day in
prison. He is the third of the five convicted
to be sentenced – Ronald Ferguson is still on
bail pending his appeal.

Marine kidnap and ransom (K&R)
It is expected that K&R premiums for shipowners whose fleets travel in the Gulf of
Aden area will rise significantly on renewal,
in view of the substantial increase in the
piracy problems since policies were renewed
in 2008. The continuation of the problem
was emphasised when two chemical tankers
were hijacked within 24 hours in late
March and a considerable number of high
profile attacks occured in early April. Some
premium rates are increasing by multiples
of six or seven, and this is expected to
continue at least until the autumn. Some
ship owners have decided not to renew
specific K&R cover, but to include protection
under their hull and war risks policies.

Lobbying for insurance premium tax
(IPT) cut on travel policies
Following the reduction in the rate of VAT
from 17.5% to 15% in the UK, insurers are
lobbying for the rate of IPT on travel policies
to be cut similarly. This would simplify
the tax calculation for travel agents who
sell the insurance alongside holidays, and
prevent any shifting of the value between
the two elements to reduce the tax burden.
The government has pointed out that the
VAT reduction is only temporary and it is
therefore not appropriate to reduce IPT in
this way.

Mergers and acquisitions
At the beginning of March, the boards
of IPC Holdings and insurer Max Capital
agreed a merger proposal under which
the former would acquire the latter for
$912m in stock, with the combined entity
operating by the name Max Capital Group
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Tuesday 12 May
The nature of the pensions
‘promise’
Staple Inn Hall,
5:30pm for 6pm

Thursday 21 May
Post-exam party – 80s disco
Club Aquarium
256-264 Old Street
London EC1V 9DD
7pm

Monday 8 June
Risk Management failure – the
cause of the current economic
woe?

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

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

Social event
Exams will be over and summer round the corner,
so what better way to celebrate than drinking and
dancing the night away at the first ever SIAS 80s
disco night? Dig out all those clothes your parents
used to wear... it’s time to PARTY! Prizes will be
awarded for the best dressed so be sure not to
miss out.
A finger buffet will be served during the evening
and the first few drinks will be on SIAS.
Tickets are £10 for SIAS members, £15 for nonmembers. To reserve your places, please e-mail
Nilantheny Christie nilantheny.christie@aig.com
Please note that tickets will be allocated on a
first come, first served basis so be sure to reserve
quickly to avoid disappointment.

Programme event
The Global Financial Crisis Group has formed a panel,
including Bruce Porteous, Paul Stanworth and Simon
Hills, who will debate the motion: ‘Risk Management
failure — the cause of the current economic woe?’

The debate will be chaired by Roger Dix.
There is no need to register for this event in
advance. A buffet supper will be provided at the Cittie
of Yorke pub after the meeting.

Staple Inn Hall
5:30pm for 6pm

Saturday 27 June
Five-a-side football tournament
Details TBC

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

For details of events, visit www.sias.org.uk
www.the-actuary.org.uk

019_Actuary_0509_SIAS.indd 19

April 2009

19

22/4/09 13:22:35

News

Join in fellowship
The Fellowship Club was formed in 1924
to provide an opportunity for actuaries
to meet and dine after sessional
meetings at Staple Inn, no doubt in good
“fellowship”. It continues in the same
vein to this day, with a rationale best
described as “networking”.
It has always been a convivial club to
which members’ guests are welcome,
and the tradition is to have a guest
speaker chosen with care to enlighten
and entertain. Recent guests have
included Jon Tanswell, who spoke on the
work of the Mission Aviation Fellowship,
Andreas Whittam Smith, First Estates
commissioner, who spoke about the
challenges for non-executive directors in
delivering good governance, and Professor
Nick Woodhouse, who spoke about
Mathematics at Oxford. Our next guest
speakers are Paul Manduca, a former fund
manager, who will be speaking on the
failure of the financial system, and Graeme
Hart, a former orthopaedic surgeon and
medical claims expert.
The club currently frequents the
Innholders Hall and the Cutlers Hall,
both delightfully traditional venues. Joint
events are arranged from time to time
with other clubs, such as a forthcoming
May dinner at the Hurlingham Club,
jointly with the Other Half Club.
We are keen to attract new members
so, if you are interested, please contact
paul.thornton19@btinternet.com or Jason
Hurley, secretary at jhurley@rgare.com.
Paul Thornton
President

Actuarial bike ride
to benefit charities
Actuaries and friends are invited by the
Worshipful Company of Actuaries to
support a sponsored bike ride in London
on Sunday, 31 May 2009. The senior
warden of the Actuaries’ Company, Adrian
Waddingham, hopes to lead a party of 150
actuaries on a bike ride to raise over
£30 000 primarily for the Stroke
Association, and also for other charities
supported by the Company.
Further information and application
forms are available from Susan George
(susan.george@barnett-waddingham.co.uk or
+44 (0)20 7776 2200) at the Worshipful
Company of Actuaries.
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Double success for Worshipful Company bridge players

Big winners:
Peter Turvey and
John Macleod

It was another very successful year for the
Worshipful Company of Actuaries at the
27th Inter-Livery Bridge Competition held
at Drapers’ Hall on Monday, 2 March. The
overall winners were Peter Turvey and John
Macleod. Together with Sos Green and John
Lockyer, they won the trophy for the best
livery company team.
This is the sixth time that a pair
representing actuaries has won the event,
and also the sixth year out of eight when
actuaries have won the team event.

SIAS pub quiz
Report by James Williamson
Which are the only two English football
teams that do not have any of the first five
letters of the alphabet in their names? And
which are the only four countries of the
world that end in a letter that is different
to the last letter of any other country?
These were just a couple of the
intriguing questions posed at this year’s
SIAS pub quiz, held at the City Tavern on
19 March.
Quizmaster for the evening was the
erudite Lesley-Anne Brewis, and the
questions covered a wide range of general
knowledge topics, although there did seem
to be a noticeable bias towards daytime
TV-related questions.
There was high scoring all round. Third
place went to ‘Stephen Fry’s Inexplicable
Children’, who were rewarded with some
nice chocolates for their efforts. However,
the top two teams were tied on equal points,
‘It’s All Downhill From Here’ (Barnett
Waddingham) and ‘Munich Re United’
(Munich Re) — last year’s winning team.
We therefore had an exciting showdown
to decide the winner. Each team’s

star player was handed a buzzer. Ed
Waddingham and Peter Fenner stepped
forward respectively for the two teams, and
the first player to get three correct answers
would win the quiz.
Ed went ahead on the first two
questions. The next, “What colour is
zero on a roulette wheel?” was answered
correctly as “green” by Peter. Ed just
needed to get the next question to win.
The question posed was: “What gas makes
up 78% of the atmosphere?” Ed got in first,
with the correct answer of nitrogen, to
scoop the trophy.
Many thanks to the quizmasters, the
City Tavern, and to all the teams that took
part. I’m looking forward to next year’s
event already!

Births

Deaths

n Daniel Johns and his wife Lily Dieu
(both Prudential) are pleased to announce
the arrival of their son, Toby Howard Johns
on 2 March 2009.
n Rohit Siquiera (Alexander Forbes
Financial Services) and wife Alina are
pleased to announce the arrival of their
daughter Sasha, born 7 March 2009.
n Emily Nichols (Watson Wyatt) and her
husband Matthew are pleased to announce
the birth of daughter, Anya Rose Nichols, on
16 March 2009.
n David Webb (Sungard) and Vicky
Webb (Legal & General) are pleased to
announce the birth of Jessica Lauren Webb
on 3 April 2009.

n Godfrey James (Jim) Lagden died
on 18 March 2009, aged 76. He became a
fellow of the Institute in 1962. See obituary,
page 21.
n Abraham Jacobus van Wyk died in
March 2009, aged 86. He became a fellow of
the Faculty in 1957.
Please send details of births, deaths and marriages to
announcements@the-actuary.org.uk

People news
If you have any newsworthy items for
these pages, please e-mail Amy Guna
at social@the-actuary.org.uk
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Appreciation:
Godfrey James (Jim) Lagden
‘Unique’ is a word rarely justified, but
perhaps ‘extraordinary’ might fit the bill for
Jim Lagden. Four of us started the actuarial
exams together in 1951 with Jim finally
qualifying in 1962. In a complete reversal
of normal procedure he left a plum position
with Bacon & Woodrow to pursue a degree
in philosophy and psychology at Keele
University, and thereafter never returned to
the profession in a conventional sense.
After graduating he gave full rein to his
artistic leanings, combining these with
his already proven business acumen. He
stayed in the Potteries to set up and run the
Stoke-on-Trent Festival. As well as turning
out for Highgate Harriers running club, he
worked on publicity for the Camden and
City of London Festivals, and organised
Luton’s Centenary Celebrations in 1975.
For a time he was chairman of the Society
of Professional Arts Administrators and was
latterly fully involved with the Islington
Historical Society.
Jim’s sight faded in later years. With his
guide dog, Flint, he was a familiar figure
in Islington and helped launch Friends of
Islington Museum and Clerkenwell Festival.

An evening of laughter
Report by Gideon Schneider
“Why does a heavy metal fan want to
become an actuary? Because he wants to be
paid for predicting death and destruction.”
This was one of the winning entries in a
competition launched by GAAPS Actuarial to
find
the funniest industry jokes. Its author,
GB2391_EXACTVAL_advert180w_80h.qxd

Jim Lagden
with his wife
Jackie Millar
He devoted considerable time and effort in
pursuit of a museum for Islington, which
opened in May last year. Jim was recognised
in 2006 when he received the Islington
Mayor’s Civic Award for services to the
community.
Jim’s creative energies would also benefit
the profession in a lasting way. He produced
(and mainly wrote) the first edition of
FIASCO, the initial regular newsletter for
Institute members. As this developed into
The Actuary, a fully-fledged professional
magazine backed by a resident staff, its

Piotr Przybysz, was awarded tickets to the
sixth annual Night of the Actuaries, held in
Paris on Saturday, 28 March.
Le Pavillon Dauphine hosted the
festivities. Caviar, crudités and various other
trendy finger-foods accompanied flowing
champagne, and the assembled crowd was
warmly greeted by the president of the
Kactu’Z association,
20/4/09
3:56 pmVincent
Page Meister.
1

first editor Eugene Smyth found his input
invaluable.
In a major way, Jim was responsible
for the profession’s evolution from the
hierarchical gravitas of post-war years to the
more outward-looking nature to which it
aspires today. Jim listened to the profession’s
heartbeat during this transition and, in the
face of stiff competition, married Jackie
Millar, who was in charge (under Haycocks)
of the Actuarial Tuition Service — in those
times the care home for long-suffering
actuarial students.
Last summer, in a simple ceremony, Jim
was given permission to have Jackie’s ashes
scattered in the garden of Staple Inn, and
spoke movingly of looking forward to the
time when he and Jackie would be reunited.
Neither Jackie nor Jim towards the end of
their years together could point to any close
family, and for them both, Staple Inn was
their spiritual home. Jim also made clear how
much being able to write the initials FIA after
his name meant to him, albeit having never
practised in a conventional way. Those of us
privileged to have known Jim, so unassuming
in all he accomplished, will understand that
he repaid his debt to the profession in full.
Norman Freethy and Peter Tompkins

There were several treats lined up to keep
attendees entertained. The massage room
proved popular, and guests selected sweets
of their choice from a buffet table full of
confectionary. Music pumped out from the
main hall and had guests dancing until 5am.
For the full report and more of the
winning entries, visit www.the-actuary.org.
uk/853234

External Actuarial Valuations

ExactVAL useful websites page
Go to

www.exactval.co.uk/websites.htm
and you’ll be just one click away from all those sites
which should really be on your favourites list, including:
•
•
•
•

www.the-actuary.org.uk
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PPF, FTSE gilt indices, Guidance Notes
Accounting standards, Pensions Ombudsman and Regulator
Statutory Instruments and Purple book
Actuarial jokes
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Actuarial history

Francis Maseres

Aged, deserving, inﬁrm and poor
Trevor Sibbett takes a brief glance at some of the early proposals for old-age pensions

F
Trevor Sibbett is an
actuary who has
taken an interest
in the history of
actuarial science

More features online
■ The equitable life of
William Morgan (1750-1833)
■ A brief biography of actuarial
pioneer Francis Maseres
■ Unconventional actuarial
recruitment in 1850s England
■ John Graunt and the 1659 Lothbury
land development
■ History repeating: rebalancing the
global enconomic boat
■ Findings from Club Vita’s pensions
longevity analysis
■ New developments in professional
regulation
Visit www.the-actuary.org.uk/
category/features
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ew people will recognise the name
takes over 700 pages.
Francis Maseres. Those who do
From this time on, the question of
probably recall a reference to him in
pensions for old age seems to have been
Charles Lamb’s essay The Old Benchers
constantly in the public eye.
of the Inner Temple, where he is described
Subsequent proposals
as ‘Baron Maseres, who walks (or did until
In 1786, the Reverend John Acland published
very recently) in the costume of the reign of
George the Second’. Maseres wrote, under the ‘A Plan for rendering the poor independent
of public contribution’. Acland’s plan was
pseudonym Eumenes, to The Public Advertiser
to be administered by Friendly Societies
on 22 July 1771, putting forward a proposal
to enable workers with spare income to make and the benefits were secured by weekly
contributions. Richard Price, who had drawn
provisions for old age.
up Maseres’ tables, also calculated tables for
In towns and cities, many workers, in
Acland’s plan. The 50-page Bill for the ‘more
particular household servants and those in
the handicraft trades, earned enough in three effective relief of the poor’ was passed by the
House of Commons in 1789, but was rejected
days to support themselves for one week.
by the House of Lords, thus suffering the
They could therefore spend half their time
same fate as Maseres’ proposal. Acland’s
in idleness and pleasure or in drunkenness
plan, which provided deferred annuities
and debauchery. When these ‘labouring
vesting at ages 65 or 70, also envisaged
poor’ became sick, infirm or unable to work
as a result of old age, they were supported by payments made for incapacity produced
by sickness and accidents.
their parishes under Elizabethan legislation
for the relief of the helpless poor.
Maseres’ proposal was for churchwardens
and overseers of the poor to sell
single premium deferred annuities
on lives. These annuities would be
charged on top of the poor rates of
the parish. One example given was
for a man of 25 who could purchase
an annuity of £3.83 to commence at
age 50, for a lump sum of £10. The
actuarial basis for Maseres’ figures is
given in the article. Maseres repeated
his proposal in an extended letter to
Schedule 1: Innovative proposal for contributions to
The Sussex Weekly Advertiser in October
those in need of sickness beneﬁt
of the same year.
Schedule 2: Contributions calculated by Richard Price
Maseres’ proposal was taken up
for “entitled persons” to receive allowances in old age
with enthusiasm by a number of
©Parliamentary Archives HL/PO/JO/10/2/63a
people, including Richard Price and
Edmund Burke. Benjamin Franklin was
another who supported the proposal.
Richard Price calculated the weekly
A Bill to bring Maseres’ proposal
contributions on the basis of some
into fruition was passed by the House of
suppositions from his experience of the
Commons with a two-to-one majority in
proportions sick in ‘friendly clubs’ at
1773, but the House of Lords threw it out.
various ages.
The Parliamentary Bill and detailed tables
In 1795, a scheme said to have been
are reprinted in Maseres’ Doctrine of Life
formulated by Thomas Paine proposed a
Annuities, published in 1783. This work
fund created by a levy of 10% or more if
explains everything with great simplicity,
there were no near relations on the value of
including the actuarial aspects and, in
property at death. This levy would apply to
some respects, it is a model of its kind; its
every member of the community and was
principal drawback is that the explanation
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Francis Maseres

buy the annuities from the commissioners of
the national debt. John Finlaison, later to be
the first president of the Institute of Actuaries,
drew up the tables of contributions for a
benefit of £20 per annum, payable half-yearly.
The Select Committee decided it was
too late in the Parliamentary session to
contemplate a Bill based on the views they
had received, but hoped
that the Committee
would be reappointed in
the next session to frame
one. The matter seems
to have made no further
progress.
A variety of schemes
were put up for discussion in the second
half of the 19th century. Among these
was one by Canon Blackley in 1878 that
attracted great enthusiasm, with over 400
public meetings. However, uncertainty
existed regarding the actuarial conditions of
his scheme.
Chamberlain suggested three possible
schemes resulting from the work of the
Voluntary Committee of the House of
Commons in 1891. He said that, in his
opinion, “it would not be possible to secure
legislative approval for any old-age pension
scheme opposed by the Friendly Societies
and Trade Unions”.
When he gave his evidence in 1893 at the
Royal Commission, Charles Booth’s scheme
left the impression of being incomplete and
requiring too much money to be raised.
Frome Wilkinson, R P Hardy FIA,
G C T Bartley MP, Dr L C Alexander,
Henry C Burnett and others also put
suggestions forward.
In August 1889, the UK Parliament
published papers relating to the German law
passed earlier in May (C-5827). In 1898, the
Committee on Old Age Pensions reported
(C-8911). In 1899, the Select Committee on
Aged Deserving Poor reported (296). One of
the major problems faced by all the schemes
put forward was that any contributions
made by taxpayers had to be affordable, and
contributions by future beneficiaries had to
be a reasonably small proportion of their
earnings. There was much more work done
before the passing of the Old Age Pensions
Act in 1908.

Actuarial history

Schemes on the continent
In Europe in the 19th century, there were
also moves towards state old-age pension
schemes. In France, there was a project for
old-age pensions (Caisse de Retraite pour la
Vieillesse), with the primary objective to
benefit poor workmen. Deposits were made
under a law of 1850, which provided an
inalienable right
to an annuity.
The deposits
attracted interest,
but the terms
were sometimes
too favourable
to depositors.
As a result, the fund became a medium
for investment by the middle classes
and, in 1884, had to be bailed out by
the Government. In 1886, the French
Government introduced a National Old
Age Pension Fund, also based on deposits.
Membership of this fund was voluntary.
In Sardinia, a Bill for the establishment of
a ‘Life Pension Fund for Old People’ passed
into law in 1859. The turmoil that led to the
establishment of Italy as a country meant
that the act was not brought into force. King
Victor Emanuel II of Sardinia became Victor
Emanuel II of Italy, so the idea stayed. In
1877, there were attempts to revive the law
of 1859, but these were unsuccessful.
In Germany, the introduction of national
state sickness insurance in 1884 and state
pensions in 1889 gave a further boost to
investigations into state pensions.
In New South Wales, J C Nield issued his
1898 ‘Report into Charitable Relief and State
Insurance in England and on the Continent’
to the Parliament (Number 10599a). His
five-month visit to Europe left him with
large numbers of papers to examine. Some
2000 pages, part of the foreign language
material, were translated into English.
The result is a comprehensive view of the
European scene.
What Francis Maseres started as an
attempt to improve the lives of the
working classes in retirement, ended in state
old-age pensions.

» Maseres’ proposal was

Francis Maseres
©Collections de
Bibliotheque
et Archives
Nationales du
Quebec

to fund “a
plan for
ameliorating
the condition
of man by
creating in
every nation a
national fund
to pay to every
person when
arrived at the
age of 21 years
the sum of £15
sterling, to enable
him (or her) to
begin (sic) the
world; and also
£10 sterling per annum during life to every
person now living of the age of 50 years,
and to all others when they arrive at that
age, to enable them to live in old age without
wretchedness, and go decently out of
the world.”
In 1829, the House of Commons Select
Committee on Life Annuities (cmd number
284) considered a petition by Cadogan
Williams to give the lower classes the
opportunity to buy an annuity paid at age
60. Samuel Higham, the comptroller of the
national debt, devised the plan, which was
to be administered by Trustee Savings Banks.
The banks were to use depositors’ money to
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for churchwardens and
overseers of the poor to sell
single premium deferred
annuities on lives

«

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

Conference preview

Weathering the storm
Martin Hewitt and Alison Tyndall preview the 2009 Pensions Conference that takes
place at the Queen’s Hotel in Leeds on 3-5 June
8
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his year’s conference theme,
Weathering the Storm, is an
appropriate metaphor for the
position in which the world
economy finds itself. As with every other
part of the economy, there will inevitably
be wide implications from the effects of this
tumult on the future of pensions. It is also
clear that actuaries must now review their
financial models, assumptions and practices
in the light of an economic crisis, the like
of which has not been seen for more than
50 years. Such will be the level of fall-out,
many commentators now believe that
the existing regulatory and institutional
environment is unlikely to survive.
Planning a conference from inside the eye
of the storm has posed many dilemmas for
the organising committee in deciding who
to invite and the topics that will be covered,
particularly when the way ahead is unclear.
Not surprisingly, the themes of financial crisis
and economic turbulence have shaped the
programme, and the committee has looked
for speakers outside the actuarial profession
to give a wider dimension to the debate.
Nonetheless, the programme still offers many
of the elements that have been well-received
in previous years.

Highlights from the plenary sessions
■ Gillian Tett, award-winning Financial
Times capital markets journalist, and Peter
Spencer, York University professor and
economic adviser to the Ernst &Young
Independent Treasury Economic Model
Club, will open with The economy: where are
we and how did we get here?
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■ Alan Pickering, chairman of BESTrustees,
and Joanne Segars, chief executive of the
National Association of Pension Funds, will
survey the social policy landscape shaping
pensions provision against the changing
economic and demographic backdrop
■ Alan Rubenstein, chief executive of the
Pension Protection Fund, Kerrin Rosenberg,
chief executive of investment consultancy
Cardano UK, and David Blake, director of the
Pensions Institute at Cass Business School,
will debate where risk management and
pensions planning may be in 2020
■ Jim Lawless, a change and motivation
expert, will give the after-dinner speech on
the first day
■ Dr Geraldine Kaye, managing director of
actuarial recruitment consultancy GAAPS,
and Charles Cowling, managing director
of pensions consultancy Pensions Capital
Strategies and chairman of The Actuarial
Profession’s pension practice executive
committee, will debate whether actuaries
need to re-train to survive.

Workshop topics
Several workshops will explore the
implications of the crisis for actuarial
practice and pension provision, addressing
the dangers of financial short-termism
for consulting, the effect of the global
turmoil on pension scheme finances and
employer covenants, and the need for
fresh approaches to financial modelling.
The economic downturn also provides
a backdrop for examining legal issues
affecting trustees and employees, and for
the assessment of employer covenants.
There will also be a first-hand account
of living through Bradford & Bingley’s
nationalisation, a drama that has affected
employees, members and pension schemes.
Other sessions addressing the less
technical, but no less important, needs of
pensions actuaries will include updates on
behavioural finance for pensions advice,
due diligence in bulk annuity transfers, and
market insights into Generation Y (those
born since 1980).
Further lessons will be sought in
workshops on the diversity of pension
problems besetting employers today and the
range of remedies they have implemented,

all analysed with the aid of anonymised case
studies. Sessions will also be available on
responding to the growing needs of defined
contribution members for advice and
financial literacy if they are to take control
of their pension assets, and on learning
lessons from scheme-funding valuations.
There will be an opportunity to learn
about the latest longevity data from selfadministered pension schemes and Club
Vita with Nigel Bodie. Rob Dales of pensions
consultancy Pension Capital Strategies, and
Deborah Cooper of HR consultancy Mercer
will debate whether encouraging transfer
values is a legitimate way to reduce pension
liabilities. The Board for Actuarial Standards
will be represented by Robert Inglis, who will
discuss the technical actuarial standards for
pensions actuaries.

Communication skills
Several sessions will help develop ‘softer’
communication skills as people get to
grips with conveying difficult messages,
negotiating through difficult times (described
mysteriously as a ‘dark art’), and enhancing
the actuary’s self-esteem as a human resource
of valued expertise.
This year’s conference also introduces a
‘hot topics’ workshop, designed to capture
emerging issues not covered in the planned
conference sessions. Each of the five
presenters will be given a few minutes to
promote their sessions to delegates.
While the financial future is far from
certain — despite the upbeat messages and
unanimity from world leaders at April’s G20
summit — the conference has been shaped
by the firm belief, beyond ‘weathering the
storm’, that these times provide an important
moment for actuaries to reassess their role
and skills and prepare for the aftermath of
the storm.
Martin Hewitt and Alison Tyndall are members of
the Pensions Conference organising committee

More information
For full details of the 2009 Pensions
Conference visit www.actuaries.org.
uk/media_centre/events_folder/ap_
events/pensions_conference2009
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Q&A

Trevor Llanwarne

A year in the hot seat
Adam Jorna talks to the government actuary, Trevor Llanwarne,
as he looks back on his first year at GAD
What motivated you to pursue an
actuarial career?
An actuarial career involved maths (my
expertise), was well paid and in commerce
— rather than academia or schools — and
looked like it had career potential, unlike
operational research — a fad in those days.
What has been your best experience
working as an actuary, and worst?
The best has been running Sun Life’s small
self-administered scheme, helping to sort
out Maxwell and running big mis-selling
projects; leading international co-ordination
work at Pricewaterhouse Coopers; and
working with economists. Latterly it’s been
meeting lots of chief executive officers on
A-Day work, and now the Government
Actuary’s Department (GAD).
Naturally, I’ve had one or two things go
wrong but client confidentiality prevents me
from saying more about the worst.
What knowledge of GAD did you have
when you first applied for the role? How
has the reality compared with this?
I was headhunted and initially wasn’t at
all sure about taking on the role. Only in
preparing for my final interview did I think,
“I know what’s needed here, I think I can do
it and it would be great to be appointed”.
I knew it was going to be an interesting
challenge and it has certainly proved to be
the case. The people are committed and
friendly but the Department needed a new
direction and that means culture change
more than anything else.
How has the credit crunch affected GAD?
Are you seeing an increase in the number
of graduates applying for jobs?
Positively. More people are interested in
coming to work for us. We looked for several
graduates last summer, had 100 applications,
made eight offers and had eight acceptances.
Unheard of.
How does working in the public sector
compare to working for a private sector
consultancy?
We are ‘the actuarial consultancy — in
the public sector — for the public sector’.
We have a consultancy mindset and that’s
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will dictate the extent to which I also have
some responsibility to the principal.

not normal in the public sector. But public
sector has advantages — there is a focus on
service rather than value, a better work-life
balance and there are less ‘sales’ attitudes and
pressures.
What excites you most about your
current role?
Making the Department a success. I have
three missions: to improve the brand of
actuaries and GAD in government; to be
the ‘government actuary’ not just the
‘government pensions actuary’ as could be
the case — this means expanding into other
areas; and making GAD a huge success in
the public sector.
To whom do you feel you are ultimately
responsible: the government, the public
or the client?
It does, and always should, depend on the
context. For example, in being responsible
for the running of GAD, I am responsible to
government. In the work I am responsible
for on many of the public sector pension
schemes, I am enshrined in law to give an
expert opinion or determination following
legal processes that apply under public
law provisions. Where I act as an actuarial
adviser under a model more typical in the
private sector, I am responsible to the client.
Bear in mind, though, that if the client is an
‘agent’ of another entity that is ‘principal’
— for example trustees are ‘agents’ for the
beneficiaries, company management is
typically the ‘agent’ of the shareholders and
so on — then each individual circumstance

To which other areas do you feel GAD
could positively contribute?
Over 50% of what we do relates specifically
to public sector pensions. However, we have
thriving operations in social security and
insurance, and people should not forget
our monthly certificate of premium bond
randomness!
What I am keen for us to move into now
is investment and risk, and do more on
demographics, long-term care and equity
release. Of these, investment and risk are
our top priorities and to that end we have
recently recruited Colin Wilson to lead on
both. We are already involved in assisting
treasury on its proposals to resolve the
banking problems and, indeed, making good
progress in the other areas.
Do you ever come under political
pressure to recommend a solution you
don’t agree with?
I have been in this role for a year now
and I’m pleased to say that this has not
happened. Long may this continue!
What do you see as the biggest challenge
for actuaries generally and GAD
specifically in the next couple of years?
For actuaries generally, my guess is that the
biggest issue will be the recession. However,
working in the public sector, I’m somewhat
removed so others are probably better placed
to answer. For actuaries in GAD, which is
growing at present, my guess is that one of
our big challenges is the handling of the
growth rate, while ensuring we provide a
highly valued service that is of real benefit to
the taxpayer.
Assuming the credit crunch continues to
worsen, what survival skills do you have
for living in a post-apocalyptic world?
A mathematical/logical brain, tenacity,
flexibility and a modicum of selling skills
— actuaries should not underestimate the
importance of the last item.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Collateral

The road to ruin
In a year when the economy is on everyone’s minds, Richard Pereira considers
the reflexivity that led to these uncertain times

Francis Richard
Pereira is an actuary
(FIA) and chartered
accountant (ACA).
The views expressed
in this article are
his own personal
opinions

O

ver the past 18 months, the
banking sector has reported
unprecedented losses arising from
reductions in the value of assets on
their books. Significant write-downs were
made to super senior collateralised debt
obligation (CDO) positions with underlying
collateral including US sub-prime residential
mortgage-backed securities (RMBSs). The
impairment was attributable to higher
than expected delinquency rates and a
fall in house prices underlying sub-prime
mortgages, causing credit deterioration of
sub-prime RMBSs.

Reflexivity and failed
risk management
Although risk managers were aware of these
balance sheet positions, the risk management
framework failed for a number of reasons.
Firstly, reliance on the external AAA rating,
which is the highest credit rating category
available from rating agencies, to support
underwriting decisions. The expectation of a
low probability of default and high recovery
rate associated with AAA ratings created a
false sense of security.
Secondly, failures in risk identification
and measurement led to an underestimation
of risk. The high initial rating gave
the perception of a high return on
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economic capital. The Bank for
International Settlements (BIS) recently
issued a consultation paper proposing
enhancements to the Basel II framework
to strengthen risk capture. Improvements
relate to risks overlooked in previous
capital calculations — for example, credit
migration, spread widening, liquidity
horizons and the higher systematic risk
of CDOs of asset-backed securities (ABSs)
positions. The banking industry has been
criticised for highly leveraged balance
sheets. The underestimation of risk and
capital requirements was a major factor
contributing to this higher leverage.
Thirdly, inadequate risk mitigation caused
problems. The availability of monoline credit
protection on these super senior tranches
reinforced perceptions that this risk was
’insurable’. As a result, some banks used the
‘negative basis’ trade, which involved buying
the super senior tranche and then buying
credit protection from a monoline with the
aim of targeting a hedged ‘risk-free’ positive
carry to the bank. However, the problems
relating to counterparty capacity and the
high correlation of counterparty risk to the
underlying collateral were overlooked — for
instance, ‘wrong way exposure’ whereby as
the underlying collateral deteriorates, so does
the monoline’s rating. In practice, the risks
associated with these positions were nonhedgeable risks. Had this been recognised

and sufficient provision made for the cost of
additional capital, the return on economic
capital for the underwriting of these credit
positions would fall, to act as a compensating
control on the volumes being underwritten.
Fourthly, during a short period from 2005
to mid-2007, market price data and volumes
of new issuance supported the appetite
for these instruments and expectations
of performance. The herd mentality of
investors caused by a ‘reflexivity’ feedback
loop led to outcomes that were selffulfilling, but inevitably self-defeating, in a
boom/bust sequence. Market participants
were using inadequate historical data to set
their initial risk perceptions.
Finally, a failure to appreciate the
interaction between risks did not help.
Investors in short-term commercial paper
that financed off-balance sheet conduits
and structured investment vehicles exposed
to RMBSs reallocated their short-term
investment to short-dated government debt
in a flight to quality. Under this liquidity
stress, some banks decided to support the
vehicles they created by consolidation,
which resulted in an increase to their capital
and liquidity requirements. The subsequent
write-downs on credit investments also led
to mistrust between banking institutions
which caused significant problems in the
inter-bank lending markets in 2007 and
2008. As a result, the banking system

Global CDO issuance by underlying collateral ($m)
Year

Total CDO issuance

Structured finance

High yield loans

Other

2005

$271 803.30

$176 639.10

$71 205.70

$23 958.50

2006

$520 644.60

$307 704.90

$171 905.90

$41 033.80

2007 – 1st half

$345 146.30

$200 719.10

$93 373.80

$51 053.40

2007 – 2nd half

$136 454.40

$58 464.50

$45 452.80

$32 537.10

2008 – 1st half

$43 259.70

$12 782.90

$18 975.70

$11 501.10

2008 – 2nd half

$17 837.80

$5659.30

$7212.20

$4966.30

n High yield loans are defined for the purpose of this exercise as transactions of borrowers with senior
unsecured debt — ratings at financial close below Baa3 from Moody’s or BBB from S&P
n Structured finance collateral includes assets such as RMBSs, commercial MBSs, collateralised mortgage
obligations, ABSs, CDOs, credit default swaps and other securitised structured products
n Other — also includes categories such as investment grade, high yield bonds, mixed collateral
n Unfunded synthetic tranches are not included in this analysis.
Source: Securities Industry and Financial Markets Association
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Valuation of troubled assets

suffered from a combination of withdrawal
of liquidity and falling solvency due to
credit write-downs.

Knightian uncertainty
The lack of correspondence between original
expectations and eventual outcomes
reflects a failure to properly appreciate
the uncertainties that were contained
in underlying sub-prime risk. The great
economist Frank H Knight distinguished
between risk and uncertainty in his seminal
work, Risk,
Uncertainty
and Profit
(1921). Knight
examined the
concept of
risk and made
an important
distinction between “risk as randomness
with knowable probabilities” and
“uncertainty as randomness with
unknowable probabilities”.
Knight’s concept of uncertainty offers a
possible insight into how this current credit
crisis developed. The sub-prime mortgage
market was more heterogeneous and had
either shorter or worse credit histories, if
any, than its prime counterparts. In order
to generate credit rating estimates or risk

assessments on mortgage-backed securities
(MBSs) it is necessary to form a view on the
probability of default, loss given default
and the prepayment rate, as well as the
correlation and timing of default of the
underlying sub-prime portfolios. The fact
that there was very little relevant or even
reliable comparable data or history to
support these estimates did not deter the
origination of MBSs with collateral pools
containing this sub-prime uncertainty.
Post-issuance data has shown a far higher
realisation of
delinquencies
on sub-prime
mortgage
portfolios than
initially expected.
The new loss
projections
are extreme enough to downgrade some
previously AAA-rated senior US sub-prime
RMBSs to below investment grade or ‘junk’
status. Knightian uncertainty cannot be
easily priced by markets because it relates
to fat-tail distributions and extreme events
that are difficult to predict and measure.
The credit markets are currently very illiquid
and market participants face the difficulty of
determining the valuation for some troubled
financial instruments.

» The herd mentality of

investors caused by a ‘reflexivity’
feedback loop led to outcomes
that were self-fulfilling, but
inevitably self-defeating
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In March 2009, the International
Accounting Standards Board (IASB)
updated disclosure requirements on
financial instruments under IFRS 7. This
standard applies to all companies that
hold financial instruments. It establishes a
three-level hierarchy for making fair value
measurements:
n Level one Quoted unadjusted prices in
active markets
n Level two Inputs, other than quoted
prices included within level one, are inputs
that are observable either directly as prices
or indirectly derived from prices
n Level three Unobservable inputs are inputs
that are not based on observable market data.
In the current illiquid market conditions,
level three is most appropriate for many
troubled assets.
Other IASB guidance states that
valuations based on management’s internal
assumptions that do not take into account
factors such as credit and liquidity risks
would not meet the objectives of fair value
measurement. In practice, the valuation
methods that may be considered in these
illiquid markets include (i) cash flow
simulation and/or (ii) a market-value
approach that accounts for the intrinsic
and extrinsic value of tranches based
on collateral value. Valuation methods
should use relevant observable market
information where possible, and the market
participants should agree observable and
unobservable inputs. The price discovery
process should not be ignored or put off as
it may contribute to continued uncertainty
and further deterioration of pricing and risk
factor assumptions.
Reflexivity appears to have fuelled a
bubble in the financial markets. Further,
the failure to focus on the limitations of
data, pricing and risk models for US subprime RMBSs and also CDOs of ABSs led
to uncertainty being misinterpreted as a
measurable risk. The resulting poor business
decisions have caused unprecedented losses
in the financial system and difficulties in
price discovery.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Hedging

Long term solutions
Chris Watts and Matt Fewster look at hedging longevity risk, how a liquid market could
develop in longevity and the implications for valuing liabilities
Capital markets longevity solutions

Chris Watts (left) is a vice president and Matt
Fewster is an associate in JP Morgan’s Pension
Advisory Group

L

ongevity risk — the prospect that
people live longer than expected
— is a huge risk facing defined benefit
pension plans as well as insurance
companies through their annuity books. For
example, if the life expectancy of 65-year-old
males increases by just one year, then the
cost of providing an inflation-linked pension
to these individuals increases by about 5%.
Historically, insurers have tended to be better
at measuring and managing longevity risk,
however pension plans are increasingly
dealing with its impact.
Until recently, there have been several
ways of managing longevity risk. Insurers
have been managing the risk through
prudent assumption-setting and via
reinsurance arrangements. For pension plans,
one method that has become increasingly
popular over the last few years has been
to pass the risk on to an insurer, paying
a premium for the insurer to take on the
liabilities. However, the most common
approach has been to retain the longevity
risk and try to use excess returns from growth
assets to fund the cost of increasing life
expectancy.
Capital market instruments have now
been developed and traded to enable
pension plans, insurers and reinsurers to
hedge the longevity risk associated with the
liabilities. These new hedging instruments
transfer longevity risk to other capital
market participants, bringing benefits of
additional risk capacity, increased liquidity
and, critically these days, mitigation of
counterparty risks to the transfer of this risk.
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There are two main options for hedging
longevity risk in the capital markets:
customised hedges and standardised index
hedges. Each one has different advantages
and disadvantages, but deciding between
the two ultimately comes down to a tradeoff between the cost and benefit of each.
A customised hedge provides a complete
hedge for longevity risk. It reflects the actual
longevity experience of the liabilities. It is
typically structured as a cash flow hedge in
that the net cash flow (liability cash flow
and hedge cash flow) is fixed in respect of
changes in longevity. So the pension plan
might pay a fixed, pre-agreed series of cash
flows and, in return, receive cash flows based
on the actual payments to plan members,
entirely indemnifying the liabilities against
longevity risk.
In contrast, a standardised index hedge
is based on the longevity experience of
a broad population, such as a national
population, but calibrated to match
the sensitivity of the actual liabilities
of changes in mortality rates. It is often
structured as a hedge of value, rather than
a hedge of cash flow, so that any increase
in the value of liabilities from changes in
mortality rates is offset by a compensating
payment provided by the hedge. In other
words, the net value of the liabilities and
hedge at a future date is fixed with regards
to longevity risk. This allows protection
against the longevity risk on all cash flows
but only for the maturity of the hedge,
allowing a shorter term hedge to be put in
place if desired.
Unlike a customised hedge, a
standardised hedge does not completely
eliminate longevity risk because of the
differences between the pension plan’s or
insurer’s longevity experience and that of
the longevity index. This means the degree
of risk reduction, while still significant,
will be less than 100%. However, this basis
risk can be minimised by calibrating the
standardised hedge to match the mortality
sensitivity of the liabilities — generally
providing hedge effectiveness of between
85% and 90%. The hedger needs to be
comfortable with this residual risk in order
to put in place such a hedge.

» A liquid market in

longevity would provide a
transparent price for buying
and selling longevity risk

«
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A liquid longevity market
A liquid longevity market requires capacity
driven by a pool of both buyers and sellers
of longevity risk. It is obvious that there
are large numbers of institutions that have
longevity risk. There are approximately
£1trn of occupational pension plans in the
UK, with a similar amount of liabilities in
government-backed pension schemes, and
around £135bn of longevity-linked reserves
in the insurance market.
For those looking to invest in longevity
risk, this provides a huge pool from
which some pension plans and insurers
will be willing to pay to hedge the risk.
Recent market conditions have seen
significant increases in the correlation
between traditional asset classes (but not
with insurance risks such as longevity),
highlighting the benefit of seeking returns
from uncorrelated investments like longevity.
Consequently, there has been interest from a
wide variety of investors such as hedge funds.
There is also interest in investing in longevity
risk in synthetic format from insurers looking
to increase their exposure to longevity risk or
to diversify the sources that they hold.
The structure of transactions is important
in order to create a liquid market. While
hedgers may favour a bespoke customised
hedge that indemnifies against all longevity
risk, investors favour more standardised
instruments that are easier to analyse and
more conducive to the development of
liquidity. This suggests that to develop
a liquid market requires an objective
standardised index on which to base
transactions. However, this is not to say there
will be no demand for non-standardised
longevity transactions — in certain
circumstances customised solutions meet the
needs of hedgers better, although they are
likely to be less liquid and therefore require
the payment of an illiquidity premium by
the hedger.
Currently the capital market in longevity
risk transfer is still in its infancy and there
have only been a handful of publicly
announced transactions. Canada Life
transacted a customised longevity hedge with
JP Morgan on £500m of annuities, with the
risk subsequently being passed onto a group
of insurance-linked securities investors. The
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pension buyout firm Lucida also hedged
some of the longevity risk in its liabilities
through a standardised longevity hedge
based on the LifeMetrics Index. There are a
number of financial institutions, insurers,
pension plans, consultants and investors
looking into developing the market further.

The implications
Pension plans and insurers currently use
the market prices of bonds, interest rates
and inflation swaps to value their liabilities.
This gives a value of their liabilities based
on market observables; a mark-to-market
valuation. A liquid market in longevity
would provide a transparent price for buying
and selling longevity risk. This would open
up the possibility of using market-implied
mortality assumptions to value liabilities.
So if there is a market-observable level of
future longevity, how could pension plans
and insurers use this to value liabilities?
These levels would be based on indices of
lives that would not necessarily reference
the population of the liabilities that the
actuary is trying to value. This problem
could be overcome by backing out the
longevity improvement from the marketimplied mortality rates and calibrating those
improvements with the reference population.
This then provides a basis for the liability’s
mortality improvement assumptions,
allowing a mark-to-market valuation of
liabilities to be made.
A liquid market in longevity has a
number of implications and benefits for
pension plans and insurers. It provides a
means of hedging longevity risk, passing
on this risk to a group of investors for
whom an investment uncorrelated to wider
markets appeals. However, the far-reaching
implication for a liquid longevity market
is that it would provide a means to value
liabilities in a market-consistent manner,
providing a valuation approach for mortality
improvements consistent with existing
market risks such as interest rates and
inflation. With attention from both investors
and hedgers it will be interesting to see how
this market develops.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Enhanced annuities

Standard deviation
Stephen Makin considers the growing impact of enhanced annuities, and how the
CMI’s SAPS investigations can help in pricing standard annuities
external market (almost 29% in the third
quarter of 2008 according to Watson Wyatt),
the selection effects and their consequences
are more acute than ever. Companies selling
standard annuities must price for this; this is
an absolute. The cost of not doing so will far
exceed the profit margin that insurers might
otherwise believe, or in fact be kidding
themselves, that they are making.
Stephen Makin is
head of longevity
research at Prudential

E

nhanced annuities are fantastic.
They pay larger pensions to those in
poor health reflecting the associated
shorter life expectancy. In many
ways, they are the flip-side of charging more
for life insurance to those in ill-health,
and both are examples of insurers pricing
appropriately for the risks assumed. While
the insurance industry has been rating
up ill-health life insurance premiums
for centuries, enhanced annuities are a
new phenomenon. The market started in
the mid-1990s, but it was not until early
this century that it really took off. It is
now strongly established, with some 12
competing providers, covering the whole
spectrum of medical conditions.

Here’s the rub
All very interesting, but ‘so what’ for
standard (non-enhanced) annuities? Well,
the existence of the enhanced market
leads the least healthy people to buy
enhanced annuities, leaving the healthiest
to buy standard annuities. The effect of
this selective dynamic is to significantly
lighten the expected mortality of standard
annuitants. The more lives buying enhanced
annuities, the larger the selection effect,
and the lighter the expected mortality of
standard annuitants. Entry requirements are
modest — minimum premiums are typically
£5000 or £10 000 — so the selection effects
are potentially far-reaching.
With enhanced annuities now
representing a record proportion of the
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Modelling selection effects
With no enhanced market, it is easy to
formulate a mortality assumption for
standard and enhanced lives combined, for
example by looking at the experience of a
portfolio of annuities written prior to 2001
or thereabouts. This could be either by direct
reference to own-experience data or by
selecting a recent pensioner mortality table.
However, there is an enhanced market,
so allowance must be made. Given a model
for the total population of lives (say 100%
PCxA00), if we can additionally model
the experience of the enhanced lives, the
experience of the standard annuitants
must be the balancing item. This therefore
becomes an exercise in modelling enhanced
lives, and we need to know only two things:
the enhanced proportion, and how their
excess mortality behaves.
Current market information suggests that
around 25% to 30% of external business is
enhanced. By overlaying this with a view on
market trends, which have been increasing
strongly of late, one can set an assumption
on the enhanced proportion for pricing
new business. Understanding internal
policyholder behaviour, particularly given
the modest barriers to entry, is a further

complication, though not covered in this
article. Also tricky is formulating a marketlevel assumption about the excess mortality
of enhanced lives. For this we need to know
two things: first, how much heavier than
average the elevated mortality is at outset,
and second, how the excess mortality
behaves over time.
By referring to own-experience data,
having written standard annuities both
before and after the enhanced market,
insurers have more insight as to the first
requirement. They can turn the problem on
its head and determine just how impaired
the enhanced lives would have to be to
explain the gap between the experience of
average lives (for business written before
the enhanced market) and the experience of
healthy lives (for recently written standard
business). However, even a new insurer

Figure 1 — Relative mortality
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Exploding the myths
exercise to model three populations: (i) the
average population (100% PCxA00); (ii) the
enhanced proportion, with mortality in line
with our newly formulated assumptions;
and (iii) the standard (healthy) population,
as the balancing item. The model can
be further refined by overlaying views of
mortality improvements in each population.
The resulting difference in mortality rates
between the average and healthy populations
is really rather marked, and it adds
significantly to price. Try this for yourself.

Control cycle

can get a handle on this. As to the second
requirement, the playing field is much more
level as the history of the enhanced annuity
market is not very long.
As it happens, both requirements can
be addressed by referring to the recent
Self-Administered Pension Scheme (SAPS)
investigations of the CMI. It is instructive
to compare the mortality of ‘ill-health’
pensioners to ‘average’ pensioners, where
average is taken to mean ‘ill-health’ plus
’normal’. In Figure 1, this is shown as blue
for men, and as pink for women. Very
similar patterns are seen for the periods
reported in the SAPS working papers.
Of course, care should be taken in using
these results when setting assumptions.
Socio-economic differences may exist
between individual annuitants and the
SAPS members. There may also be structural
differences: some ill-health retirements
may not be directly related to increased
mortality, whereas enhanced annuities will
always correlate with that.

A model of selection effects
That said, there seem to be natural
conclusions to be drawn in terms of both the
initial ratio of enhanced to average mortality
and, subsequently, the pattern of decay of
the excess mortality (known as mortality
convergence). Armed with such assumptions,
which should also allow for the attaching
uncertainty, it is then a straightforward
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Given the selection effects, the current
mortality experience of recently written
standard business is very light across the life
industry. However, it is not all bad news: the
flip-side of having made selection allowances
in pricing is that it is natural to allow for
the resulting unwind when formulating
assumptions for the business when in force.
A similar model can be used to add back the
effect of the unwind, either directly, using
the implied term structure if the modelling
systems can handle this, or indirectly, using
annuity-equivalence techniques. Allowance
needs to be made for selection levels having
increased over time as the enhanced market
grew (recent cohorts are more affected) and
for the duration-dependent unwind (earlier
cohorts will have unwound more).

Model risk
However, the use of a model to inform
assumptions for in-force business increases
the risk that the resulting assumptions are
ultimately inadequate. This, in turn, leads
to a requirement to hold capital against this
risk. Stressing the parameter assumptions
offers a way of determining capital
requirements. How wrong would these be in
the 1-in-200 event? What would the initial
level of elevated mortality be, and by what
age would mortality converge?
I noted earlier that insurers who have
written standard business both before and
after the enhanced market are best placed
to determine initial levels of enhanced
mortality. However, their data provides
them with another advantage. Placing
confidence intervals around both the
average and healthy mortality experience

Myth 1: “We don’t sell
enhanced annuities, so
this doesn’t affect us”

Myth 2: “We do sell
enhanced annuities, so
this doesn’t affect us”

Wrong. It is the existence
of the market that gives
rise to the selective
effects.

Wrong again. All this
means is that you have
two very different pricing
exercises on your hands.

Myth 3: “It doesn’t affect
our internal book”
Not true. Do you retain
all of your retiring
policyholders? Where
do the leavers go? What
product do they buy? How
do you measure selection
levels here?

Myth 4: “All myths
come in threes”
QED

gives a natural statistical framework in
which to quantify uncertainty.
Suppose that the average mortality
experience lies in the range 100% +/-10%
of PCxA00 with 86% confidence and that
healthy experience lies in the range 33% +/20% of PCxA00, again with 86% confidence.
Assuming independence between the two
populations, there is a 1-in-200 chance that
the ‘gap’ is at least 97% of PCxA00. (Each
tail of an 86% confidence interval contains
a probability mass of 7%, and 0.072 = 0.5%.)
Given the three-population model above
and a judgmental view on the increased
convergence period in the 1-in-200 scenario,
one can then calculate the risk capital.
Indeed, one might also manipulate the
shape of mortality convergence to allow for
model risk, separately from parameter risk.

A word about Solvency II
Finally, no commentary on capital would be
complete without mentioning Solvency II.
Internal longevity models are undoubtedly
vital for all insurers carrying material
longevity exposures. With such models in
place, the question is just how much of
the 25% QIS4 longevity shock would be
left to cover selection risks after allowances
are made for the risks relating to incorrect
estimates of current mortality and future
trends (which, incidentally, cannot safely be
assumed to be weakly correlated, let alone
independent)? One size does not fit all, and
it is dangerous to pretend that it does.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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What the future holds
Tom Kirkwood and Carol Jagger compare longevity statistics between
different European countries

Tom Kirkwood is director of the Institute
for Ageing and Health at the University
of Newcastle. Carol Jagger is professor of
epidemiology at the University of Leicester and
director of the Leicester Nuffield Research Unit.
Both are members of the Profession’s Mortality
Research Steering Group

L

ife expectancy at birth in the UK has
reached 81.5 years for women and 77.2
years for men, an increase of two years
for women and three for men over the
last decade. Life expectancy at age 65 has also
increased by 1.6 years for women and 2.4
years for men over the same time period, and
although this is less in absolute years than
for increases in life expectancy at birth, this
represents a greater percentage increase.
While we know that Japan leads the
world in life expectancy for women of over
85 years, the variation between European
countries, which we might think are more
homogeneous, is surprising. Within the 15
countries in the European Union (EU), the
variation in life expectancy at birth is 3.3
years for men (from 78.8 years in Sweden
to 75.5 years in Portugal) and 3.7 years in
women (from 84.4 years in France to 80.7
years in Denmark). Values for the newly
acceded countries (EU10) are on the whole
considerably lower, but more variable. At
65.3 years, Lithuania has the lowest male
life expectancy at birth and Latvia the
lowest female life expectancy at 76.4 years.
Of course, the big question remains
unanswered: are the extra years of life
healthy ones? A new EU structural indicator
(Inequalities in healthy life years in the 25
countries of the European Union in 2005: a cross-
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national meta-regression analysis, Jagger C,
Gillies C, et al) suggested that the variation
in healthy life years is much greater than the
variation in the quantity of remaining life,
and that the countries with the longest life
expectancy at age 50 were not necessarily
the ones with the highest number of
healthy life years (Figure 1). Indeed, there
were 10 countries where the number of
healthy life years at age 50 was less than
15, suggesting that, in these countries,
raising the proportion of older workers in
the labour force might be problematic. Of
course, cultural differences in reporting may
play a part in these differences, but what
part does health play in longevity?
Underlying the puzzles about health
and longevity is a set of issues about the
forces acting on the intrinsic biology of the
ageing process. The continuing increases
in life expectancy over recent decades were
not foreseen and came largely as a surprise.
It used to be thought that ageing was
programmed as an integral component of
our biological make-up, and so longevity
was expected to bump into a fixed ceiling.
However, recent scientific advances have
shown that ageing is not strictly programmed
after all. It results from a gradual, lifelong
accumulation of cell and molecular damage
and is more malleable than we used to think.
Many factors, including genetics, lifestyle
and environment, all play a part and the

challenge is to understand how these will
impact on future patterns of health
and survival.
To address these matters, the Mortality
Research Steering Group will host a
conference entitled Joining forces on mortality
and longevity, to take place on 21-22 October
2009 at the Royal College of Physicians in
Edinburgh and chaired by Professor Tom
Kirkwood. The aim is to bring together
multi-disciplinary researchers to better
understand past, present and future trends
in mortality and longevity. There will be
three workstreams: ‘What are the drivers
for change?’, ‘How do cohorts differ and
why?’ and ‘From populations to individuals
–— drilling down to individualised risk’.
Each workstream will feature a leading
international speaker in the field and cover
topics such as the role lifestyle factors play
in mortality trends; whether UK cohort
effects can be explained by socio-economic
composition; future mortality prospects in
the light of Swedish and Japanese trends;
the impact of migration on mortality;
and which treatments have the greatest
potential to improve longevity. If you want
new, up-to-date research to understand
current trends and the future prospects for
mortality, this conference is for you.
For more details, visit www.actuaries.org.uk/media_
centre/events_folder/ap_events/?a=142293

Figure 1 — Healthy life years at age 50 for EU countries
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Careers

Associate campaign

Online and upwards
Trevor Watkins describes how the Profession is using the internet to attract graduates

therefore encourage all digital-savvy
actuaries to join the Facebook page and
share links, content, interests, knowledge
and valuable experiences. Contributions
that show actuaries have a sense of humour
are also welcome. Beyond attracting the
brightest and best to the Profession, the
page can provide a valuable networking
forum for members.
Trevor Watkins is
head of learning
for the Actuarial
Profession

T

he actuarial Facebook page went live
in April, with links advertising online
career sites and information about
the Profession. Having attracted
graduates to the page, it is important to
ensure their interaction with the Profession
is one that creates a positive experience and
gives insight into the life of the actuary.
Careers advisors believe the best source
of information is direct from the horse’s
mouth, and they encourage graduates to
speak to people working in any career area
that interests them. We believe there will
be a natural affinity between graduates
and those relatively new to the Profession,
who remember their own career search
experience.
The first actuarial audience to be invited
to join the Facebook page, therefore,
is students who joined the Profession
within the past two years. All those in
this category will have received an e-mail
inviting them to participate, as well as
providing access to a guide to help develop
their personal online brand.
Communication tools in the online
world have moved from broadcasting
to conversation. Graduates will gain
much more insight into the Profession
by engaging with one another. We would
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Building awareness
The Facebook page is part of a campaign to
promote the associate qualification, with
the potential to develop opportunities for
the Profession in non-traditional areas of
employment. In research carried out through
2008, it was found that qualified and student
actuaries were working in risk management
roles in asset management and investment
banking. However, many had been employed
for their mathematical prowess rather than
their actuarial qualifications.
The CFA qualification is considered the
default qualification for risk managers in
these areas of business. While the actuarial
skill-set provides the appropriate risk
management expertise, a general lack of
awareness is a major barrier to entry.
Among those who are aware of actuaries,
the associations are often negative and
narrow. In traditional areas, too, the actuary
is often seen as a technical specialist, rather
than as a strategic business professional.
An actuary is an expert in risk
management in the following ways:
Risk-focused — a complete and universal
understanding of risk. Actuaries are trained
to understand and deal with all aspects of
risk, allowing them to advise on a complete
spectrum of risk-related issues across
business sectors, globally.
Advisory — sharing thoughts and working
with others to solve problems. Actuaries are
able to communicate complex ideas simply
— either as an individual or within a team,
ensuring collaborative thinking and action.
Strategic — influencing and making
leadership decisions. Actuaries are managers
and leaders, using their knowledge and
expertise to guide people and teams to the
best solution. Their decisions influence
countless organisations and thousands
of people.

Practical problem-solver — a unique
way of thinking about risk. Actuaries
are problem-solvers. With their deep
understanding and knowledge of financial
systems, actuaries are able to interpret and
understand risk in an holistic, unique way.
Broad, dynamic and exciting — a
challenging and rewarding career. Working
in an ever-changing environment, across
geographies and roles, an actuarial career
is one of the most diverse, exciting and
rewarding in the world.
Sharp business professionals — a
broad and contemporary understanding of
business. Actuaries understand the world
through risk and have a vast knowledge
of social and economic systems. They are
in-tune with, and connected to, what is
happening in the world of business.

What are you twittering about?
While Facebook is now the most popular
online social network, there are many other
areas where the interested graduate, not
to mention business associate, may seek
information and insight.
Linkedin has established itself as the
principal business networking site where
graduates may check the influence and
network of individuals at selected employers.
Twitter is rapidly growing in popularity,
and its function is changing from
chatter among friends and family to a
communications hub where links to the
latest thinking on a particular topic can be
shared and promoted.
Today, the boundaries between personal
and business communication are blurring.
Where a year or two ago a business meeting
with a new contact may have been preceded
by a quick view of limited information
available on a corporate website, web
2.0, with its blogs and social networking
sites, allows previews of the individual as
well as the organisation. Access to online
personal information brings hazards as
well as opportunities, and it is increasingly
important to monitor and manage your
personal online profile. The online toolkit,
which provides a guide to managing your
personal online image, is available on
the associate campaign webpage at www.
actuaries.org.uk/students/associate_campaign
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Student page

Jen & Jean

It’s student life, Jim, but not as we know it… Jennifer May
looks toward a brave new actuarial world

Trading places
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Number of UK pension funds over time (excluding SSASs)
'*%%%
'%%%%
Amount

Here’s a worrying graph for pensions
actuarial students. This triple-barred spectre
recently appeared in Faculty president
Ronnie Bowie’s address, ‘The world needs
actuaries’, and represents the number of UK
pension funds (excluding SSASs) over time.
If this downward trend continues to 2018,
with fewer new defined benefit pension
schemes, and trustees increasingly buying
out liabilities, it looks like the world certainly
won’t need pensions actuarial students.
This is a shame, as SA4 remains one of the
most consistently popular fellowship exams.
Those who took last sitting’s most popular
fellowship, SA2, should not be too quick to
laugh at their employee benefits colleagues’
thumb-twiddling. Solvency II is likely to
keep you busy for a few years; however, with
regulators allowing less discretion built into
life insurance products, the disappearance
of with-profits products could leave the life
actuarial student’s in-tray looking somewhat
empty in the years to come.
Ronnie Bowie’s address highlights some
interesting pointers toward the type of work
and training that will face today’s actuarial
students tomorrow.
Credit crunch implications and the
impact of climate change on the insurance
industry look set to provide us with new
actuarial challenges, but those who have
spent years navigating the qualification creek
through traditional waters such as the life
and pensions 300 series or STs may suddenly
feel as if they have misplaced their paddles.
General insurance is still thriving and the
actuarial careers guide assured us that we’d be
gaining transferable skills. However, without
relevant work experience and knowledge of
the market and legislative environment to
which you are intending to move, changing
discipline could require some re-training and
a short-term reduction in salary.
As one alternative to working in the
traditional life and pensions consultancies,
the Profession seems keen to support
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Source: www.actuaries.org.uk/media_centre/?a=139583

actuaries who decide to set up their own
consultancies, possibly offering advice on
indemnity cover and IT, standard contracts
and peer review.
While there is currently no shortage of
graduates signing up to the actuarial life,
there is evidence of a small but growing
perception among graduates that the
fellowship is too arduous a course for a
qualification whose traditional markets of life
assurance and pensions may be in decline.
If displaced students of traditional actuarial
disciplines are to infiltrate non-actuarial
businesses, we need to look toward our
actuarial education system to place us on
equal footing with more widely experienced
graduates. Employer surveys persistently say
that when presenting our work at board or
executive level, often the actuarial student’s
communication and business awareness skills
fall short of the levels that those employers
would wish.
The changing face of CA3 has begun to
address the issue with the introduction of
an oral presentation to the exam. But I’m
not convinced that this goes far enough
in testing communication. Dr Albert
Mehrabian, a noted researcher in the field
of communication, found that the total
impact of a message is about 7% verbal
(words only), 38% vocal (including tone of
voice, inflection, and other sounds), and a
mammoth 55% non-verbal.
Research indicates that the human body

can produce more than seven million unique
movements. Most of these can be observed
toward the end of a SIAS annual dinner
when the disco kicks in, but it might be more
difficult to test the correct set of movements
to convince a finance director to increase
company pension contributions. So CA4
Body Language, CA5 Office Politics and CA6
Networking may look unlikely for now, but
it is also unlikely that anyone who qualified
more than ten years ago would recognise
today’s examination syllabus.
There is further evidence that many of
those who start out on the actuarial path
fail to make it to qualification. The newly
introduced associate qualification may
go some way to addressing this apparent
waste of actuarial training, provided current
students and fellows recognise and help
promote the validity of the qualification to
the wider financial and risk management
industry. Actuaries (for example, those who
have achieved the associate qualification)
could move into broader areas as wellqualified risk management experts, backed
by a qualification with the same cache as
FFA or FIA. Interestingly, some doubts seem
to have emerged over the appropriateness of
the name ‘associate’ for a student who has
passed the CT and CA stages.
For an opportunity to shape the future of actuarial
students today, please send in your suggestions for an
alternative title to studentpage@the-actuary.org.uk
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AOTF/Book review

People/Comment

Actuary of the future
Dewald Bothma of Alexander Forbes delivers consistency, productivity and... calves?

Dewald
Bothma

What’s your best attribute?
My happiness.

beforehand, like humans sometimes do,
when they’ll deliver).

Employer and
area of work

And your worst habit?

How do you relax away from the ofﬁce?

Picking up the mannerisms of those I spend
time with.

I forget about work...

Alexander Forbes
Financial Services,
Stellenbosch,
South Africa.

Entered Profession
February 2008.

Describe yourself in three words
Happy, generous, consistent (I like to think).

Tell us your formula for success
The days when I think “today may be my
last” are rather productive and satisfying —
so I try and capture that thought.

What irritates you in others?
It takes a lot to irritate me. Maybe projecting
their irritableness onto me.

Alternative career?
Horticulturalist — my studies have often
conjured images of me with a spade in one
hand and a carrot in the other.

What is your greatest extravagance?
My phone bill — relationships, I believe, will
last into heaven one day.

Who would play you in a ﬁlm of
your life?
An Afrikaans actor — I like authenticity.

What three items would you take to a
desert island?
Speaking from a lack of experience, but from
a careful observation of movies I’ve seen of
shipwreck victims: matches, Bible, and a
generous supply of almonds (someone told
me you can actually survive on those nuts).

What is the greatest risk you have
taken?
Rejecting my first job offer in order to stay in
Cape Town.

Is the glass half full or half empty?

Tell something unusual about yourself

Mine is overflowing!

I grew up on a farm and, among other things,
have helped deliver a few calves (some at
strange times — cows don’t decide

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

Book review

Timothy Bramham reviews Panic! The Story of Modern Financial Insanity by Michael Lewis
Panic! The Story of Modern Financial Insanity is
a collection of 55 articles covering the major
financial panics of the last two decades.
It aims to show, by means of re-printing
contemporaneous pieces, what it must have
felt like to live through these crises.
This is both its strength and its failing:
its failing because a lot of potential buyers
will actually have lived through these crises
themselves and will not wish to pay £10
to read the articles again, and its strength
because the lack of a didactic tone makes for
easy reading.
The book starts with the 1987 stock
market crash. There is an extract from the
report of the Brady Commission, which
concluded that computers, programmed to
mimic rational human behaviour, conspired
to create this calamity. Other articles
downplay this idea, arguing that humans
would have acted in that way anyhow.
The second section is titled ‘Foreigners
gone wild’, and covers the panic that started
in Thailand in 1997 before spreading to the
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rest of the world. The foreigners in the title
may be an ironic reference to the Wall Street
financiers whose rapid withdrawal from the
Asian markets caused the panic.
We then move to the dot-com bubble, and
see how the media can be more than just an
observer of financial events, instead playing
an influential role. Prices are pushed up by
speculation and much chatter; everyone gets
excited and an article appears which predicts
the months until the major technology firms
will run out of cash and … POP!
Finally, we have the sub-prime mortgage
crisis of 2008, which we are living through at
the moment.
In conclusion, this book is probably quite
educational for the younger reader who did
not fully experience the 1980s and 1990s,
and it may be nostalgic for those that did.
What it does lack is a thorough analysis of
why markets will build themselves up into a
state of heightened hysteria and then rapidly
collapse. Maybe the editor felt that the
answer was obvious, or maybe he left it as an

exercise for the inquisitive reader.
Timothy Bramham is an actuary at the
Pension Protection Fund and former editor
of The Actuary
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Puzzles

Sponsored by
Sponsored by

Coffee break

May prize puzzle

...actually, who put the cheese there in the first place?

(ad infinitum)

Key:
Path to/from the mouse hole and safety

Grid square containing cheese

Inescapable feline doom

Initial movement onto grid

Derek the mouse has a hole at the end of a tube facing out onto an infinitely long grid of squares as shown in the diagram above (the
grid is three squares wide at any point along its length). Every square contains a lump of cheese. Being a simple soul, Derek moves out
from his mouse hole onto the middle of the first column of the grid and implements the following mechanical rule for moving around it:
n If there is cheese on a square then eat the cheese, turn either left or right with equal probability independently of your previous
movements and then continue on to the next square
n If there is no cheese on the square, continue in a straight line
n Continue moving until you return to the mouse hole.
Unfortunately, if at any time Derek moves off the original grid other than to return to his hole, he will be immediately devoured by
hungry cats. Calculate a) the probability of his safe return to the hole, and b) the expected number of pieces of cheese eaten,
given that he does not return safely. Ignore all other decrements.
For a chance to win a £50 Amazon voucher, courtesy of puzzles sponsor High Finance, please e-mail your name, company and solution to
actuaryprizepuzzle@incisivemedia.com. The prize will be awarded for the first correct entry drawn at random from entries received by
the closing date. The closing date for entries is 14 May.

Terms and conditions

The winner will be selected as the first correct entry drawn at random from entries received by the closing date. The
winner’s name will be announced in a future 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 a
future edition of The Actuary. Your details will not be passed to any third party in connection with this draw.

Puzzle 424 Missing links 2
Find the word or property linking the sets below.
1 Pall Mall, red snapper, Fidel Castro, Bradford, Tom & Jerry
2 Paprika, coaches, sabres, biros, hussars
3 Richard Branson, a rabbit, homo sapiens, the county of Nelson, a Stephen Soderbergh film
4 The Rocky Horror Show, Catch-22, The Six Million Dollar Man, tennis and golf
5 Fear and panic, the king and queen of the fairies, the boatman of hell
6 Wales and Bhutan
7 Wallis Simpson, Richard Nixon, Jeff Bezos, You
8 Barnsley, Blackpool, Oxford University, Southampton, Wimbledon
9 Paseo del Prado, Boardwalk, Rue de la Paix, King’s Avenue, Mayfair
10 Paycheck, Total Recall, Screamers, Blade Runner

Puzzle 425 The loop and the cross
The diagrams below show one possible way to create a loop
and a cross shape with blocks of length 2 and width 1.
How many ways are there to construct each of the two shapes?
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Puzzles

Coffee break

Puzzle 426 Two hundred and forty
n ( 7 x 7 x 7 x 7 ) = 10 x 240 + 1
n (11 x 11 x 11 x 11) = 61 x 240 + 1
n (13 x 13 x 13 x 13) = 119 x 240 + 1...
Prove that p^4 - 1 is divisible by 240 for any prime p
greater than 5.

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

Solutions for April 2009
April prize puzzle

Optimal primes solution

Most solvers went for combinations of positive numbers that
enabled all the primes up to 29 to be constructed. If only life were
that easy! If the following pairs of numbers are written (which
was a deliberate clue) on the die, then all of the prime numbers
up to 47 are attainable:
One and nine
Four and six
Minus seventeen and twenty seven
Other combinations will also allow all primes up to 47.
Congratulations to all those who found one.

April Prize Winner
Congratulations to the winner, Keith Sutherland of Standard Life,
who receives a £50 Amazon voucher courtesy of puzzles sponsor,
High Finance.

Puzzle 422 The 100 prisoners (reprise) solution
This was a follow-up to February’s 100 prisoners puzzle. Once
again, we ﬁnd ourselves with 100 Caulatarian prisoners held
in a maximum security prison with a chance to bid for their
freedom...
This time prisoner one has a different strategy to the others.
Every time he enters the room he turns the light off (if it
is on). Every other prisoner turns the light on (if it is off) the
first two times they enter the room, after which they leave the
light alone.
After the 198th time prisoner one enters the room and finds
the light on, he knows the following: either the light was
initially on and he was the first prisoner to enter the room (in
which case there have been 197 cases of the other prisoners
turning the light on) or the light was
initially off (in which case
it has been turned on 198
times by other prisoners).
Either way, the light must
have been turned
on at least once by
all other prisoners
— and so all have
entered the room.

Student special solution

Puzzle 423

Find the longest word that you can which is made up of some
or all of the letters in the rows (repetition is not allowed). The
letters remaining spell out a message (from a veteran of more
re-sits than he wants to count).
The rows can be rearranged to give the words below in order:
ACTUARIAL
REVERSION
MONETARIST
GUARANTEE
COINSURED
INDEMNIFY
LOGNORMAL
UNDERWRITE
MORTALITY

POSTERIOR
ASSURANCE
RESERVING
FINANCIAL
INVESTORS
The missing letters
spell out the message
DO_PAST_PAPERS!
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Mark Dainty (Director)
High Finance Ltd.
www.highfinance.co.uk
0207 337 8800
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Arts

arts@the-actuary.org.uk

Matt & Finn

A weekend in Leeds

This year’s Pensions Conference is coming to Leeds on 3-5 June. Actuary and
writer, Alex Head, discovers that the city also has other attractions
Arty actuary
Anyone craving
culture should
make their way
to the Leeds Art
Gallery, described
by John Russell
Taylor of
The Times as
“probably the
best collection
of twentieth
century British art outside London”.
Highlights have included a monkey
astronaut made from scrap and a glittering
blue sculpture made by dunking a car
engine in copper sulphate. Entrance to the
gallery is free, although there are charges
for special exhibitions.

Recommendation of
the month
Watchmen
One of the most highly rated graphic novels
of all time and the most recent comic book
to be converted onto the screen, Watchmen
is the story of masked vigilante heroes in an
alternate reality where Richard Nixon is still
president, the cold war rages on and crime
rules the streets. Ranked among the top 100
novels of all time by Time magazine, this
comic redeﬁned a genre.

Client entertaining
Tayyabs
Everyone loves a good
curry — especially at
Tayyabs, where most
Friday and Saturday
nights it seems all
of London queues to
get in. A Pakistani
restaurant situated
in the East End, it
has become famous among Londoners as a
place to get excellent quality food at very
reasonable prices. It gets very busy so we
recommend booking ahead — but the wait is
worth it. So for the client with a love of spicy
food and mango lassi, you can’t really go
wrong. www.tayyabs.co.uk
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The Henry Moore Institute next door holds
free sculpture exhibitions, but for work by
the man himself you’ll need to head to
Yorkshire Sculpture Park, 12 miles south of
Leeds.
Leeds Art Gallery, The Headrow, Leeds
LS1 3AA
Yorkshire Sculpture Park, West Bretton,
Wakefield WF4 4LG

Greedy actuary
Anthony’s is
Leeds’ favourite
restaurant and
holds a Michelin
Bib Gourmand,
so book ahead if
you want to eat
here. Its newest
offering, The
Piazza, is on the ground floor of the midrefurbishment Corn Exchange. Decked out
in muted grey velour and pale wood, the
food is bistro style, with local produce like
Bury black pudding and Whitby cod on the
menu. There are also several food shops, a
bar and a cafe serving cakes and sandwiches
if you are in a less leisurely mood.
Anthony’s, 19 Boar Lane, Leeds LS1 6EA
The Piazza by Anthony, The Corn Exchange,
Leeds LS1 7BR

Historical actuary
If you are in a swashbuckling state of
mind, then the Royal Armouries Museum
might be right up your galley. With a
spectacular collection of weapons and
armour, including a Guinness World
Record-breaking suit of elephant plate-mail,
it gives an informative account of war,
hunting and self-defence. There are also
plenty of opportunities to join in the action
— by shooting a machine gun, learning
to fence with a wooden sword or shooting
a crossbow. During the summer there are
jousting and falconry displays. Entry to the
museum is free.
Royal Armouries Museum, Armouries Drive,
Leeds LS10 1LT

the Leeds Rhinos. If the beautiful game is
more your thing, a tour of Leeds United FC
grounds could be just the ticket. These take
place every Sunday at 2pm and are priced
at £8-£10.

Night owl actuary
Leeds is heaving with students and is
famed for its vibrant nightlife. The HiFi
Club has live jazz, motown and R&B
while The Reform serves
up a dazzling array of
cocktails in a laidback
atmosphere. Sit back on
a comfy leather sofa and
enjoy your evening.
The HiFi Club, 2 Central
Rd, Leeds LS1 6DE
The Reform, 12-14 Merrion
St, Leeds LS1 6PQ

Shopaholic actuary
The Victoria Quarter is a gleaming Art
Nouveau shopping centre, the presence
of which led Lonely Planet to dub Leeds
the “Knightsbridge of the North”. It is full
of high-street favourites, plus Vivienne
Westwood, Paul Smith and Harvey Nichols.
The latter now has a free men’s personal
shopping service, so if you need a sartorial
helping hand — and according to Esquire,
some actuaries do — you know where to go.
If you prefer something a bit more
individual, Leeds is teeming with vintage
boutiques. Blue Rinse Vintage on Call
Lane has three floors and is staffed by the
requisite achingly-hip youths. It is wellorganised, which makes navigating the rails
of vintage denim, 1950s frocks, scarves,
belts and jewellery a breeze.

Sporty actuary
The cricket season will be in full swing
by June, so sporty actuaries will want to
head down to Headingley, also home to

Matt and Finn welcome your comments
and contributions. Please e-mail
arts@the-actuary.org.uk
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Appointments

People moves

Gavin Tillman
returns to Hewitt
after spending
two years in a
liability driven
Investment (LDI)
fund management
role at HSBC Global
Asset Management.
He had previously
spent five years
with Hewitt,
becoming a member
of its investment
consulting team
in 2001 and
specialising in asset
liability modelling,
derivatives advice
and LDI.

Milliman has announced the
appointment of Nick Dumbreck as
head of the UK life consulting practice.
Mr Dumbreck, the immediate past
president of the Institute of Actuaries,
joins Milliman from Watson Wyatt
where he was head of the global
insurance consulting practice from
1995 to 2002.
P-Solve Asset Solutions
has announced the
appointment of Jeff
Neate as investment
associate to the
investment advice
team. Mr Neate joins
from Watson Wyatt.

Jim Sutcliffe
The Financial
Reporting Council
has announced the
appointment of Jim
Sutcliffe, FIA, as the
next chair of the
Board for Actuarial
Standards (BAS) and
a director of the
FRC. Mr Sutcliffe
was previously group
CEO for Old Mutual

Martin Pike has
been named as
global director of
Watson Wyatt’s
Insurance &
Financial Services
Consulting Practice,
taking effect when
Philip Brook retires
on July 1, 2009.
Mr Pike joined
Watson Wyatt in
1983 and has been
head of the firm’s
European Insurance
& Financial Services
Practice since 2006.
In his new role,
Mr Pike will be
charged with the
delivery of Watson
Wyatt’s plans for
profitable growth
across Europe, Asia
and the Americas.
He will also
maintain an active
consulting role in

plc and is also a nonexecutive director of
Lonmin plc and Sun
Life Financial Inc.
Actuarial consultant
Anthony Carus has
been appointed to
serve a second term
on the Professional
Oversight Board,
one of a series of
personnel changes
announced by Sir
Christopher Hogg,
chairman of the
Financial Reporting
Council.
P-Solve Asset Solutions
has also appointed
Sathish Ramdayal
as an investment
adviser. Mr Ramdayal
joins from Barrie &
Hibbert. Prior to this
he worked in Watson
Wyatt’s investment
strategy group.

advising some of
the firm’s key clients
on a wide range
of actuarial and
strategic issues.
Punter Southall Group
has announced the
appointment of
Simon Banks as a
new principal in its
corporate pension
consulting business.
Simon has over
15 years’ actuarial
experience, most
recently at Hewitt
and KPMG, where
he advised a broad
range of companies
on pension issues.
PartnerRe has
appointed Kevin
O’Regan as head of
Longevity Market
Unit for PartnerRe
Global Life
Operations (nonUS). He will be in
charge of managing
and growing the
PartnerRe longevity
portfolio and for
further developing
longevity activities
within PartnerRe
Global Life
Operations. Mr
O’Regan brings with
him more than 20
years’ experience,
most recently as
head of business
development for
the UK and Ireland
at XL Re Life. Prior
to that, he held the
position of director

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

(life reinsurance) at
Aon Re Global for
over five years. He is
an FIA and a fellow
of the Society of
Actuaries in Ireland.
The Government
Actuary’s Department

has announced the
appointment of
Barbara Sinkinson
as head of research.
Ms Sinkinson has
worked previously
in the research
departments of
Hewitt and Aon.

Forward features
in The Actuary
The Actuary team has finalised
the magazine’s feature themes
for 2009 and welcomes contributions
for these topic areas from members,
or from contacts in and around the
profession.
You will find a list of themes for the
next few months below, along with
the deadline dates for submission of
articles. If you would like to contribute,
please contact Tracey Brown at
features@the-actuary.org.uk with your
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.

July 2009 (Published 25 June,
deadline 11 May)
n International recruitment
n Environment
n Capital/Solvency II
August 2009 (Published 30 July,
deadline 15 June)
n Financial modelling
n Actuaries in non-traditional fields

September 2009 (Published 27
August, deadline 13 July)
n Financial economics
n Regulation
n Credit crunch 12 months on
October 2009 (Published 24
September, deadline 10 August)
n General insurance
n Graduate recruitment
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