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A hive of activity
It has been a busy month at The Actuary.
After the launch of the first new-look
edition, it is ‘business as the editorial team
have never known it’, with the letters bag
growing fivefold and the features submissions
increasing in both quality and quantity again
this month. Many thanks to everyone who
has contributed to this edition.
Having battled through the unseasonal
storms in London on the way to the office
recently, it seemed rather fitting to be attending
a roundtable on a general insurance theme,
this being the industry that may be hit first and
hardest by global warming.
It was a pleasure to be in attendance at the
first roundtable hosted by The
Actuary. The topic was the
softening of the insurance
market cycle, and a
transcript of the lively
debate can be found
starting on page 32.
Keeping to the
environmental
theme, Professor Bill
McGuire discusses
the issue of global
warming (page
10) and
the vital
role that
actuaries
can
play in
pushing
forward
the agenda
for climate
change.
We plan
to hold a
number of
roundtables
during 2008,
covering themes
such as Solvency II, as
well as the difficult,
and sometimes
controversial,
argument of
how actuaries
should balance
commercial
pressures with
the requirement
to remain
professional.

Please get in touch if you have any ideas for
future roundtables or are interested in taking
part in one of these events.

Issue themes
Our themes for this edition are financial
modelling and reinsurance with features from
Paul Hopkins, who looks at IT trends (page
30), Society of Actuaries’ member, Henry
Witmer on the analysis of protected cell
companies (page 38), and Adrian Pinington
who analyses mortality projections by cause
of death (page 28).
Our web exclusives this month include
articles from Dmitri Subotsky navigating his
way through marine hull insurance, and Maria
Marques who charts the launch of the Brazilian
reinsurance market. Also online is a feature
from Graeme Cluskey, who delves into the
dusty pre-1900 world of life insurance.
If you haven’t visited our website yet, then
I encourage you to take a look and let us have
your comments.
Our online poll has been running for a
couple of months and we have had some
interesting results to the questions posed so
far, including the merger. As I am sure you
are aware, there is a lot of consultation to
take place before the formal vote, including a
decision on how the voting process will work.
The Actuary is keen to promote an active
debate about the merger and so we will be
dedicating the letters page in May to your
views. We have already received a number of
letters about the merger and voting process,
however, if you have not yet done so,
please send us your letters before the 4 April
deadline. We cannot print all letters due to
space constraints but we do try to ensure that
the letters printed in the magazine reflect the
balance of opinion in the post bag.

Volunteers
On a different note, we are currently looking for
volunteers for our book reviewer panel. Review
copies are often provided so if you are an avid,
critical reader interested in an opportunity to
share your views then please get in touch.
Finally, we are delighted that Louisa Lobo
will be joining the editorial team as news
editor with effect from the June edition.
Louisa will be responsible for the industry
news section.
Margaret de Valois
Editor
editor@the-actuary.org.uk
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Comment

Stewart Ritchie

Stewart Ritchie, president of the Faculty of Actuaries,
wonders if all the signs are pointing in the same direction

Towards a merged profession

R

ecently I heard Tony Benn, the veteran
Labour politician, describe how he
classified people as either signposts or
weathercocks. A signpost was someone
who identified the correct direction for the
future. A weathercock was someone who didn’t
make up his mind until it was clear which way
the wind of public opinion was blowing. Mr
Benn has no time for weathercocks.
As with most things in life, I see a spectrum
rather than absolutes here. Faculty and Institute
Councils have identified what they believe to
be the correct direction for the future, namely
a merged profession, so I hope Mr Benn would
look on us as signposts. But this counts for
nothing unless you, our members, agree and
vote accordingly. To that extent we have had to
have one eye in the merger negotiations on what
we think our members will agree to. I hope this
will not condemn us as weathercocks.
My personal journey to get to the merger
proposals has been a long one. When this issue
was last discussed seriously, in 1995, I don’t
remember feeling very strongly either way. I had
more pressing work-based priorities, if truth be
told. I could not afford to be distracted by things
that didn’t really impinge on my own personal
and professional activities. It would be very
understandable if members took a similar view
today. It could also be very unfortunate, because
this time the issue is being put to a vote. A low
turnout would probably favour those with strong
passions, because they are more likely to vote. A
silent majority could find themselves frustrated
as a direct consequence of their silence.

House in order
In 2008, I feel the issue is relevant to the working
lives of all of us. Events have not been kind to
us so far this century. We have been buffeted by
Equitable Life, the problems with defined-benefit
pensions, the Penrose Report
Report, the Morris Review and
so on. We have reacted by putting our house in
order and embracing necessary change, as a result
of which we are now able move onto the front
foot. We need to present
a positive and united
image to the world, and
a merged profession will
give us an ideal launch pad
to do that.
In 1995, our Councils
did not agree to merge
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but did agree to work more closely together.
This has gone very well, and we have achieved
considerable improvements in efficiency, but
the 1995 agreement was never going to be
the end of the story. The governance of the
Profession remained top-heavy and inefficient.
Our external profiles remained complex and
sometimes confusing. Strange quirks became
evident — the inability of Institute fellows in
Scotland to play as full a part in our professional
activities as Faculty fellows, for example. Another
important development was the degree to which
our overseas members and potential members
are now looking to their local professional body
for services. If they stay with us in future, it will
increasingly be out of choice, not necessity.

» We are split for reasons
that were valid in the
19th century but have
no relevance now

«

So, by the time I knew that I was going
to become Faculty president, I had become
convinced that we needed to act. That was my
signpost side. In my presidential address, and
with the explicit approval of Faculty Council, I
launched a consultation with
Faculty members. That was
my weathercock side coming

out. Fortunately the response reinforced my
conviction — the signpost and the weathercock
were pointing in the same direction.
When Faculty Council instructed its senior
office-bearers to start discussions with Institute
leaders, it quickly became apparent that there
was a strong chance of agreement. Almost all
of our signposts were pointing in the same
direction. It then became a matter of testing
whether the signposts of our members were
similarly aligned. In June we will find out
whether this is so.

Work to be done
There remains a lot of work to be done. The
leaders of the Profession need to communicate
to you, the members, the substance and
rationale of the merger proposal, and why it
deserves your support. If the vote in June 2008
gives us a mandate, we then have to put the
flesh on the bones. In particular, we need to
develop a new Royal Charter for the merged
body which, for technical reasons, will build
on the chassis of the Faculty Royal Charter.
There will also then be the matter of the name
of the merged body — we plan to commission
brand consultants to help with that. Assuming
all goes to plan, there should be a second
vote in 2009 to formally adopt the new Royal
Charter. Although we regard the June 2008
vote as the pivotal one, the 2009 vote would
be constitutionally vital, and the hurdles of
two thirds of those voting (Faculty) and three
quarters of those voting (Institute) would have
to be achieved for merger to take place.
Finally, here is my ‘elevator speech’ in
favour of merger. We are split for reasons that
were valid in the 19th century but have no
relevance now. We are too small a profession to
be divided. It is time for us to move
on to the front foot. A relaunch of
a merged profession will help us do that.
The proposed structure is the best way we can
think of to promote the
things that are important
to us, and includes checks,
balances and flexibility for
the unknown future. Please
give us your vote for the
future of our profession.
I hope that if Tony
Benn were an actuary in
the elevator he would agree.

www.the-actuary.org.uk
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Letters

Your view

Letters to the editor
In which readers wax lyrical on wine-tasting,
twin births and gun laws

Letter of the month

financial world. That chance has now been
missed — let’s not pass up any more opportunities
to help secure the future of our profession.

Wine and dine
I was saddened to learn of the death of Bernard
Fison (Obituaries, Jan/Feb 2008).
I fondly remember the time some years ago
when, as a member of the Institute’s secretariat,
I was secretary to the committee which was
responsible for organising the Biennial Dinner at
Grosvenor House. Bernard was my chairman for
some years.
Traditionally, Grosvenor House had supplied the
wines for dinner but Bernard, being an innovative
chairman, believed we could do better financially
and qualitatively by bringing in our own wines.
So, at a committee meeting at Staple Inn late
one afternoon to discuss arrangements, Bernard
brought along his wine partner colleague from
Phillips and Drew to provide a tasting.
As I recall, the meeting was concluded in record
time to enable full and proper consideration to
be given to the serious business of tasting the
seven red and seven white wines, lined up in military fashion in the Council Chamber. It was a
difficult choice and it took some time to decide but somebody had to do it. Eventually the best
red was selected, but only the second best white, on the basis that it had a prettier label that
would prove more attractive to the ladies! After meetings, Bernard and I would usually repair
to the Cittie of Yorke to consider the minutes.
Are Institute committee meetings still so enjoyable? Do such chairmen still exist?
John Henty
8 February 2008

The writer of the Letter of the month receives a
Venecia fountain pen kindly supplied by HBOS

Missed opportunity
Although more than two-thirds of the votes
cast were in favour of the proposal, Andrew
Smith has not been elected as a fellow of the
Institute. The election was held in accordance
with the Institute’s bye-laws, which rightly
set a high hurdle for the exceptional event
of conferring fellowship on someone who
has not completed the exams, and Institute
Council will, of course, accept the result. I do
not wish this episode to pass, however, without
recording my own personal disappointment
at this outcome, and my concern about the
implications for the profession.
I do not in any way underestimate the
importance of the actuarial examinations —
they remain the fairest basis on which to award
qualifications. I also accept that there are others
who would make worthy fellows but who have,
for a variety of reasons, been unable to finish
the exams. In my view, the case for treating
Andrew Smith differently stands out because of
the depth of his contribution (as reflected in his
three Institute prizes), the breadth (there is no
major area of actuarial work in which he does
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Nick Dumbreck
11 March 2008

Which way forward?
We are indebted to the March issue of The
Actuary for providing views from both camps
on the Profession’s merger proposals but which
leaves very little time for adequate discussion
of a course that would consign two venerable
professional bodies to the dustbin of history.
After emphasising the deadline of 16 June
for the in-principle vote, the presidents’ letters
refer only vaguely to “meetings or activities to
exchange views with your colleagues about the
arrangements”. Yet, some three weeks later, no
further information seems to have appeared on
the Profession’s website. Given the “not proven”
verdict on the current pro-merger arguments, it is
vitally important that adequate discussion of the
proposals, including the very viable Contractual
Agreement option put forward by the Faculty
Task Force, takes place before the June vote.
Without this, those Faculty members who
are unhappy at the current proposals may be
left with no option but to requisition a Special
General Meeting of the Faculty.
Finally, although ‘rebranding’ of the
Profession is seen as a key driver for the merger,
and it is stated that “this is not a takeover
of one body by another”, it seems surprising
that the presidents have declined to state
categorically that NewProf’s name will not be
either the Faculty or the Institute of Actuaries.

not have a significant involvement), and the
high regard in which he is held internationally.
The likelihood of a significant contraction
Ronnie Sloan FFA
in some of our traditional areas of work over
11 March 2008
the next 10 years — particularly UK definedbenefit pensions — remains high. Actuaries
Editor’s note: A timetable for consultation is
whose skill-sets are heavily reliant on what was
now available — see page 12. Details of informal
in the examination syllabus 10 or more years
consultation meetings were notified by e-mail to all
ago, and on knowledge of legislation, may find
members on 15 March. A requisition for a Faculty
life getting tougher. On the other hand, the
Special General Meeting was received from 10
spectacular risk management and modelling
Faculty members on 17 March. For more details,
failures in the financial sector in recent months
please visit http://www.actuaries.org.uk/Display_
have given us a golden opportunity to broaden
Page.cgi?url=/merger/index.html
the scope of our activities.
Andrew Smith has
probably done more than
anyone else to help ensure
“T” (or more specifically, “TTL”) stands for technical thought leaders.
that the Profession keeps
We prioritise technical thinking. Which means when you join us, your
abreast of modern financial
technical skills will be given a platform upon which to shine. Find out
techniques, and having
more by emailing actuaryopportunities@hbosplc.com
him as a fellow member of
the Institute would have
strengthened our hand
Sponsored by
in promoting the role
Equal opportunities for all - our policy is as simple as that.
of actuaries in the wider

Letter of the month - “T”
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Your view

Shoot from the hip
It was interesting to see Peter Tompkins’ review
of the book by fellow actuary Terry Arthur,
“Crap: A Guide to Politics” (March 2008, p46)
but the reviewer is surely unfair. The book is
a satirical one, yet the reviewer seems to want
every remark made by the author to be backed
up by an academic treatise.
Indeed, the reviewer is slacker than the
author in this regard — and one of Peter
Tompkins’ assertions may well be of interest
to actuaries. Terry Arthur suggests that
removing gun control might reduce crime
and Tompkins replies by saying, “Like in the
US?” Well, yes, like in the US. Crime in the
UK is two-and-a-half times the level in the US.
While cause and effect cannot be proven, the
States, with its more liberal gun laws, has the
least crime.
Clearly, if only criminals own guns,
because they are illegal, then criminals
control a thriving black market — as is now
the case in the UK. On the other hand, if
gun ownership is legal, there can be strong
deterrent effects. As the grim Texan joke goes
— ‘the most popular form of suicide in Texas
is housebreaking’. Beneath that bad-taste joke
lies a serious point. Criminals, like actuaries,
dislike uncertainty.

Philip Booth
3 March 2008

Twin birth puzzle
Tut-tut to the originator of Puzzle 388 (March
2008, p44). It is too simplistic to say in the
solution that “when the homeowner stated
that her ‘oldest’ child is sleeping she was

Your letters
The editorial team welcomes
readers’ letters but reserves the right
to edit them for publication. Please
e-mail letters@the-actuary.org.uk
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giving the census-taker the fact that there is
an oldest.”
Out of any three normally born children
there is always an oldest, even if two are twins
or all three are triplets.
The rejected solution (that where the two
older children have the same age in years) only
holds false if the births of the children of the
same age were concurrent.
In my experience of normal births (leaving
aside perhaps Siamese twins or a delivery by
Caesarean operation), not only is one twin
actually born before the other, the mother
can remember which of them came first. It is
therefore totally feasible that the discarded
solution is the correct one.
That it might be less probable is, of course, a
different matter.

Don Shore
3 March 2008

Letters

out of touch he was with the real world.
Nemesis may yet strike his kind. Surely it
cannot be too long before a major EB firm is
tested with a lawsuit for being asleep at the
wheel of longevity. Life company actuaries
might have got their mortality improvement
forecasts wrong but at least they tried.

Icki Iqbal
3 March 2008

Ode to professionalism
One thing really stood out when I marked
some CA1 exams recently (from the Dublin
City University Graduate Certificate in
Actuarial Science) – a couple of the students
(all of whom work as trainee actuaries) seem
to think that one of the main reasons to be
professional is to win more business.
This is not something that they got from
my lecture notes, from the ActEd
notes or from the CA1 Core
Reading. So, where did they get
the idea from?
Other students seem to have
let the idea that they are now
‘actuarial trainees’ go to their
heads — they’re not like the
other non-actuarial employees
in their respective companies
— what they think is more important. Not
that “the views of others may differ from
his/her own and that the other views may be
valid” (CA1 Core Reading).
Some words of Alexander Pope came to
mind, which I’ve amended slightly below
(taken from his Essay on Criticism).

» Andrew Smith has probably

done more than anyone else to
help ensure that the Profession
keeps abreast of modern
financial techniques

«

Outstanding contribution
Monday 25 February was one of the darkest
days in the history of the Institute of
Actuaries. A group of small-minded men
voted against the election of Andrew Smith
to fellowship despite the strong steer given by
the president and the Council.
I really don’t know whether I want to
belong to the same profession as them.
But for Andrew we would not still have an
actuarial profession. When the death of
inflation and the bear market combined
to put life companies and pension funds
in distress, the profession should have
been indicted. Instead, with a neat piece
of sidestepping, we supplied the Financial
Services Authority with a new set of tools
which we could use only because of the
pioneering work by Andrew during the 1990s.
Andrew’s confrontational style has
made many enemies, particularly among
EB actuaries. I remember that at a recent
Actuaries’ Club dinner I was sitting opposite
a partner of an EB firm of actuaries. I was
introduced to him by Fiona Morrison and,
with barely concealed contempt, he said:
“You’re the one who fiddled the Greatest
British Actuary competition in favour
of Andrew Smith.” Apart from the sheer
scurrilousness of the remark, it showed how

So modern consultants, taught the art
By actuaries’ bills to play the actuary’s part
Bold in the practice of mistaken rules,
Prescribe, apply, and call their masters fools.
Nor time nor moths e’er spoil’d so much as they;
Some dryly plain, without invention’s aid,
Write dull receipts how investments may be made.
These leave the sense, their learning to display,
And those explain the meaning quite away…
Pride, where wit fails, steps in their defence,
And fills up all the mighty void of sense!
To please their clients’ ear,
Not mend their minds…
In pride, in reas’ning pride their error lies.
If the students could only keep their feet
on the ground a bit more, it will surely help
them get better marks, speed their way through
the examination process and, hopefully, make
them better actuaries.

Colm Fitzgerald
23rd February 2008

2008 April
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Soapbox

Bill McGuire

Professor Bill McGuire says the insurance industry should take a leading role in pushing the
agenda for climate change action

Against the tide

T

he pre-eminent oceanographer and
climate scientist Wallace Broeker has
famously warned that ‘climate is an angry
beast and we are poking at it with sticks’.
Well, the beast is now stirring and looks likely
to be wide awake within a decade or so. The big
question is, can we lull it to sleep once more, or
are we too late? Having just finished writing a
book on climate change, I am caught between
mild optimism at the rate at which some nations,
in particular Germany, are embracing serious
measures to tackle climate change, and utter
depression at the miserable efforts of the UK.
The UK government and much of the
country’s industrial and commercial base are
simply not taking the threat sufficiently seriously.
Sadly, this includes the financial services sector,
where there is certainly more awareness and talk
about climate change, but still very little action.
Bearing in mind that the insurance sector sits
fore-square in the front line in the battle against
climate change, this is difficult to understand.
Let me try and get across the seriousness of
the situation. In order to prevent dangerous
climate change, sufficient, according to Sir
Nicholas Stern, to trigger a global depression
worse than that of the 1930s and economic
and social mayhem to match that of the
World Wars, we need to avoid a global average
temperature rise of around two degrees

Too little, too late
The reality, unfortunately, is that global emissions
are not only still rising, but are accelerating. The
EU is aiming to cut emissions by 20% by 2020,
and the UK is hoping to match this, but given
what is needed, and taking into account the
economic growth of China, India, Brazil and
other industrialising nations, this is not nearly
good enough. In the UK, in particular, any talk
of seriously tackling climate change is ridiculed
by a government that is pushing through 120
new road building projects and plans for a major
expansion of airport infrastructure.
There is little leadership from the CBI either,
who despite pledging to ‘do what it takes’ to
meet the UK’s greenhouse gas reduction targets,
has so far only come up with the proposal that
companies will work towards cutting collective
emissions of 370 million tonnes by one million
tonnes over the next three years. Big deal!
Clearly, the time
is ripe for someone
to take the lead in
pushing the climate
change agenda in the
UK, and the insurance
sector is centrally placed to do this. Not only
because it is liable to suffer more than most
businesses due to a widespread increase in
climate-related catastrophes, but also because
it has the authority and weight to make
government, business and industry sit up and
listen. From a purely selfish perspective too,
notwithstanding how increasing floods and
windstorms, and rising sea levels, will impact
upon business portfolios, the bottom line is,

» We need to be looking towards a
zero-carbon world by mid-century «
Celsius. The latest science indicates that to
accomplish this, even a 90% cut in global
emissions by 2050 will not be enough. In
other words, we need to be looking towards a
zero-carbon world by mid-century. Currently,
a number of small nations, including Norway
and New Zealand have already indicated that
this is their goal, and, last year in the UK, the
Liberal Democrats outlined plans for a zerocarbon Britain.

will the insurance sector be able to function,
or even survive, given the worst economic and
trading conditions since the 1930s, and with
no end in sight.
So, where to start? In a little over two years,
the UN climate conference in Copenhagen will
effectively provide our last chance to prevent
dangerous climate change. The meeting will
either come up with an all-inclusive, global
agreement to cut emissions by the amount
required, or we can say goodbye to stable
trading conditions for the foreseeable future.
The most critical element of the meeting will be
agreement on a framework that will allow the
fair and equitable reduction of emissions across
all nations. At the moment, the only mechanism
on the table is Contraction and Convergence
(C&C). Developed by the London-based Global
Commons Institute, C&C is gaining huge support
across the world, including from India, China,
Germany, the European Parliament and the UK
All Party Parliamentary Climate Change Group.

Global premise
The framework is based on the premise that
everyone on the planet has a right to emit the
same amount of greenhouse gas. Consequently,
a future climate agreement has to be based upon
the allocation of national emissions targets
that are determined by population, and which
enables emissions allowances to be traded
internationally within a global carbon market.
In the crucial run-up to Copenhagen, the
Global Commons Institute is seeking support
from business and industry via its Carbon
Countdown campaign. I would urge every
company in the insurance sector to sign up
now and use its enviable clout and reputation
to ensure that C&C is adopted. Download the
Carbon Countdown prospectus at www.gci.org.
uk/kite/Carbon_Countdown.pdf
Professor Bill McGuire is director of the Benfield UCL
Hazard Research Centre at University College, London.
His new book, Seven Years to Save the Planet, is
published in July.

Soapbox sponsored by
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Faculty and Institute
propose merger
The Councils of the Faculty and the Institute
have agreed to recommend to their members a
merger of the two bodies. This agreement was
reached at a meeting of the Joint Councils on
12 February. The presidents of the Faculty and
the Institute have written, separately and in a
joint statement, to their respective memberships
recommending support for the proposal.
Meetings for members to discuss the
proposal are being organised. To date, these are:
n 26 March — lunchtime meeting at Advanced
Professionalism event in Manchester
n 30 April — Yorkshire Actuarial Society
n 8 May — breakfast meeting in London
n 15-16 May — as part of the Healthcare
Conference, Dublin
n 2 June — Bristol Actuarial Society, Institute
sessional meeting
n 5-6 June — as part of the Pensions
Convention, Killarney
The informal meeting to discuss the merger
proposal on 27 March at the Royal College of
Physicians in Edinburgh has been postponed.
A Special General Meeting of the Faculty has
been called by 10 Faculty members to discuss
and vote on four resolutions relating to a possible
merger. Under the Faculty’s Charter, attendance
at a Special General Meeting is restricted to
fellows, honorary fellows and associates.
However, the Special General Meeting will be
preceded, on the same day, by an informal
discussion meeting open to all members.
For more details on this and other merger
information, please visit www.actuaries.org.
uk/Display_Page.cgi?url=/merger/index.html
All members will be asked to vote on the
proposal by mid-June 2008. If there is substantial
support for a merger, the councils will commit
the necessary resources to implement change.
This will include the development of a new Royal
Charter and brand identity.
A second vote will take place — of those
eligible to vote under the terms of the existing
charters — to accept formally the new Royal
Charter before the new merged body goes live
on the target date of 1 July 2009.

Faculty Biennial Dinner
12
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Committee appointments
As part of the Profession’s restructure, the membership of individual committees has been
reviewed. Although many of the practice area executive committees have yet to agree their
membership and hold their first meeting under the new structure, the following committees
have confirmed their membership:
Qualifications executive committee
Chairman: Jane Curtis
Deputy chairman: David Hindley
Secretary: Trevor Watkins
Neil Brougham
Chris Daykin
Paul King
Richard Muckart
Tim Steadman
Mark Stocker
Paul Sweeting
Howard Waters
Professional regulation executive
committee
Chairman: Andrew Chamberlain
Deputy chairman: Brian Murray
Secretary: Richard Maconachie
Roger Dix
Alex Galloway — lay member
John Hylands
Mike Kipling
David Martin
Harriet Maunsell — lay member
Fiona Morrison
Member support executive committee
Chairman: Ronnie Bowie
Deputy chairman: Seamus Creedon
Secretary: Barbara Beebee
Sally Dixon
Derek Newton
Kenneth Tindall
Alan Rae
Nick Salter
Maria Singleton
Trevor Watkins
Sunita Dhawan
International committee
Chairman: Michael Pomery
Deputy chairman: Martin Pike
Secretary: Peter Dingwall
Chris Daykin

Paul Grace
David Martin
Kathryn Morgan
Public affairs advisory committee
Chairman: Peter Gatenby
Secretary: Margaret Marchetti
Deborah Cooper
Alan Goodman
Mike Pomery
Brian Wood
Enterprise risk management practice
executive committee
Chairman: Colin Ledlie
Deputy chairman: Gordon Wood
Secretary: Mark Symons
Finance and investment practice executive
committee
Chairman: Paul Sweeting
Deputy chairman: David Bowie
Secretary: Pat Rustem
GI practice executive committee
Chairman: Julian Leigh
Deputy chairman: Kathryn Morgan
Secretary: Peter Stirling
Health and care practice executive
committee
Chairman: Sue Elliot
Deputy chairman: Bill Baker
Secretary: Pauline Simpson
Life practice executive committee
Chairman: Adrian Eastwood
Deputy chairman: David Hare
Secretary: Pauline Simpson
Pensions practice executive committee
Chairman: Charles Cowling
Deputy chairman: Huw Evans
Secretary: Martin Hewitt

The Faculty held its
Biennial Dinner at
The Royal Scots Club
in Edinburgh on 15
February. The dinner was
attended by actuarial
guests from around the
globe, as well as a large
number of luminaries
from Scotland and
further afield. In his
after-dinner remarks,
Faculty president Stewart
Ritchie updated the
gathering on discussions
with the Institute
regarding a merger of
the two bodies.
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GN29 transitional period extended

News in brief

A number of scheme actuaries have contacted the Profession to alert us to delays in
obtaining the new appointment letters from trustees required by GN29: Occupational
Pension Schemes — Advisers to Trustees. To our knowledge, these delays are caused by
administrative and/or practical difficulties rather than any more material factors.
The professional regulation executive committee has considered this issue and recognises
that the requirements were introduced in the public interest and therefore compliance is
required. However, the committee does not believe that it is in the public interest to require
widespread resignations of scheme actuaries. Nor does it believe it acceptable for a scheme
actuary to remain in place and to withhold the performance of reserved role duties until such
time as the required letter of engagement is in place.
The committee has therefore extended the transition period, granted under section 2.1 of
GN29 v7, to 30 June 2008.
On this date, any positions for which there is not a new-style appointment letter in place
must be resigned immediately. The scheme actuary should also consider whether they have
any duty to report any matters to the Pensions Regulator.
Failure of the scheme actuary to comply with the above will result in immediate referral to
the Profession’s disciplinary procedures.

Andrew Smith ballot

News

Following the count of the proxy voting
forms and the votes cast at the Institute
Ordinary General Meeting at Staple Inn,
London, on 25 February 2008, Andrew
David Smith was not elected a fellow of
the Institute of Actuaries.
The bye-laws stipulate that 75% of
those voting must vote in favour, whereas
the actual percentage voting in favour
was 69.7%.

Imparta workshop:
Using strategic concepts
This one-day workshop will help
sharpen your strategic thinking skills.
Designed for the Profession by Imparta,
it will appeal to qualified actuaries
involved in strategic discussions and
decisions within their employer or
client companies.
Workshops will run at Staple Inn on 8
July, 29 September and 8 December and
places are limited to 20 per date. For
more details, please visit wam.actuaries.
org.uk/wam/ConfBooking.exe

Legal principles:
What can go wrong?
Designed for the Profession by the College
of Law, this interactive one-day workshop
will help you develop your knowledge
and understanding of legal principles that
can impact your actuarial work. Places are
limited to 20 per date.
To view dates and get more details,
please visit www.actuaries.org.uk/files/
pdf/cpd/legalprinciples20080305.pdf

Watson Wyatt prize
Faculty student member Stephen Walker,
right, is presented with the Watson
Wyatt prize for financial economics by
Faculty president Stewart Ritchie. The
presentation took place at the Faculty
sessional meeting at the Merchants’
House of Glasgow on 18 February.

A record number of students took part in this
year’s UK Maths Trust Intermediate Challenge
on 7 February.
Nearly 260 000 students aged between
13 and 16 took part in the event, which is
sponsored by the Profession. The challenge
consists of 25 multiple choice questions to be
answered in one hour.
The aim is to get students thinking about
mathematics outside the confines of the school
curriculum. The paper is marked out of 135
points, and this year 14 of the competitors
managed to score full marks.
The top 500 students were invited to take
part in the Cayley, Hamilton and Maclaurin
follow-on papers last month. In addition, a
further 1700 have been invited to sit a panEuropean paper in April.
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Marcelo Cruz, chief risk officer at Aviva,
and Colin Ledlie, chief risk officer at
Standard Life, will be sharing their
knowledge and experience in the area
of enterprise risk management at a
networking evening on 12 May.
Organised by the finance, investment
and risk management practice area, the
evening at Staple Inn Hall will cover the
respective challenges facing chief risk
officers, what their role involves and
possible routes to developing a career in
this field.
For more information or to book a place,
please visit www.actuaries.org.uk/link/
finance_invest/networking20080512/
index.html

Clinton Cardozo

Record numbers
take part in latest
maths challenge

Networking evening:
Role of risk officers

Private medical insurance
results presentation

Students answered 25 questions in one hour.

The Health and Care Reserving Working
Party will be presenting the results of
a private medical insurance reserving
survey on 17 April at Staple Inn. For more
information or to book a place, please
contact Neil Hilary on +44 (0)1865 268241
or email neil.hilary@actuaries.org.uk
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Report of a hearing on 11 February 2008
before a disciplinary tribunal panel of the
Institute of Actuaries
This determination is, until 12 March 2008, subject to appeal.
MR Peter Kerr, FIA 1988, resident in Belfast (‘The respondent’)
The charge was that the respondent had
committed misconduct as defined in rule 1.6
of the Disciplinary Scheme 2004 of the Institute
of Actuaries:
“Misconduct means:
(a) Any breach of the bye-laws of the Institute;
and/or
(b) Any conduct,
by a member, whether committed in the UK
or elsewhere, in the course of carrying out
professional duties or otherwise constituting
failure by that member to comply with the
standards of behaviour, integrity, competence
or professional judgment which other
members or the public might reasonably
expect of a member having regard to any
advice, guidance, memorandum or statement
on professional conduct, practice or duties
which may be given and published by the
Institute and/or, for so long as there is a
relevant Memorandum of Understanding in
force, by the Board for Actuarial Standards
and to all other relevant circumstances.”
The respondent was present and was
represented at the hearing by Mr Stephen
Hallam of Brown Rudnick LLP. The Institute’s
investigating actuary was present and was
represented by Ms Julie Matheson, solicitor,
of Shepherd and Wedderburn. Mr Dominic
Spenser Underhill was the legal adviser to
the hearing.
The particulars of the charge
In reaching its determination on fact and
misconduct, the panel noted that the burden
of proof rests with the Institute’s investigating
actuary, and applied the standard of proof set
out in rule 1.4 of the Institute’s Disciplinary
Scheme.
The panel found that during the period from
3 March 2000 to 5 July 2007, the respondent
had retained a number of Pension Scheme
Actuary appointments and accepted additional
new Pension Scheme Actuary appointments
without holding a current Scheme Actuary
certificate, such conduct:
1. Constituting a breach of Bye-law 76 of
the Bye-laws of the Institute of Actuaries and
therefore misconduct in terms of rule 1.6 (a)
of the Disciplinary Scheme of the Institute
of Actuaries
2. Constituting a material breach of a
requirement of a practice standard Guidance
Note, namely paragraph 2.1 of Guidance Note
29 (versions 3.1, 4.0, 5.0 and 6.0, being the
versions in force from 3 March 2000) and
paragraph 2.2 of Guidance Note 29 (version
7.0)
3. Additionally and in any event constituting
‘misconduct’ in terms of rule 1.6 (b) of
the Disciplinary Scheme of the Institute
of Actuaries.
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The respondent had admitted that he had
breached Bye-law 76 and paragraph 2.1 of
Guidance Note 29; and furthermore that the
breach of Bye-law 76 constituted misconduct
under rule 1.6 (a) of the Disciplinary Scheme.
The respondent had denied that his
breaches of Bye-law 76 and paragraph 2.1 of
Guidance Note 29 constituted misconduct
under rule 1.6 (b) of the Disciplinary Scheme.
The tribunal accepted that it is possible to
envisage situations where a breach that
constitutes misconduct under rule 1.6 (a) may
not constitute misconduct under rule 1.6 (b).
Thus, it was necessary to consider whether,
in addition to misconduct under rule 1.6 (a),
the respondent was also guilty of misconduct
under rule 1.6 (b).
In this case, the respondent had repeatedly
over a period of seven years failed to obtain and
retain a current Scheme Actuary Certificate.
During that time, he held appointments under
15 pension schemes.
The question to be determined, therefore,
was whether the respondent had complied
with the standards of behaviour, integrity,
competence or professional judgment that the
Profession and the public might reasonably
expect of him, having regard to the various
criteria that are set out in rule 1.6 (b) (which
refers to ‘guidance’, which includes Guidance
Note 29).
The tribunal did not consider that the
respondent’s failings impinged on his integrity
or professional judgment. However, the
tribunal found that the chronic failure, without
any reasonable excuse or justification, of the
respondent to obtain the requisite certificates
for over seven years, to enable him properly to
practise, did call into question his behaviour
and competence. This view was supported
by the respondent’s breach of paragraph 2.1
of Guidance Note 29. Thus, it found that the
respondent was guilty of misconduct within
the definition of rule 1.6 (b).
Sanction
The panel determined, under rule 6.23 of the
Disciplinary Scheme, to impose the following
sanction on the respondent:
n Suspension from membership for a period of
two years, and
n A fine of £4000.
The panel’s reasons were as follows:
1. The respondent had practised as a Pension
Scheme Actuary without the appropriate
practising certificates in place. He did that for
a continuous period of seven years for a large
number of clients. The Institute has put in
place guidance for its members who wish to
practise in this field. This is currently embodied
in Guidance Note 29. It has done so to ensure
that its members adhere to the letter as well as

the spirit of section 47 of the Pensions Act 1995,
which prescribes various duties on a Pension
Scheme Actuary.
2. The obtaining of a practising certificate is
thus not merely an administrative requirement
for the benefit of the Institute; it is there to
protect the public in general and pension
schemes, and their members, in particular.
It does this by ensuring that the Institute’s
members who work in this highly responsible
field are objectively recognised as being
professionally competent to do so.
3. It followed that the failure by the
respondent to obtain a certificate was serious,
in that he had failed to maintain a standard of
professional duty to the public and the pension
schemes that the Institute demands of its
members. The seriousness of the misconduct
was compounded to a significant degree by
the fact that the respondent had failed to
obtain proper certification for a period of seven
years, in which time he was advising regulated
pension schemes. This seriousness could not
be excused by any explanation that the failure
to obtain certification was an administrative
oversight, since the obtaining of a certificate is
not for merely administrative reasons.
4. The tribunal took into account detailed
submissions in mitigation and noted in
particular that the respondent was not
motivated by dishonesty or mischief. He
demonstrated clear and unconditional
remorse, was ashamed, and had at all times
co-operated with the investigation of this
charge; he had not endeavoured to waste the
Institute’s time and resources. The tribunal
also noted confidential information about the
respondent’s personal circumstances of late.
While these were not in existence for the entire
time that the respondent was without his
certificates, they were taken into account when
considering the sanction. Also, the tribunal
noted that it was the respondent’s current
intention not to return to the work of the
Profession.
5. Part of the reasoning behind the sanction
mentioned above was to enable the Institute
to recover fees payable upon the granting of a
practising certificate that the respondent ought
to have paid, but did not.
Costs award
An application for costs was made on behalf of
the investigating actuary. Liability for costs was
not resisted in principle, although the level of
costs was challenged as being excessive.
The tribunal considered a schedule of costs
supplied on behalf of the investigating actuary.
It found that the hourly rates were reasonable
but that the amount of time spent on the
matter was excessive and disproportionate to
what had been presented as an uncontested
and relatively straightforward matter.
In the circumstances, the tribunal ordered
that the respondent pay costs of £5000 towards
the expenses incurred.

William Abbott, FIA, chairman; Oliver
Rowlands, FIA, and Philip Hodson, LLB
11 February 2008
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News in brief
ASTIN comes to Manchester
Book your place for the 38th ASTIN
Colloquium, 13 to 16 July, and learn
about emerging issues, Solvency II
and enterprise risk management.
The Profession is hosting the event at
Manchester Town Hall, and the opening
session will be presented by climatechange expert Professor Julia Slingo.
ASTIN is the section of the
International Actuarial Association
for non-life (or general insurance
or property-casualty) actuaries and
researchers worldwide. Its annual
colloquium brings together academics
and practitioners with mutual interests
in the field of non-life insurance and
insurance enterprise risk management.
Members of the Profession can claim up
to 15 hours’ CPD for attending ASTIN.
For more details, please visit www.
actuaries.org/ASTIN2008

Visit the new website
The Profession’s website has a new look
and feel. As part of the relaunch, the
address or url for each page has been
changed, so you will need to update
any bookmarked pages. If you have any
queries about this, please contact Fiona
McNeil on +44 (0)1865 268208 or e-mail
fiona.mcneil@actuaries.org.uk

Last chance to book
A limited number of places are still
available for an event focusing on
pensions and risk hedging. Organised
by the enterprise risk management
practice area, the event Earning LIBOR
on cash is easy — isn’t it? will start
at 6pm on 16 April at Staple Inn Hall,
London. John Manion of Towers Perrin
and Ian Maybury of Citi, will look at the
issues facing the trustee and the adviser,
and the possible implications for the
market as LDI structures mature. For
more details please visit www.actuaries.
org.uk/files/pdf/finance_invest/
networking20080416.pdf

Institute sessional meeting:
ERM for general insurers
Monday 28 April 2008, 5pm, Staple Inn
Enterprise risk management (ERM) is
a vital part of running business today,
and the Institute has recently launched
its ERM Practice Group. The paper being
presented on 28 April by a general
insurance working group sets out the
essentials of ERM, based on a review of
more than 60 texts.
The meeting will take the form of a
presentation of the paper followed by
an open discussion. Anyone wishing to
claim CPD for attending should sign the
list that will be available on the day.
For more information please contact
conference@actuaries.org.uk
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Going global in 2008
There can hardly be an actuary in the UK
whose work is not affected, to a greater or
lesser extent, by international developments,
whether international accounting standards
in insurance and pensions, Solvency II in
European insurance regulation (and possibly
coming soon to a pension scheme near you)
or the international nature of investment and
risk management. To keep abreast of the latest
international developments in actuarial work,
why not attend one of this year’s colloquia
organised by the sections of the International
Actuarial Association (IAA)?
Each individual actuary is entitled to join one
or more of the member sections of the IAA. There
are seven sections open to individual members
and they are all known by their acronyms except
one (Life) — here is a quick decoder for you.
There are five sections covering different
practice areas:
n AFIR — Investment and financial risk
n ASTIN — General insurance
n IAAHS — Health
n Life
n PBSS — Pensions, employee benefits and
social security
In addition there are two wider sections;
IACA for consulting actuaries, and AWF
(Actuaries Without Frontiers) for those with
an interest in helping to nurture the actuarial
profession in developing countries.
The first five sections listed above encourage
actuarial research and development and organise
meetings (called colloquia) for the exchange
of ideas relating to their practice areas, which
provide great CPD opportunities. They are each
holding a colloquium in 2008 and you are still in
good time to register to attend.
Pride of place in 2008 goes to ASTIN, and
we hope to see a strong contingent of general
insurance actuaries representing the UK on our
home turf. Since this is a UK-organised event, we

It’s all just part of the job
Some of the most pervasive beliefs about the
workforce have recently been challenged by
findings from Towers Perrin’s 2007 Global
Workforce Study, including the notion that
workers are highly stressed, resent the demands
of new technologies and dislike their bosses. To
understand what drives employees to perform
and succeed, Towers Perrin surveyed nearly
90 000 employees in 18 countries.
Concerns about the negative effects of a
‘stressed-out’ workforce appear to be overstated,
according to the Towers Perrin findings. In fact,
68% of those surveyed reported being neutral
to, or energised by, on-the-job stress.
Yet another prevalent myth is that today’s
workforce is ‘living to work’, choosing to put
work at the centre of their lives. While people
are working hard — putting in, on average,
almost 45 hours per week, with nearly a fifth
routinely working 51 hours or more — few
employees shared that view. More than half
the respondents (59%) reported that they work

intend to
have a strong
practical
flavour,
covering
matters such
as Solvency II
and climate
change.
The first
of this year’s
events is the
joint PBSS/
Michael Pomery
IAAHS/IACA
colloquium
in Boston, USA, 4-7 May. This is a unique
opportunity to learn about international issues
relating both to pensions and social security
and also health financing, and there will
be other sessions organised by IACA on life
and general insurance and professional and
consulting practice. That is followed by the
Life colloquium in Quebec City, 16-18 June
and, last but not least, the AFIR colloquium in
Rome, 1-3 October.
These offer excellent opportunities to meet
actuaries from many other countries, discover
problems in common and learn how those
countries are tackling them, as well as a chance
to network and enjoy the social activities.
But what about the cost of joining an IAA
section? The subscription for each section is
currently a modest £20 per annum (£10 for
AWF), payable at the same time as your annual
subscription to the UK Actuarial Profession
in October each year. Non-members are also
welcome to attend the colloquia, however, so
you can decide later whether you want to join
the section.
For further details, and to register for the
2008 colloquia, please visit the IAA website at
www.actuaries.org
Michael Pomery, chairman of the
international committee

to support their lives and the needs of their
families, versus 18% who agreed that work is
the most important aspect of their lives.
The distinction was more apparent
in the US, despite a common view that
‘workaholism’ has spread outward from the
region. Among US respondents, almost threequarters (72%) agreed they essentially work
to live, with only 9% surveyed putting work
at the centre of their lives.
One of the ways to achieve balance is
through increased use of technology, which
is viewed as a positive factor in the work
experience and not as the 24/7 ‘virtual prison’
it is often made out to be. While comic strips
such as Dilbert and television shows make
light of workforce negativity and malaise, the
Towers Perrin survey found that most workers
are satisfied, with a positive outlook about
themselves and their organisations.
The Actuary was impressed with these results
and moved to wonder if it is still the case that
actuaries are more satisfied than the generality
of employees?
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Project brochure
available online.

The new way to train
your Actuarial Employees

Education initiative gets off the
ground in francophone Africa
Further to The Actuary’s recent coverage of an initiative to strengthen
actuarial education in English-speaking countries of Africa, we were
pleased to learn of an established project in French-speaking jurisdictions.
The body, Aktuarwissen für Afrika eV, is implementing the project
‘Actuarial Education for West Africa’ in Benin, in co-operation with the
Ludwig Maximilian University (LMU) in Munich, Germany, and an African
task force is being created for the francophone countries of Africa.
The aim of the initiative is to establish a thorough and professional
programme of actuarial education to Bachelor and Masters levels, with
the support of reputable academics, universities and sponsors from the
ﬁelds of science, culture and business. An application has been sent to
the International Actuarial Association (IAA) seeking accreditation for the
study programme.
A brochure about the project can be downloaded from www.
actuarialsciencesforafrica.org/presse.html and further details can be
found at www.actuarialsciencesforafrica.org.

First fellow to qualify through SA0
Daniel Clarke, pictured right, has become
the first actuary to qualify as a fellow of
the Institute by completing the Specialist
Applications Dissertation (SA0) module.
The module allows a candidate for
fellowship to undertake some original research
as an alternative to one of the Specialist
Applications subjects set by the Profession.
After working as a pensions specialist,
Clarke returned to university to study for
an Master of Philosophy in development
economics, which required him to produce a
dissertation. The subject of his dissertation,
Ambiguity aversion and insurance (see page
36), was motivated by the idea of providing
rainfall insurance in developing countries. He was able to adapt it to satisfy
the requirements of the SA0 module.
Clarke said: “Like most actuaries, I try to help people manage their risks.
Working alongside development economists on issues affecting people
with very low incomes is challenging but it is important.”
He is currently a doctoral candidate in economics and part-time lecturer
in actuarial science at Oxford University. In April, Clarke will move to
Washington DC to work at the World Bank as part of a team developing
rainfall insurance.
For more information on completing an SA0 module, please visit www.
actuaries.org.uk/Display_Page.cgi?url=/students/alt_study.html.
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When it comes to your employees’ actuarial
education, ever thought about doing things a
little differently? Leicester’s 2-year distance
learning PGDip in Actuarial Science is the
new alternative in actuarial education.
And for good reason.
Drawing upon our extensive teaching and
research expertise, as well as vast experience
in delivering distance learning education,
we provide a more comprehensive approach
to learning than any other provider. Our
Postgraduate Diploma in Actuarial Science
has been designed with and is fully accredited
by the Faculty and the Institute of Actuaries.
Furthermore, your trainees will be fully
supported every step of the way, with
additional tuition and seminars.
In fact, early engagement with us will give you
an opportunity to shape the training to your
requirements and guarantee the best possible
education for your early-career colleagues.
So take the road less travelled with the
UK’s only accredited university qualification
available by supported distance learning.
The difference is the University of Leicester.

To find out more:
Telephone: 0116 223 1793
Email: actsciadmin@le.ac.uk
Web: www.le.ac.uk/mathematics/actuarial
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Up the down escalator

Spreadsheet tool for
the London market

In February, the government opposed an
amendment proposed by the Association of
Consulting Actuaries (ACA) to the Pensions Bill
that would have added a new clause ending
the ban on employers being able to offer new
conditionally indexed pension schemes.
Commenting on pensions minister Mike
O’Brien’s rejection of the amendment, Ian
Farr, ACA chairman, said: “The pensions
minister opposed the ‘conditional indexation’
amendment in the Bill Committee, while
mounting few arguments against the initiative.
He said, ‘I do not disagree a great deal with
the general argument put forward by the
opposition spokespeople’.
“Instead, the minister said he favoured
a slow-moving consultation on the various
approaches to risk-sharing starting in June
– a four-month delay in getting anything
moving, so all reforms would miss this year’s
Bill. Why is it not possible for the minister
organise a quick final consultation to finetune the legislation removing the ban on new
conditional indexation schemes as a ‘first’ step
in risk-sharing reform to be included in this
year’s Bill?”
The loss of the amendment fed the growing
gloom about the future of defined-benefit
pension schemes, which are also threatened by

Finsbury Solutions, a provider of spreadsheet
management and compliance solutions, has
announced its participation in the London
Market Network, a group of companies that have
joined forces to provide business and technology
services to the London insurance market.
Finsbury Solutions joins the Microsoft-led
group, alongside Sequel Business Solutions,
Moore Stephens, CIBER, K2 and Meridio. The
group of technology firms will combine its
expertise to offer the London market a onestop-shop technology solution.
Finsbury Solutions’ Spreadsheet Workbench
product resolves many of the real business
and control issues that surround collating,
manipulating and storing critical business data
in a spreadsheet environment.
The solution will allow London market
members to seamlessly adopt robust IT controls
and procedures into business-critical spreadsheet
applications, ensuring operational risk issues are
minimised and spreadsheet applications are more
robust, scalable and supportable.
Bruce McKee, insurance business
development manager for Microsoft UK, said:
“All the partners have been selected because
of their ability to solve a business issue and
because they represent the right cultural fit.”
For more details, visit www.finsburysolutions.com

new proposals from the Accounting Standards
Board and the Pensions Regulator.
Aon estimates that the effect of these
proposals would be to change the aggregate
reported financial position of the 200 largest
schemes from a current surplus of £20bn to
a deficit of £180bn. Hence the view of The
Economist that efforts to sustain schemes may
be a case of trying to climb the down escalator.

Pension scheme buyouts
rise in number and value

Number and value of business cases placed

HSBC Actuaries and Consultants has
announced that it advised Rank Group in
the recently confirmed Rank pension plan
deal with Goldman Sachs’ Rothesay Life,
involving approximately £700m of assets
and 19,000 members.
Simon Taylor, who heads up HSBC
Actuaries’ London team, said: “This was a
ground-breaking approach. We believe that
this is one of the biggest transactions of its
type in the UK, and our role has provided
us with considerable experience that we
look forward to applying again in future
cases. We are already talking to a number
of other organisations looking to benefit
from our fresh and innovative approach
to these issues.”

Chrysalis
Paternoster, the regulated insurance
company that takes responsibility for
the risks associated with companies’
defined-benefit pension schemes, has
announced that Chrysalis Group, the
independent music company, has selected
Paternoster to secure members’ pension
benefits in relation to its group retirement
benefits scheme.
The total assets now secured by
Paternoster are in excess of £1.6bn.

www.the-actuary.org.uk

019_Actuary_IndNews_0408.indd 19

Number of cases

Rank

Cases

2000

Value (£million)

80

1800

70

1600
1400

60

1200

50

1000

40

800

30

600

20

400

10

200

0

Quarterly
Average 2006

Quarter 1
2007

Quarter 2
2007

Quarter 3
2007

Quarter 4
2007

Value of cases (£million)

90

0

Business placed relates to cases where the initial transfer of assets to the insurer has occurred

The scheme’s members have already
been notified by the trustees. Barnett
Waddingham advised the trustees in
this case.

Strong end to 2007
In Aon Consulting’s latest quarterly
buyout market survey, it shows that
over the fourth quarter of 2007 there
was a dramatic increase in the value of
cases being placed, mostly due to large
deals including Emap, P&O, Lasmo and
Weir Group. While the number of cases

placed (75) was similar to that in previous
quarters, the total value of business placed
(£1.86bn) was more than twice that
placed in the previous three quarters put
together, as illustrated in the graph above.
The average value per scheme placed
was up significantly from around £5m per
case to almost £25m. There were also
some signs of a slightly higher take-up of
‘non-standard’ buyouts (such as partial
or phased buyouts, or on a risk-share
basis), with eight of the 75 cases being
something other than full buyout.
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Dublin’s River Liffey: Ireland’s cross-border
life assurance sector is growing

Ireland enhances reputation for
international life assurance business
Ireland’s cross-border life assurance sector continued to build on the strong growth
of recent years with another impressive performance in 2007. Local consultancy Life
Strategies’ estimates for 2007 put total sales at €19bn, up from €15.4bn in 2006.
The 24% increase in sales in 2007 marks the 13th consecutive year of growth in the
cross-border market with growth in each of the past four years exceeding 20%. The
outstanding performance of the sector can be clearly seen when comparing the crossborder market with the domestic market.
Since overtaking the domestic market in 2002, the cross-border market has clearly
pulled ahead. In recent years, the gap has remained relatively steady with both markets
showing superb levels of year-on-year growth.

Ireland life assurance sector — gross new business (£bn)
20
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Cross-border market
Domestic market
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Source: Blue Book & Life Strategies estimates

Indian actuaries in demand
According to local press reports, business
process outsourcing (BPO) companies such as
Infosys BPO, Patni’s BPO arm, EXL Services
and Genpact are increasing their focus on
providing high-end actuarial services to
insurers in the US and UK. The Indian IT
companies, which have until now been
providing back-office services, are now
planning to provide actuarial valuations.
“One of the key reasons for work coming
to India, other than mature practices, is the
shortage of skill-sets. An actuary in the US
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with five or six years’ experience will receive
a package of $150 000 to $250 000 and an
actuarial student will draw about $70 000
to $125 000. When the same work comes to
India, the cost saving is almost half,” said a
Genpact spokesperson.
On the other hand, Indian insurance
firms, which need actuaries to help develop
products, assess profits, conduct valuation
and reinsurance based on historic statistics,
have only half the number of specialists they
need, according to R. Kannan, member of

Scottish Re returns to its
core business strategy
Scottish Re has announced that following
continuing adverse securities market
developments and rating agency downgrading,
it will refocus its business strategy as follows:
n Pursue dispositions of the company’s noncore assets or lines of business, including the
international life reinsurance segment and the
wealth management business
n Develop, through strategic alliances or other
means, opportunities to maximise the value
of the company’s core competitive capabilities
within the North American life reinsurance
segment, including mortality assessment and
treaty administration
n Rationalise the company’s cost structure to
preserve capital and liquidity.

Trustees lose Alitalia case
In Alitalia-Linee Aeree Italiane SPA v Rotunno
and others [2008] EWHC 185 (Ch), the High
Court has held that the trustees of the Alitalia
pension scheme were not entitled to demand
employer contributions calculated on the
buyout basis.
The trustees had argued that the wording
of the contributions rule, which required the
employer to pay contributions “to secure the
benefits under the scheme”, amounted to a
guarantee for members and required buyout
funding, so that the benefits could safely be
paid if the scheme was to wind up. However,
the court rejected this argument, preferring
the employer’s contention that the funding
objective was not to guarantee members’
benefits in all circumstances but to safeguard or
protect the members’ benefits by adopting the
funding method best suited to the changing
circumstances of the scheme.
In relation to the role of the expert actuaries,
the judge held that their evidence was
admissible and helpful insofar as it described
the various ways in which schemes can be
funded, and the role that actuaries play in this
process. The general practice of actuaries may
be a relevant factor for the court to consider
when construing a clause. But the construction
of the scheme rules was a question for the
court, and the views of individual actuaries
had, at best, peripheral relevance.

India’s Taj Mahal

the Insurance Regulatory and Development
Authority (IRDA). “There are 225 actuaries
in India compared with a requirement of at
least 400 at present, and many of them are
close to retirement,” he said. “Demand for
the specialised talent will only grow as more
Indians opt for insurance.”
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First insurer longevity Discipline board
derivative trade
mired in controversy
Lucida, a new insurance
company formed to take on
longevity risk and corporate
pension schemes, has announced
a deal with JPMorgan to
hedge longevity risk through a
derivative contract linked to the
LifeMetrics longevity index.
The contract, the first of
its kind involving an insurer,
signals continued progress in
the development of what many
believe to be a significant
new market.
Jonathan Bloomer, executive
chairman of Lucida, commented:
“This innovative transaction
demonstrates that Lucida is at
the forefront of the emerging

secondary market in longevity risk.
“By selectively entering
into longevity swap contracts
we can maximise the value
we offer our clients. We look
forward to being part of this
market as it develops.”
Guy Coughlan, managing
director and head of Pension
ALM Advisory at JPMorgan, said:
“LifeMetrics is an innovative
toolkit that JPMorgan has
brought to the UK, US and
Dutch markets. We believe that
contracts based on LifeMetrics
offer effective hedges against
longevity risk and we are very
pleased to have worked with
Lucida on this deal.”

Jonathan
Bloomer

Guilty verdict
in AIG/Gen Re
court case
Four former executives of
Gen Re, including renowned
actuary Ron Ferguson (as in the
Bornhuetter-Ferguson reserving
method), are potentially
facing indefinite jail terms
following conviction by a jury
at a federal court in Hartford,
Connecticut in late February.
One former executive of AIG
was also convicted.
All five faced corporate fraud
and conspiracy charges in
connection with a reinsurance
deal that prosecutors said
misled AIG investors because
it enabled the company
to improperly inflate its
loss reserves, painting an
artificially bright picture of its
financial results.
The Gen Re defendants are
understood to face maximum

The Financial Reporting Council
(FRC) and Accountancy and
Actuarial Discipline Board
(AADB) have found themselves
at odds with the professions
that they are responsible
for regulating.
One of the issues is the vexed
subject of awarding of costs in
cases pursued by the AADB where
the defendant is exonerated by
the tribunal.
An example of such a case is
that of Mayflower, the failed small
automotive engineering company
whose directors included John
Major. The AADB pursued auditors
PricewaterhouseCoopers (PwC)
and finance director David
Donnelly. The tribunal exonerated
PwC and Donnelly, and awarded
costs of approximately £1m
against the AADB.
In its consultation document
published in January on a review
of the accountancy scheme, the
AADB proposes that it should not

terms in jail of 210 years each.
Ferguson’s lawyers indicated
that an appeal is planned.
To the outsider, the case
appears to have a number of
strange features:
n It is agreed that Gen Re
accounted for the contentious
transaction entirely
appropriately, while it was AIG
that accounted inappropriately,
yet the defendants came
mainly from the former
n The case is not unlike
‘Hamlet without the prince’
in that no evidence has
been heard from the wellknown leaders of the two
organisations — Warren
Buffett of Gen Re owner,
Berkshire Hathaway, and ousted
AIG chief executive officer
Maurice ‘Hank’ Greenberg.
The Actuary suspects that this
case will be appealed all the
way, and that it will be some
years before a final resolution is
available to guide the general
insurance and reinsurance
actuaries of the future.
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be possible for costs to be awarded
against it unless the successful
defendant can show misfeasance
by the AADB, which is a very
stringent test. The proposed
change has drawn much private
criticism from the accountancy
and legal professions, which see it
as changing the system of checks
and balances appropriate to a
disciplinary process.
On the other hand, an
unnamed FRC spokesman said:
‘‘We can say there is now an
unlevel playing field that pits us,
with an £11m budget, against
large accounting firms with
hundreds of millions in revenues
and insurance to boot.’’
Separately, the government has
indicated that it wishes to move
to a situation where the activities
of the FRC and subsidiary bodies
are funded wholly by the private
sector. The government intends
that it should not have to make
any contribution after 2008/09.
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Consultation concerns
In February, the Pensions Regulator
published a consultation on treatment of
longevity by pension schemes. The major
proposal was to adopt more stringent
scrutiny in cases where trustees were
using heavier mortality assumptions than
would be associated with ‘long cohort’
improvements and a minimum ongoing
rate of mortality improvement.
As was the case with January’s ASB
consultation on discount rates for
valuation within company accounts,
public reaction to this new mortality
consultation was hostile, with some
suggestions that this would be the straw
that breaks the back of defined-benefit
pension schemes. Consultants and
industry bodies were critical of what
they saw as a move by the regulator
away from the principle of schemespecific assumptions.
The more thoughtful responses
concentrated on the uncertainty that
inevitably must characterise projections
of mortality — a quid pro quo was
sought in terms of easier release of
surpluses in the event that mortality
ultimately proved to be heavier (or
improvement slower) than is implicit in
the preferred assumptions.

PPF monopoly in operation
The government has moved to protect the
Pension Protection Fund (PPF) from private
sector competition, by refusing to allow
potential BrightonRock clients to escape the
PPF levy. BrightonRock aims to insure defined
benefit pension schemes against the risk of
sponsor failure.
However, pensions minister Mike O’Brien
told MPs during a debate on the pension
buyout market recently that now was not
the right time to allow new providers such as
BrightonRock to compete with the PPF.
Con Keating, analyst at BrightonRock, said
it was a first meeting and he was not surprised
by the government’s response. He said
BrightonRock’s business model was still viable
as a contingent asset.
The Actuary wondered if the real issue was
the risk of cherry-picking destabilising the
already fragile economics of the PPF. No doubt
readers will be able to explain the logic of the
government position.
Meanwhile, the government has been
urged to commit to a review of the regulatory
regime governing companies such as Pension
Corporation, as concerns continue over the
future of the Telent pension scheme.
In a debate at the House of Commons in
February, George Howarth MP said that such a

Mike O’Brien

review should cover governance, transparency,
risks and protection for pensioners’ assets, and
look at the link between the employer and the
employees’ pension scheme.
Howarth was representing those in his
constituency of Knowsley North and Sefton
East who are members of the Telent pension
scheme, which was last year bought by
Pension Corporation.
He questioned how the risk to pensioners
could be mitigated by such a model if it did
not work, and urged O’Brien to put pressure on
the Pensions Regulator to extend the remit of
independent trustees appointed to the board of
the Telent pension scheme beyond April.

Forecast your
future
With our flexible schedule and innovative on-line teaching
techniques, your convenience is our priority.
MSc in Actuarial Science
MSc in Actuarial Management

As one of the world’s leading academic centres in
the actuarial and insurance fields, it’s no surprise
that gaining a qualification with us can lead to
exemption from many of the professional exams:

• Both courses are accredited by the
Actuarial Profession

• Both courses are available on either a full-time
basis (over one year) or a part-time basis (over
two years)

• MSc in Actuarial Management offers
exemptions in Subjects CA1 and ST1
to ST6 (and students may also complete
outstanding CT subjects).

• Part-time students attend lectures for one day
per week, which fits in well with the study leave
package offered by most actuarial employers
• Lectures are supplemented by dedicated
on-line material

• MSc in Actuarial Science offers exemptions
in Subjects CT1 to CT8

To find out more about our regular information
sessions, the next is 10 April 2008, visit
www.cass.city.ac.uk/masters and click on
‘Sessions at Cass’.
Alternatively call admissions on:

+44 (0)20 7040 8468
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From the world of general insurance
Solvency II
At the end of January, the Comité Européen des
Assurances (CEA), which represents European
insurers and reinsurers, called for more impact
analysis on the Solvency II proposals, and said
the QIS4 study needed to align more closely
with the framework directive of July 2007.
CEA also requested further discussion
and analysis on the capital requirements in
the framework directive itself, calling for
greater consistency between the minimum
capital requirement and the solvency capital
requirement. Nevertheless, CEA confirmed that
it supported the principle of the new regime.
Meanwhile, the Committee of European
Insurance and Occupational Pensions
Supervisors (CEIOPS) emphasised its wish
to receive feedback, within QIS4, on the
proportionality of its proposals in relation to
smaller insurers, such as captives.
It appears that significant lobbying is being
carried out on behalf of the captive insurers to
moderate the expected impact of higher capital
requirements on them, bearing in mind their
different risk profile and, in particular, their
relatively limited spread of risk.

Other regulatory developments
The Financial Services Authority (FSA) in the
UK has introduced a new Insurance Conduct
of Business Sourcebook, which provides greater
flexibility under a principles-based approach.
It also requires firms selling payment
protection insurance (PPI) to tell customers
to whom advice is not being provided that
the customer is solely responsible for deciding
on the suitability of the policy. In addition,
the firms’ sales processes should be amended
to take reasonable steps to ensure that the
customer is eligible for benefits under the
policy before completing the sale, and to draw
their attention to the 30-day cooling-off period.
The FSA will continue mystery shopping in
the PPI market, and will impose heavier fines
or other regulatory measures on those firms not
complying with the new standards.

US sub-prime mortgage crisis
Towards the end of January, the Massachusetts
authorities commenced investigations into
two major bond insurers, MBIA and Ambac,
in relation to allegations of possible nondisclosure of essential information relating to
their exposure to sub-prime bond losses.
Three subsidiaries of XL Capital have had

For more news
More news on large losses can be found
on the website. These include:
n Windstorm Paula, central Europe,
27 January
n Monsoon rain, Queensland,
Australia, 15 February
n Earthquake, England, 27 February
Visit www.the-actuary.org.uk/news
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their financial strength ratings downgraded
by Fitch, the credit rating agency, following
the disclosure that the company had suffered
a net loss of $1.2bn in the fourth quarter
of 2007. This loss was largely caused by the
credit crunch, and in particular the company’s
involvement with Security Capital Assurance,
a bond insurer in which it holds a minority
stake and with which it had a major
reinsurance contract.
Allianz has also suffered a significant loss
from the crisis, with its banking subsidiary
Dresdner Bank suffering a fourth-quarter
write-down of E900m on structured financial
products (in addition to E575m in the third
quarter).
In mid-February, all the major credit rating
agencies applied negative outlooks to American
International Group after reports that the
company may face heavier credit-related losses
than previously thought.
In spite of these and other losses within the
industry, the premium rates for banks’ errors
and omissions insurance, and directors’ and
officers’ cover, have remained stable — it is not
yet clear whether such policies will respond
to claims made against the banks by, among
others, their shareholders.

Lloyd’s
Further analysis of the market’s overall capacity
for 2008 (reported last month) reveals that
there has been a fairly significant reduction in
the capacity of existing syndicates, but 11 new
ones are now being established.
As a result, the £15.95bn capacity for 2008 is
now spread across 75 syndicates, an increase of
nine from 2007. QBE Underwriting and Catlin
remain the largest of the 46 managing agents.
Lloyd’s also stated that it will not, in future,
publish capacity figures in January, but will
include them with the previous year’s premium
income data in April.

Rogue trading at Société
Générale (Socgen)
It is not yet clear whether the recent E4.9bn
rogue trading loss at Socgen will be the subject
of insurance claims by the bank — while it has
rogue trading coverage, it is understood that
this will only respond if the trader concerned
had criminal intent or aimed to benefit from
the fraud.
It is also understood that the coverage is
placed with a number of insurers, but neither
their identity nor the extent of the coverage
has been published. The fact that losses from
unauthorised trading are not covered per se
has already resulted in demand by a number
of banks to extend the terms to include such
risks in future — this may not prove to be a
practicable proposition.

Marine business
Marine hull business had an awful year in
2007, and is believed to have had the highest
claims ever, costing at least $1.5bn, including
the cost of around 80 total losses. To some

Climate change
According to a new survey by Professor
Mark Saunders of the Benfield UCL Hazard
Research Centre, the rising temperature of
the surface of the sea was responsible for
40% of the increase in hurricane activity in
the 10 years to 2005.
A rise of only 0.5°C in the sea-surface
temperature could itself cause a 40%
increase in hurricanes — this is significantly
more than had previously been thought.
Probabilistic event risk attribution
modelling is being developed in the US to
estimate how much human influence is
responsible for individual weather events.
This is likely to increase the potential for
lawyers to pursue claims against individual
corporations. Inevitably, the scientific
community is divided on the validity of
these developments.
extent, this is caused by the high level of
activity in what is a booming shipping market.
The International Group Protection
and Indemnity (P&I) clubs, which all have
a common renewal date of 20 February
(apparently the date when the Baltic Sea was
deemed to be free of its winter ice), have
achieved premium rating increases of around
15% from their members for the 2008 renewal.
This reflects the very poor experience for
2007, which currently appears likely to be
even more unprofitable than the previous
year, which was itself the worst on record. As a
consequence, a considerable number of shipowners have moved their coverage from their
existing P&I club — in some cases this follows
many decades with the same club.

Sex abuse and negligence claims
The Law Lords in the UK handed down a
decision at the end of January that effectively
removed all time limits for bringing a legal case
against an alleged abuser — the decision gave
courts the right to extend the limit at their
discretion. This compares with the previous
limits of six years for abuse and three years
for negligence, both periods commencing on
the victim’s 18th birthday. This will inevitably
increase the exposure and the length of tail of
the claims experienced by liability insurers.

April 2008

23

19/3/08 17:17:06

News

People

Appreciation:
Maxwell Douglas Thornton (1916-2008)
Maxwell Thornton combined a successful
career in Scottish financial services with a
lifetime of enthusiasm for chess.
I first met him in the 1960s when he was
secretary of the Scottish Chess Association
(SCA). The SCA’s main office bearers at that
time gave their time freely while developing
successful careers. Its president, WA Fairhurst,
was an international master and British chess
champion, known on a wider stage for his civil
engineering prowess, including of course the
Kingston bridge in Glasgow and the Tay road
bridge. Eric Allen combined his role as treasurer
with a successful career in the civil service.
The 1960s was a time of great change in
the Scottish chess world, inspired at least in
part by the high profile of US chess legend
Bobby Fischer.
It is to the enormous credit of Maxwell
Thornton that he and his two colleagues
provided a financially secure and
administratively sound core for the national
body, at the same time as encouraging and
facilitating burgeoning chess activity.
In all our dealings, I recall him as
courteous, efficient, thoughtful, constructive
and adept in finding solutions and resolving
issues. His commitment as secretary from
1959 to 1974 was always positive and
strong, especially important at a time of
such great change.
The SCA celebrated its centenary in 1984,
one of the oldest national chess organisations
in the world. By then, I had now become
secretary of the SCA and was absolutely
delighted that Maxwell agreed to write the
history of the association, with international
master Craig Pritchett annotating a selection
of historic Scottish games.

Maxwell Thornton:
secretary of the
Scottish Chess Association

I enjoyed helping bring Scotland’s Chess
Centenary Book together and taking it to
publication — as well as being one of the first
to read the fascinating picture that Maxwell
painted after extensive and time-consuming
research. Sadly, the book is now out of print.
Maxwell was also extraordinarily successful
in his career as an actuary. At the Craigforth
Stirling base of the Scottish Amicable Life
Assurance Society, he was the pensions
manager, universally referred to as MDT
(Maxwell Douglas Thornton). His title belied
the importance of his role, which was just one
step away from general manager.
A former colleague reminded me that in
those days there were no executives on the
board, but if there had been he would surely
have been included. It was at his suggestion
that I applied to work for Scottish Amicable.
Although I was then based in their Glasgow
offices, the internal mail system occasionally
carried some chess-related messages.
MDT’s professional expertise and standing
were recognised when he served as president
of the Faculty of Actuaries from 1975 to 1977.
The Scottish Chess Association’s loss was the
Faculty of Actuaries’ gain, and he was an active
and valued member of the Profession for nearly
three decades.
Maxwell’s involvement with the governance
of the Faculty started in 1957 when he was
elected to the Faculty Council. He served as
a member of the Council until 1961, later
becoming honorary secretary (1968-1969) and
honorary treasurer (1973-1974), before being
elected vice-president in 1974.

Alastair Ross Goobey CBE (1945-2008)
Alastair Ross Goobey CBE, honorary fellow
of the Institute of Actuaries, who died on 2
February 2008, aged 62, is pictured receiving
his honorary fellow certificate in 2001 from
Peter Clark (1947-2006), president of the
Institute from 2000 to 2002.
Goobey enjoyed a colourful career spanning
the worlds of finance, politics and the arts.
He is perhaps best known for his role as chief
executive of Hermes (formerly PosTel) from
1993 to 2001.
He stood unsuccessfully as a Conservative
candidate in the 1979 elections, later serving
as a special adviser to the Treasury in 1986 and

Deaths
Alastair A Macdonald died on 21 January
2008, aged 91. He became a fellow of the
Faculty in 1947.
James McDougal Grant Smart died on
23 February 2008, aged 77. He became a fellow
of the Faculty in 1959.
Maxwell Douglas Thornton died on
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Goobey (left), former chief executive of Hermes

7 February 2008, aged 91. He became a fellow
of the Faculty in 1946.
Robert Grant Espie died recently, aged
94. He became an associate of the Institute
in 1956.
Frank Livsey died on 10 February 2008,
aged 72. He became a fellow of the Institute
in 1960.

Following his presidency of the Faculty, he
continued to be involved with the Council as a
past-president until 1981.
Maxwell also found time to play chess
to a high level throughout his life, from
schoolboy at Glasgow High School through
winning club championships in Glasgow
Central and Stirling chess clubs to solving
chess problems.
Of the latter he enjoyed those specially
composed to bring out the power and beauty
of the game, and reached the British Problem
Solving Competition finals several times.
George Clarke, one of his friends in Stirling
Chess Club, told me Maxwell was solving
the problems George publishes in the Stirling
Observer until the day before he died.
This positive mental attitude probably best
sums up Maxwell. He is survived by his wife
and two daughters.

John Glendinning
(Obituary reproduced, with editing,
from The Scotsman)
1987 and again in the run-up to the General
Election in 1992. He was chair of the Treasury’s
Private Finance panel until 1997.
After leaving Hermes, Goobey held a
number of non-executive appointments.
Between 2002 and 2005, he was chairman
of the International Corporate Governance
Network.
Among his many other roles, he was a
governor of the Wellcare Trust and the
Royal Academy of Music, and investment
adviser to the Royal Opera House and the
National Gallery.
He married Sarah Stille in 1969, with whom
he had a son and a daughter.

Michael Theodore Maurice died on 1 March
2008, aged 85. He became a fellow of the
Institute in 1952.

Marriages
Liesel Martin (Watson Wyatt) married Lee Ryan
in Johannesburg on 25 January 2008.
Please send details of births, deaths and marriages to
announcements@the-actuary.org.uk
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Jack Turnquist (1931-2008)
Former Tillinghast
actuary Jack
Turnquist, 76, an
early champion of
actuarial standards
and a longtime leader
in US professionalism
efforts, died of cancer
in February in Dallas.
A charter member
of the American
Academy, Jack had served as Academy
president, Conference of Consulting Actuaries
president, and Actuarial Standards Board
chairperson, among other leadership positions.
He was vice-chairperson of the Actuarial Board
for Counseling and Discipline (ABCD) at the
time of his death.
He is survived by his wife, Edith, and their
five children.

Appreciation:
Ron Champion (1938-2007)
The actuarial
profession combines
an undeniable
social usefulness
with a distinct
unfashionability
and it was this
combination that
suited Ron Champion
so well.
Ron, who died from
leukaemia late in 2007, aged 69, was a stalwart
actuary in private practice and in the public
sector. As director, superannuation policy and
management in the Victorian Treasury from
1984 until 1991, he played a central role in the
reform of public sector superannuation.
In his early years at National Mutual,
with no actuarial qualifications available in
Australia, he studied by correspondence and
became a fellow of the Faculty of Actuaries
in 1964. Years later, in 1992, he was the
first chairman of the advisory committee
for the actuarial programme started at
Melbourne University.
Held in the highest esteem by his
professional colleagues, in 1993 Ron served
as president of the Australian Institute of
Actuaries. Before and into his retirement he
served on a number of boards, including
the State Insurance Office and its successor,
the Victorian Managed Insurance Authority
(VMIA), and the Guild Group, a diverse
financial operation that grew from the
Pharmacists’ Guild.
He attended his final board meeting at the
VMIA just days before he died, riding in on a
hospital scooter — typical of the indomitable
spirit with which he faced his illness.
Ron is survived by Marion, his wife and
soulmate of 41 years, children Mark, Fiona and
David, six adored grandsons, his mother Gwen
and brother Robert.

Unsung heroes
Quietly in the background, a host of
people beaver away to ensure that your
magazine covers the huge range of
subjects and interests of its readers.
Most of you are aware who the editor
is — she writes an editorial in the front
(as well as being in charge of everything
else) — but behind the scenes, two
stalwarts have for many years ensured
that company and industry news, and the
occasional bit of interesting gossip, have
entertained readers.
Laurence
Kleerekoper
has kept track
of a lot of
changes in
the industry
in compiling
company news
for over a
decade. A glance back over the past

Society news

FASS annual prize
The 2007 JFT England Prize has been awarded
by the Faculty of Actuaries Students’ Society to
Chris Hancorn, Mohammad Khan, Adrian Jones

SIAS event

SIAS pub quiz review
The venue for the 2008 annual SIAS pub quiz
was the homely City Tavern and the atmosphere,
drinks and pizzas provided during the evening
were just what the teams needed to get their
minds into gear.
A total of 22 teams entered to compete for
the title, including the 2007 winners who didn’t
quite cut the mustard this year. Despite there
being no prize in 2008 for best-named team, two
at least deserve special mention. The ‘Seriously
Intellectual and Sexual’ team were in fact very
intellectual and possibly a little too sexual, while
‘Pat Butcher’s Leotard Fanclub’ did provoke some
speculation as to what lurked beneath their crisp
white shirts and sensible ties.
The erudite quiz masters took the teams
through five rounds of questions including a
sports round, a pictures round and a culture
round. The questions were far from easy and
included “What is the furthest thing you can

News

few years shows just how much has
changed. Some of the names from
the past no longer exist but, of
course, new blood is always emerging
and actuaries seem in demand as
never before.
Seamus
Creedon has
faithfully
provided
industry news,
particularly
interesting for
those from
other areas
within the profession to find out what
is happening more widely, as well as
education topics and people news.
Both will be missed by the editorial
team as they hand over to Louisa
Lobo and Amy Guna and I share
their appreciation for all the efforts
Laurence and Seamus put in.
Peter Tompkins
and Steve Catchpole of PricewaterhouseCoopers
for their informative Current Topics paper. The
recipients have kindly decided to donate their
cash prize to Barnardo’s, one of the charities that
also benefited from the 2007 FASS Annual Dinner
charity raffle.

see from the London Eye on a clear day?” and
“Complete 9SBLVB”. In the culture round nearly
all teams mistook the Songs of Praise theme tune
for The Antiques Road Show. It’s easy when you
have the answers.
Fantastic winners this year were ‘Munich
Re United’ who got an outstanding 91% of
questions correct. Second place was a close-run
thing, only decided by a tie-break question
between ‘Smack Boy and the Fat Blokes’ and the
aforementioned ‘Pat Butcher’s Leotard Fanclub’.
They both scored a commendable 89.9%. Smack
Boy (or perhaps one of the Fat Blokes) did the
team proud, taking home second place.
The shame of last place fell on the shoulders
of ‘Four Wierdies and a Beardie’ from Barnett
Waddingham, but they didn’t seem to mind so
much when they were given a few bottles of wine
to take home.
Many thanks to the quiz masters, the City
Tavern, and to all those who came along. I’m
looking forward to next year’s event already.

James Williamson

Extract from the obituary by Mark
Champion in The Age of 28 February
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Tuesday 22 April 2008
Drivers of Longevity Projections
in Particular with Reference to
Smoking
Staple Inn
5.30pm for 6pm, followed by a buffet
supper at a local tavern

Sessional meeting
Richard Humble and Brian Wilson will be
presenting their paper examining the effect of
smoking on mortality in England and Wales from
1974 to 2005. The paper looks at the contribution
of smoking reduction to the ‘Cohort Effect’ and
considers how continued reduction in smoking
may contribute to reductions in mortality in
future years (or otherwise).
The authors have constructed a multi-state
model that splits the population into three
groups — smokers, ex-smokers and neversmoked — with transitions between each status,
and examines the mortality history of each group
in isolation and in combination.
About the speakers
Richard Humble is
mortality actuary at Legal
& General. Previously he
worked for 18 years at
Watson Wyatt, formerly
R Watson and Sons, on
life and health consulting
and has held a number
of managerial and
actuarial positions in life
offices. Richard read mathematics at Oxford and
did an MSc in algebra at the University of Sussex.
He co-authored papers on mortality presented to

Thursday 29 May 2008
Post-exam pub crawl/
treasure hunt
Details to be confirmed

the International Congress of Actuaries in 2006,
to a seminar of the Society of Actuaries, and on
continuing care retirement communities presented
to the Institute of Actuaries.
Brian Wilson is a research
actuary at Hewitt. He
was a partner with
Bacon & Woodrow from
1983 until its merger
with Hewitt in 2002.
Brian read mathematics
and, subsequently,
theology at Oxford
University, briefly
pursuing a career in teaching before joining Bacon
& Woodrow in 1976. Between 1994 and 2007,
Brian was a member of several committees and
working parties of the Pensions Board. From 1998
to 2006 he was a member of, and then chaired,
the ACA Pension Taxation Committee and was a
member of the ACA Pensions Committee from
1991 to 1998. He is currently chairman of the
CMI Self-administered Pension Schemes Mortality
Committee and a member of the CMI Technical
Working Party.
The paper will be available at www.sias.org.uk
from early April. No registration necessary. For further
details please e-mail Lisa.Mahtani@landg.com

SIAS social event
No longer tied to your desk? We promise a night
out with plenty of fun and entertainment. Keep this
date free and watch this space or check the SIAS
website for details.
If you have any ideas for future events,
please e-mail Clara Hughes, social secretary,
social@sias.org.uk

For details of events, visit www.sias.org.uk
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Events

Events
Actuarial Profession
Wednesday 16 April
ERM event:
‘Earning LIBOR on cash is
easy – isn’t it?’
John Manion and
Ian Maybury,
Staple Inn,
6pm
Thursday 17 April
Health and Care
Reserving Working Party
presentation:
PMI survey results
Staple Inn
Monday 12 May
FIRM networking
evening:

The role of risk officers
Marcelo Cruz and
Colin Ledlie,
Staple Inn
Faculty of Actuaries
Wednesday 9 April
‘Our Changing Futures’
Review on Financial
Advice,
Otto Thoresen (Aegon),
Royal College of
Physicians,
Edinburgh,
8.30am
Institute of Actuaries
Monday 31 March
Sessional Meeting:
Variable Annuities
Paper,
Colin Ledlie et al

Event listings
To list your events in The Actuary, please
e-mail calendar@the-actuary.org.uk

Contacts
Actuarial Profession
Actuarial Profession
events
See event listing for
location details. See also
www.actuaries.org.uk
Faculty of Actuaries
Meetings held at 4.30pm
for 5pm, unless otherwise
stated.
T +44 (0)131 240 1300
E faculty@actuaries.org.uk
Institute of Actuaries
Sessional meetings held at
Staple Inn, 4.30pm for 5pm,
unless otherwise stated.
T +44 (0)1865 268200
E institute@actuaries.org.uk
Staple Inn
Actuarial Society
Meetings held at Staple
Inn, 5.30pm for 6pm
unless otherwise stated,
followed by a buffet
supper at a nearby tavern.
Hon sec Amanda Prest
T +44 (0)20 7847 6266
E amanda.prest@hymans.
co.uk
Programme contact
Lisa Mahtani
T +44 (0)1737 375107
E lisa.mahtani@landg.com
Social contact Clara
Hughes
E social@sias.org.uk
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Association of
Consulting Actuaries
Meetings held at Jolly
Hotel St Ermin’s, Caxton
Street, London SW1 unless
otherwise stated, 5.30pm,
dinner at 7pm for 7.30pm.
Secretariat
T +44 (0)20 7382 4594
E tracey.gleed@aca.org.uk
Birmingham Actuarial
Society
Meetings held at 5pm
for 5.30pm, followed
by drinks locally. Nonmembers welcome.
Hon sec Thomas Alden
T +44 (0)121 633 6786
E thomas.alden@
landg.com
Bournemouth
Actuarial Society
Meetings held at 6.30pm.
Non-members welcome;
contact hon sec.
Hon sec Jacky Cheung
T +44 (0)1202 292333
x2149
E jacky.cheung@liverpoolvictoria.co.uk
Bristol Actuarial
Society
Meetings held at 5.30pm,
with tea from 5pm.
Hon sec Nicola Smith
T +44 (0)117 989 3144
E nicola.j.smith@axasunlife.co.uk

Monday 28 April
Sessional meeting:
‘ERM for General Insurers’,
Staple Inn Hall,
4.30pm for 5pm

member engagement
and controlling costs’,
Mayfair Conference
Centre,
London

Tuesday 29 April
2008 Biennial Dinner,
Natural History Museum,
London

Thursday 29 May
‘Living with
discrimination/The
financial reporting regime
for pensions’,
Mayfair Conference
Centre,
London.

Association of
Consulting Actuaries
Monday 19 May
Committee Chairmen’s
Meeting and Dinner,
The Goring Hotel,
Beeston Place,
London SW1,
Meeting 6pm,
Dinner 7pm for 7.30pm
Pensions
Management
Institute
Tuesday 29 April
Seminar: ‘Achieving

Channel Islands
Actuarial Society
Meetings held at Bacon
& Woodrow,
St Peter Port, Guernsey,
5.15pm for 5.30pm,
unless otherwise stated.
Sessional meeting
monthly.
Hon sec David Peel
T +44 (0)1481 728432
E dpeel@bwcigroup.com
Faculty of Actuaries
Students’ Society
Sessional meetings held
at Standard Life House,
Edinburgh, 5pm for
5.30pm. Contact hon sec
for details.
Hon sec Rachael Todd
T +44 (0)131 246 2915
E rachael_todd@
standardlife.com
Glasgow Actuarial
Students’ Society
Meetings held at
Resolution,
287 St Vincent Street,
Glasgow, G2 5NB
Hon sec Susan Morgan
T +44 (0)141 275 8208
E susan.morgan@
resolutionglasgow.com
Groupe Consultatif
Actuariel Européen
Sec Michael Lucas
T +44 (0)1865 268218
E mlucas@gcactuaries.org

Speakers:
Roger Mattingly and
Jonathan Sarkar (HSBC),
Hammonds,
7 Devonshire Square,
Cutlers Gardens,
London EC2M 4YH,
5pm for 5.30pm
Thursday 1 May
London meeting. Speaker:
Tim Jones, chief
executive, PADA,
Venue tbc,
5pm for 5.30pm

Wednesday 11 June
Seminar: ‘The future
for trustees — survival
of the fittest’,
Mayfair Conference
Centre,
London.

Worshipful Company
of Actuaries
Friday 11 to
Tuesday 15 April
Master’s Event,
Zurich

Society of Pension
Consultants
Tuesday 1 April
London Meeting,

Monday 28 April
Inter Livery Swimathon,
RAC Club,
Epsom

Invicta Actuarial
Society
Meetings held at Grimond
Lecture Theatre 1, University
of Kent, Canterbury, 6pm.
Contact Andrew James
T +44 (0)1227 827703
E a.james@kent.ac.uk

National Association
of Pension Funds
NIOC House,
4 Victoria Street,
London
SW1H 0NX
T +44 (0)20 7808 1300
E napf@napf.co.uk

London Market
Actuaries Group
All meetings are 12.30pm
for 1pm at the Old Library,
Lloyd’s.
Chairman Armoghan
Mohammed
T +44 (0)20 7213 5906
E armoghan.mohammed@
uk.pwc.com

Norwich Actuarial
Society
Meetings usually held at
the offices of Norwich
Union, Surrey Street,
Norwich NR1 3NG.
Hon sec Lucy O’Brien
T +44 (0)1603 823195
E obrielc@norwich-union.
co.uk

London Market
Students’ Group
Chairman Emma
Blackhurst
E emma.blackhurst@
emb.co.uk

Pensions Management
Institute
PMI House,
4-10 Artillery Lane,
London
E1 7LS
Contact Vince Linnane
T +44 (0)20 7247 1452
E pmiservices@pensionspmi.org.uk

LSE Actuarial Society
(London School of
Economics)
President Yici Zhou
T +44 (0)7818 262232
E su.soc.actuarial@lse.ac.uk
Manx Actuarial Society
Meetings held at 5.30pm
for 6pm.
Hon sec Chris Baker
T +44 (0)1624 683643
E chris.baker@aberdeenasset.com

Society of Actuaries
in Ireland
102 Pembroke Road,
Dublin 4.
Details of all forthcoming
meetings can be found on
the Society’s website.
T +353 1 660 3064
E info@actuaries.ie
W www.actuaries.ie

Calendar

Tuesday 13 and
Wednesday 14 May
Royalist Regatta
Wednesday 28 May
Annual Banquet,
Mansion House
Other events
Wednesday 9 and
Thursday 10 April
UK Insurance Economists’
Conference,
Nottingham University
Business School
Sunday 4 May to
Wednesday 7 May
International Actuarial
Association
Joint Colloquium of the
IACA, PBSS, and IAAHS
sections,
Westin Copley
Plaza Hotel,
Boston,
USA

Society of Pension
Consultants
Unless otherwise stated, all
London meetings take place
at City Conference Centre,
Coleman Street, London
EC2 at 5pm or 6.30pm, and
all Yorkshire meetings at
Hammond Suddards’ Leeds
office at 5.45pm.
Contact - London John
Mortimer
T +44 (0)20 7353 1688
E john.mortimer@spc.
uk.com
Yorkshire Richard
Sweetman
T +44 (0)113 243 6671
North West Steve Robinson
T +44 (0)161 236 9191
Scotland Brian Dingsdale
T +44 (0)141 333 1066
Worshipful Company
of Actuaries
Clerk David Johnson
3rd Floor, Cheapside House,
138 Cheapside, London
EC2V 6BW
T +44 (0)20 7776 3880
E clerk@actuariescompany.
co.uk
W www.actuariescompany.
co.uk
Yorkshire Actuarial
Society
Contact Malcolm Slee
T +44 (0)1904 452792
E malcolm.slee@norwichunion.co.uk
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Modelling

Mortality projections

Cause and effect
Adrian Pinington discusses the value of projecting
mortality experience by cause
Adrian Pinington
is Director of TSAP
Consulting specialising
in protection business
and the provision
of Technical Support
for Assurance
Practitioners.

Figure 1: Sub-cause trends
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Figure 2: Sub-cause: Cardiovascular
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ongevity projections remain high on the
list of financially critical issues with which
actuaries need to grapple. If projections are
too conservative, the price of annuities is
higher than fair and the cost of pension liabilities
is exacerbated. Our responsibility is to get the
projections just about right.
The aim of this article is to:
n Show that projecting individual causes
of mortality reduces heteroscedasticity1
and gives a result that is persuasive and
intellectually appealing
n Point out a few market dynamics that will
have influenced the rapid improvement in
annuitant mortality in recent years and need
to be taken into account when projecting life
office experience
n Argue for the development of more
rational mathematical formulae to be used in
projection work.
The incidence of heart attack admissions has
fallen by 17% per annum since the introduction
of the smoking ban in Scotland. This
information is clearly relevant for mortality
projections and many actuarial professionals
feel that they would find it helpful if we had
a projection model that could be recalibrated
with such information as it emerges.
The sample graphics above show deaths per
10 000 using ONS data for England and Wales,
males, age group 65-69 (deemed to
1. In statistics, a sequence or a vector of random
variables is heteroscedastic if the random variables
have different variances.
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be representative).
Figure 1 shows how the reducing incidence of
death due to cardiovascular causes has been the
dominant force in mortality improvement for
the past 25 years and more.
Drilling down further, we see, in Figure 2,
that the reducing incidence of death due to
acute myocardial infarction has been the main
factor in the improvement in cardiovascular
disease death rates. To state the obvious, this
rapid rate of improvement cannot continue
much beyond 2010, at which stage the cause
of death is all but eradicated for the age range
in focus. Furthermore, some argue that all
these improvements do is push back the age of
onset of serious (less treatable) disease. With
several important new therapies coming on
stream within a few years, it seems all the more
appropriate to instigate a more disaggregated
projection such as the one proposed here.
Figure 3 shows that the pattern of rapid
reduction in infarction deaths is found across a
wide range of age groups.
Table 1 sets out the small number of diseases,
explaining much of the improvement in mortality
over the past 26 years (for the age in focus).
Disaggregating data in this way reveals
numerous time series that can all be projected
independently and with greater reliability
for the aggregate result. Moreover, expert
medical opinion can be taken into account for
individual diseases. By projecting the incidence
of death separately by cause, and adding them
up, we get a more modest improvement than if
a projection is made at the aggregate level. The

2055
mathematical methodology for the projections
is touched upon later.
Figure 1 includes the results of such a
projection together with a comparison to the
Medium Cohort Projection (MCP). Although the
MCP relates to insured population data, suggesting
adjustment before comparison with general
population data, we can note the following:
Compared to the aggregation of individual
cause projections, the MCP is too light for the
short to medium-term future but possibly quite
reasonable in the longer term.
These are important observations that can
reconcile the views among some actuarial
practitioners that the MCP produces qx
values that are too high, while others argue
they are reasonable.
The fuller model shows results across a wider
range of ages and for females. It is also a rich
environment for investigating future scenarios and
the implications of ‘curing’ particular diseases.

Heteroscedasticity
Analysis of data by cause of death removes some
heteroscedasticity from the data being analysed.
Reducing heteroscedasticity in this way is a
crucial step, from a statistical perspective, even if
there are concerns about accuracy in recording
cause of death. Further benefit would be gained
by allowing for changes in smoker patterns,
socio-economic differentials, and immigration
patterns (with associated genetic and sociocultural mortality differences).
The insured lives population will represent
a different mix to the England and Wales
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population analysed here, as will any pensioner
population. The experience of the insured lives
population will also be affected by changing
market dynamics:
n The growing availability of impaired life
annuities must leave a healthier class of lives
taking out regular annuities
n The introduction of ‘income draw down’
and deferred annuitisation must also have an
effect on experience
n Similarly, the introduction of rating factors,
such as postcode, should further disaggregate
the insured population.
Realistically, we do not currently have a
sufficiently accurate and complete quantity
of data to safely investigate these effects.
However, we hypothesise that in separating the
data into more homogenous groups, we would
find each group to be at a different position
along the projection curve. Healthier groups,
which are likely to be biased towards the
insured population, should be further along the
curve, thus experiencing lower improvements
but from a lower base mortality incidence.
Preliminary analysis of regional mortality data
strongly suggests that this is the case.

Mathematical modelling
A criticism of the P-Spline family of curves is
that the parameters have no connection to
any generalised rationale that could be used
to explain the observed trend. In other curves,
such as Gompertz formula:
µx = eα+βx
the parameters have meaning. Here the force of
mortality is proposed to consist of a constant
component eα and a second component that
increases proportionately with age eβx. While
proving that such a law seems to be elusive,
the proposition is instinctively appealing.
Moreover, the Gompertz formula has been
remarkably useful for a number of predictive
studies involving living organisms.
SJ Richards et al in their recent paper TwoDimensional Mortality Data: Patterns and Projections,
proposed a helpful alteration to the formula:
µx = eα+βx+δt
where δt is the time-based direction of
mortality over time. While useful, the formula
needs further development as δt is unlikely to
be constant.
We believe that a robust model could

Figure 3: Deaths from myocardial infarction
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be developed by applying a Gompertz-type
formula for individual diseases, together with
an alternative extension for mortality trend
over time, which uses a sigmoid factor for
particular causes of death.
The sigmoid formula is widely used in Life
Sciences (often referred to as the Actuarial
Method). It gives very satisfactory results for
a broad range of population dynamics. The
formula is of the form:
(b - a)/(1+e- kt)
where (b - a) is analogous to the total shift from
initial ’stable state‘ incidence to new stable
state incidence, and k reflects the rate (slope)
at which the incidence moves, often reliably
estimated from empirical data.
Although we are still left with the non-trivial
challenge of determining the shift (b - a), we
should be able to rely on the ’eradication limit‘
(where the rate cannot fall below zero) and,
usually, the age axiom (where the rate for age x
will not fall below that for age x-1).
The more medical knowledge we have about a
particular condition, the more confident we can
be in using the knowledge to assess the shift.
While the above would seem to generate
an onerous volume of formulaic calibrations,
our prototype model allows an experienced
practitioner to fit several hundred curves in an
interactive way within a few hours. Calibration
of parameters can be done using the ’least
squares‘ method. However, by interactively
adjusting the formula to take into account the
judgement of medical specialists, we feel that
better results can be achieved.
Moderating the rigidity of a mathematical
approach in this way is also a pragmatic
way to deal with data noise. Many actuarial
practitioners (including most pension

Table 1: Improvements in mortality 1979-2005
All causes per
10 000 lives

Infarction

Lung - trachea bronchial cancer

Ischaemic
heart disease

Stroke

Bronchial
disease

1979

380.7

99

48

34

32.5

20

2005

183.2

18

23

24

9.8

1

Difference

197.5

81

25

10

22.7

19

Explained

41%

13%

5%

11%

10%

80%
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Age
85plus
80-84
75-79
70-74
65-69
60-64
55-59
50-54
45-49

fund actuaries, annuity portfolio managers
and actuarial functionaries) would benefit
significantly from the investment of such time.
This should lead to a better understanding of
which causes have generated the significant
mortality improvements of recent decades, the
increasingly diverse, more difficult causes of
death that remain, and prospects for the future.

Conclusion
From the above we have shown that:
n Much of the mortality improvement of the
past 25 years is largely explained by little more
than a handful of causes (although from a strict
medico-technical perspective these could be
further sub-divided)
n Modelling causes separately (allowing for
faster access to diagnosis and treatment, better
diagnostics, better patient selection, better
treatments, new treatments and better public
awareness) can produce a persuasive result that
is understandable through empirical observation
n Alternative future scenarios can be proposed
by introducing faster or slower improvements
in particular causes (or groups of causes)
n Recent rapid improvement in annuitant
mortality is at least in part due to changing
market dynamics
n Rational mathematical formulae can be built
for modelling mortality trends. These can be
developed and calibrated with practitioners
outside of the actuarial profession.
Further development of this type of
projection methodology appears to be
appropriate and desirable. To improve upon
its usefulness we are working on a more
comprehensive paper, which will also cover:
n Ways to further reduce at least some
of the remaining heteroscedasticity in the
data (such as shifting smoker patterns,
changing socio-economic differentials and
immigration patterns)
n Adaptation to pensioner and life
office populations
n Development of demographic mortality
formulae where the parameters can be
shown to have a rational relationship to the
information being modelled.
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IT

Financial modelling

Changing the system
Paul Hopkins examines some of the current IT trends accompanying
developments in ﬁnancial modelling

T

Paul Hopkins works
in the insurance and
ﬁnancial services
practice of Watson
Wyatt. He was chief
business architect for
the VIPitech system,
and manages the
practice’s software
development strategy.

he relentless development of technology
and information-processing power
continues to revolutionise many aspects
of modern life, with a number of
advantages in the business arena.
In the first instance, a substantial reduction
can be made in ongoing costs, albeit partially
offset by costs for initial set-up and periodic
upgrade or replacement. Service levels are
also improving due to the rapid and reliable
processing of complex or multiple transactions,
and intellectual capital can achieve practical
expression by being harnessed with the
processing power required to make it useful.
The actuarial world is not immune to this
trend and the potential benefits for enterprise
risk management (ERM) are evident. The
fundamental ability to calculate vast quantities
of numbers rapidly and, as a consequence, to
process more data and access more complex
models, allows managers and regulators greater
insight into the dynamics of the business both
inside and out.
In reality, there are various practical
and theoretical difficulties, but the use
of increasingly complex actuarial models
will continue to be mandated for financial
management, reporting and solvency purposes.
As a result, there is a distinct opportunity
for sophisticated actuarial modelling systems.
The changes giving rise to this opportunity,
however, have also drawn the attention of
other disciplines and professionals, muddying
the waters for providers of such systems.

The landscape

Online this month...
■ Dmitri Subotsky navigates the
uncharted waters of marine insurance
to explain how statistical market loss
models can help underwriters fathom
the future.
■ Maria Marques charts the launch of
the Brazilian reinsurance market.
■ Graeme Cluskey delves into the dusty
pre-1900 world of life insurance.
Visit www.the-actuary.org.uk/features
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Until recently, a great deal of actuarial software
has been developed and supported by actuarial
consultancies as part of a broad range of
symbiotic services, and treated as niche by IT
departments. It has been marketed to actuaries
and usually bought by actuaries, with little IT
input to the whole process other than to ensure
the necessary supporting infrastructure is in
place. The focus of all parties has been on the
actuarial requirements.
Such end-user requirements have not lost
their importance, but the increasing emphasis
upon capturing technical actuarial skills within
a broad-based, robust ERM framework — such
as that arising under Solvency II — means that
actuaries now have less freedom to practise
their black arts in isolation.
Instead, their activities are increasingly
attracting attention from auditors — whose
1 A ‘thick client’ is a computer (client) in clientserver architecture networks that typically provides
functionality independently of the central server;
application-speciﬁc processing and not just simple
interfacing is carried out locally on the user system.

role in the valuation process was strengthened
some time ago, at least in the UK, and
whose position may be further bolstered by
international financial reporting standards
— and from IT professionals. In the latter case,
this is driven by a number of factors:
■ A requirement to comply rigorously with
corporate IT disciplines
■ IT companies offering integration services for
systems, perhaps based on Basel II experience
■ Software operations showing more interest in
developing financial modelling software.
General-purpose software houses have
not always displayed a full understanding
of development and support for specialised
software. This is partly because they may
not provide a comfortable home for domain
specialists used to a particular working
environment and remuneration structure.
However, actuarial consultancies can continue
to be successful by providing innovative
software packages with strong intellectual
capital content — indeed, they probably have
no choice.
Sarbanes-Oxley (SOX) has also increased
focus on the robustness of financial
management and reporting processes. Even
where SOX does not apply formally, combined
with other influences it has created a climate
in which many businesses feel the necessity
to enhance their processes and accompanying
levels of scrutiny.
IT is the bedrock of much of an insurance
company’s processes and it is therefore
unsurprising if risk managers give considerable
weight to the opinion of IT professionals
and if, in turn, those individuals are cautious
— even conservative — in meeting their
responsibilities. This can be complicated in
situations where system selection is outsourced
to independent consultants, who often adopt
an over-engineered approach.
Formally, there is no such thing as SOXcompliant software, in the sense that each
enterprise’s processes must be audited
for compliance in their own right. Such
compliance cannot be delegated or bought in.
Nonetheless, it is possible for software packages
to vary significantly in their support of a
business gaining such compliance, not least
from their reputation with auditors, and hence
to vary in their acceptability to IT departments.

System architecture
Most actuarial systems have adopted thickclient1 architecture, with most of the processing
carried out on desktop PCs and little activity
at the server other than file storage. Some risk
managers regard this as a potential failure
point, however, and are looking for reassurance
that the actuarial system is not a weak link

www.the-actuary.org.uk

19/3/08 18:00:20

IT

Financial modelling

in the chain. Their expectation is for it to
comply and integrate with the whole ERM
implementation and, in short, function as an
industrial-strength system.
There are no universal criteria for what
makes an industrial-strength system. It is
perhaps like a rhinoceros — hard to describe,
but you know one when you see one — but in
any case it is likely to be context-specific. While
acknowledging that the concept is, to a certain
extent, subjective and malleable, it is useful to
understand what it can encompass. Strategic IT
aims commonly include:
■ Reusability — putting code to multiple uses
for efficiency and consistency
■ Maintainability — ease of identifying and
rectifying problems
■ Redundancy — maintaining service by other
means during failure of a part
■ Scalability — flexibility to increase capacity
without artificial ceilings
■ Robustness — ensuring that systems are fit
for purpose and reliable
■ Security — preventing unauthorised or
unintended access or alteration.
These aims are usually of direct benefit to IT
departments themselves, but they arise from,
and are justified by, business needs of reliability,
security and management control. The aims are
not totally independent and conflicts will arise.
In theory, the ultimate business needs should be
the final arbiter in resolving those conflicts.
Attempts to control PCs directly can pose
difficulties, and solutions often centre on some
kind of client-server architecture that reduces the
capability of PCs — or at least the reliance on
them — and centralises much of the processing.
All data is stored on servers, which generally have
far greater security controls than most clients.
IT departments argue for server-based
computing to improve system management and
security, while end-users argue — and often with
good reason — for more local processing power,
control and flexibility. This can put end-users and
IT departments at odds with each other, perhaps
no more so than in the actuarial world where
end-users have been accustomed to considerable
freedom. In fact, it is usually possible to meet all
legitimate concerns of IT departments and risk
managers using thick-client architecture.
Another approach is service-oriented
architecture (SOA), which repackages a
relatively old and intuitive idea and is, to
some extent, more a business philosophy than
a technical specification. SOA breaks down
applications into a number of self-contained
functions called ‘services’. Applications are
then created by appropriate combination of
the services, with a common language and
protocol for transferring data and co-ordinating
service activities.
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Much of what SOA stands for may prove to
be of little direct relevance to actuarial software,
partly due to significant performance problems.
It is currently a hot topic in parts of the IT world,
however, and there is some temptation to adopt
the acronym just to stick the label on the box.
Being slightly less cynical, its potential value
lies in the light approach of ‘wrapping’ the
complete actuarial system — or possibly a few
major sub-components — to present it as a
service. This offers a quick and relatively cheap
method of integrating the system into an ERM

Graphics Processing Units. This arises from the
observation that, in order to manage images in
real time, GPUs have multiple cells working on
different parts of graphical objects in tandem.
The idea is to apply this inherently parallel
capability to other (non-graphical) applications,
but at present the technology is rudimentary and
its ultimate general usability uncertain.
The support of distributed processing is
arguably no different to any other part of a
server’s ‘plumbing’, and it certainly has the most
potential when it is able to work closely with,
or be part of, the
underlying operating
system. It is therefore
possible that, in time,
Microsoft will be
the de facto provider within a Windows-only
environment (subject to the European Union and
other anti-trust regulators). In that situation, the
challenge for other providers would be relentless
innovation to show advantage over Microsoft.
Despite some important differences, grid
computing also has certain points of similarity
with SOA, and some believe that the two will
merge in time. The Global Grid Forum is trying
to drive a common standard — the Open Grid
Services Architecture — to bring them together
in a formal manner.

» Actuaries now have less freedom to
practise their black arts in isolation «
framework in a robust manner, highlighting
some of the advantages of SOA.

High-performance computing (HPC)
As processing power has increased in its
penetration and raw capability, it has encouraged
the development of applications whose appetite
for power has increased to match or even outstrip
that available. Readers will be familiar with this
from the actuarial discipline, but there are many
other areas of application for complex models,
and whole conferences are now dedicated to the
subject of HPC.
Outright performance improvements
from current technology have hit a wall,
although the wall is not insurmountable as
some of the issues are commercial rather than
strict technical limits. New, experimental
technologies also promise radical step-changes
in performance, but they will not be much use
for valuations at the end of 2008.
It has been clear for a long time, indeed well
before Intel kept the PC market moving by
putting two or more processing cores onto a
single chip, that an important HPC solution is
distributed computing. The concept is simple
— divide a task among multiple computers
— but the devil is in the detail. It requires
tasks that can be broken down into parallel
(independent) sub-tasks, and infrastructure
with low performance overheads.
On one hand, many organisations have
built bespoke distributed computing systems,
either as add-ons for commercial packages or
to assist with common-good projects such as
medical investigations. Alongside this, a whole
industry has built up around general-purpose,
distributed processing, which often goes under
the generic title of ‘grid computing’. There is now
a substantial body of grid-computing providers,
and it seems likely that some consolidation will
take place over the next few years.
Other initiatives include GPGPU, which
stands for General Purpose computation on

Dangerous distractions
Although actuarial system providers now
have to pay much more attention to shifting
IT developments, they cannot afford to let
this distract them from changing end-user
requirements. As a result, they find themselves
juggling several balls, including:
■ Development of intellectual capital to meet
financial management challenges
■ Packaging such capital within innovative
software in practical and user-friendly forms
■ Ensuring synergy with corporate IT standards
■ Ensuring compliance with corporate audit
and control standards
■ Working with systems-integration specialists
■ Meeting IT-defined service standards, as well
as providing actuarial support.
This requires a significant amount of effort
but, in the process, providers are interfacing
with more of an insurance company’s
professionals and disciplines than previously.
Not only do they obtain feedback of benefit
to systems development, but they also gain
an outsider’s overview of the whole ERM
framework within a business and are able to
advise accordingly.
Other advisers and suppliers may share a
similar perspective, of course, but actuarial
system providers are uniquely equipped
to couple it with actuarial insight and
communicate additional value to their clients.
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Managing the insurance soft cycle
The first in a series of roundtable debates about issues affecting actuaries took place recently,
with Ernst & Young as sponsor for the event

The Panel

Mike Barkham, partner,
European actuarial
services, Ernst & Young
— Chair

Stewart Mitchell,
senior manager,
European actuarial
services, Ernst & Young

Mike Barkham (MB): Recent reports from
a number of sources, including the most
recent underwriting survey from Lloyd’s,
audit committees’ views, non-executives
and senior management, and Ernst &
Young’s chief operating officer survey, have
highlighted that managing the cycle is the
most important issue facing the insurance
industry in 2008. Do you think the price
and rate monitoring tools introduced
over the last few years will lead to more
underwriting discipline, and how will they
impact the soft cycle?
Budhi Singh (BS): It depends on the line of
business. Our biggest is onshore energy and
it is very difficult to come up with a template
for something as diverse as this. I don’t believe
that there are any tools to help you but what
we have got is some benchmarks that allow us
to gauge what rates are doing. Whether they
are adequate or not is another matter. It really
is down to the underwriter to hold his own.

Pauline Khong,
manager, AIG UK

Gary Callan, chief
actuary, Catlin UK

Budhi Singh, chief risk
officer, Arch Insurance

Andrew Pryde, group
actuary, Beazley

Ian Hilder, group
actuary, Novae

Phil Ellis, group
actuary, Amlin

Also present:
Margaret de Valois,
editor, The Actuary
Ant Gould, group editorin-chief, Incisive Media
Insurance Division

Paul Koslover, group
chief actuary, Aspen Re
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Ian Hilder (IH): In most lines of business you
are not going to get an absolute measure so rate
adequacy is very difficult to assess. The tools
and the models that we have got ought to help
a little bit and in other lines of business, they
can do a lot more.
Paul Koslover (PKo): Rate monitoring inside
the energy market has been going on for many
years now but at what point do you say that
there isn’t sufficient premium there to pay
for large losses? That is where the technical
side comes in. Some of the capital modelling
techniques, such as determining attritional
loss ratios, large loss ratios and catastrophe loss
ratios, are the type of tools that we as actuaries
can bring to the table. We can identify whether
the premium is sufficient or whether we should
be advising the underwriters to cut back.
Andrew Pryde (AP): If you can get the
transparency between the underwriter at the
coal face and the management making the
decisions, I think that is crucial. And if you are
using either rate change or rate adequacy to
achieve that, then you need to be clear as to
the information that comes out.
Underwriters are, by their nature, very
entrepreneurial — if you force them into filling
in a particular model, then they will try and
get round that and you might end up making
decisions based on inaccurate information.
The balance between rate change and rate
adequacy is also quite important. Rate change is
all about renewals, while rate adequacy will bring
in the new business. Unless you are looking at
both metrics, you can get a very different story.

MB: Can I ask about these new models
and new tools? Are we relying on them
too much?
Phil Ellis (PE): I think all of this stuff can be
useful but is imperfect. It is like the uncertainty
principle, you just cannot know everything.
And if you believe them as if they are gospel,
you could easily make errors.
BS: Even in the last cycle, the underwriters
were pretty sceptical about what value we could
add. What we have done is to demonstrate
that actually we are not here to police you, we
are here to help you. We can show you what
accounts are coming up for renewal, show you
the losses experienced and what rates they have
had in the past. That is where the value lies.
Gary Callan (GC): The tools developed in
this past soft market have been useful but not
all companies are using them and not all are
as sophisticated as perhaps those used by the
people around this table. So there is not a lot
that we can do about it, apart from not write
the business, but it is very hard to convince
yourself that the premium they are charging is
95% adequate rather than 105% adequate.
IH: We make a very big thing about not trying
to hold the underwriters to account in terms of
adequacy on individual risks. They are allowed
to write things that are 20% adequate and
things that are 500% adequate as long as the
portfolio stacks up. We are not trying to stop
them making judgements that deviate from the
model on the individual risks.
PE: That is quite an important philosophy to
get across, otherwise you will get information
based on what they think you want to hear.
Stewart Mitchell (SM): What about the
controls at the other end to make sure that
underwriters are not writing unprofitable
business, such as peer review or internal audit?
Would you be comfortable to let them get on
with it with the help of tools but with no kind
of policing or controls?
BS: I do not think I have the skill-set to judge
whether an underwriter is charging the right
premium. All I can do is compare what he is
getting today with what he had 12 months ago,
and how programmes have changed to help
analyse the mathematics. The key thing is to
force the underwriters to think about the areas
that you think are affecting the rates. One of
the biggest factors is the broker. It is less about
the risks and more about who is bringing you
the risk and what it is packaged with.
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MB: So what processes are in place to
influence the underwriting? Do people
produce management information and at
which points does management take action?
AP: I think it has to be a multi-level approach. At
the time of underwriting you have peer review.
Once you have got past that, you are on to audits
to see if there is any over-arching movement.
You have also got data-flow feeding in to
underwriting committees, and then you look at
the trends at a higher level and feed back. It takes
time but it is important, particularly activities
upstream of the underwriting. Anything that you
do downstream is after the event.
PKo: It is best practice for an underwriter to
automatically compare what they charged last
year to this year. That way you can capture the
information properly and build up confidence
with management.
MB: With this new-found confidence, are
we at a stage where we are able to manage
things better than before? Have we had these
processes established for long enough?
PE: It is similar to the situation with the
Individual Capital Assessments (ICAs) — it has
been a convenient two or three years to bed
these things in. It hasn’t been too challenging
an environment in which to build confidence.

embedded within companies’ management
cultures. Other management teams need to
be asking the same questions and looking for
actuaries to be involved with the underwriters
to give some guidance on new business. That is
what is going to change the cycle.

structure. Where it becomes more difficult
is when terms and conditions change. In a
softening market, the systems won’t pick up
those soft changes. You can have the same
policy, the same premiums, you just get twice
as many claims.

SM: It sounds depressingly familiar from the last
soft cycle, with all underwriters saying, ‘It isn’t us
writing at uneconomic levels, it’s somebody else’.

MB: There are also wider economic issues. With
something like cargo, everything is fine when
the economy is going well because they are
shipping stuff around the world. But when a
recession bites, the ships are empty so they all
put them into dock for repairs.

» We need to be careful that we are not

PKo: If capital is more
intelligent this time
round, then if the
underwriters can’t
make use of it you
need to have an active
capital management
policy. It’s not a
good thing to make
underwriters chase the premium down, rather
capital could be returned.

over-promising or mis-communicating
what actuaries can achieve. Taken
to an extreme, actuaries could be
seen as the next scapegoat

«

AP: This is an uncertain future that we are trying
to project. We need to be careful that we are not
over-promising or mis-communicating what
actuaries can achieve. Taken to an extreme,
actuaries could be seen as the next scapegoat.
MB: Are we going to underestimate the
reserves or the length or depth of the
cycle and are we going to have a better
understanding of when to turn the taps off?
GC: Across the market, we have a better
understanding, but we won’t necessarily do
what would be required to stop the cycle. One
company cannot do everything in isolation.
BS: If you walk away from it, you may feel that
you are doing your bottom line a lot of good
but somebody else will be prepared to write
that risk. There needs to be a uniform front
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AP: I am upbeat as the soft cycle is when
opportunities arise. When markets become
dislocated the trick is to spot those opportunities.
MB: Can I ask you a question about rate
monitoring processes? If the underlying true
reduction in rates is off 10 points, say, do
you think your in-house systems will overor underestimate that drop?
PE: There is always a tendency to
underestimate the drop. It is much easier for
the underwriter to say it is up 20 points than
that it is down 20 points.
PKo: A good system adjusts for changes
in exposure, and changes in programme

MB: We have heard in the market that a lot
of the rate reduction is just pure premium
rate. Are terms and conditions the next
thing to go and what is best practice around
trying to capture the impact of this?
IH: In a softening market, underwriting is
controlled through guidelines that restrict the
amount that can be given on rate. And as long
as that is enough to satisfy the brokers, they can
probably leave the terms and conditions as they
are. It is only when you get towards the bottom
of the cycle, where restrictions are tighter, that
you start looking at other things.
GC: In our rate movement system we have a flag
that asks if terms and conditions have changed
and the worth in terms of premium. It is purely
subjective but at least if they have to tick the box,
they will have to justify it. Whoever then assesses
it also makes a subjective judgement, but it is
something that can be openly debated.
BS: The admin systems do not capture that
kind of information. You are very much reliant
upon the underwriter to form a judgement.
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Managing the insurance soft cycle (continued)
and conditions. You have to question the
underwriters and look at establishing whatever
data you can on new business. Even a very
simple average of new business premium
against renewals can tell you something.
AP: You have to analyse rate change and rate
adequacy together because they will tell you
a different story. We have done quite a lot of
work investigating the profitability of new
business and renewal and I am not sure that
you can say that all new business is poor.
SM: What about business that you lose,
or choose to lose? Do people monitor the
profitability of that?

AP: We now run our ICA on a quarterly basis
to pick up changes to the underlying market.
So we track a range of different parameters and
feed that in through the ICA and the business
planning. It is just slightly separate from rate
change and gives an option for the underwriter
to have that discussion with the ICA committee.
Pauline Khong (PKh): The availability and
use of market rate indices helps us to verify the
reasonableness of the rate changes provided by
the underwriters for our ICA modelling.
PE: We also rely quite heavily on underwriter
peer review. If another underwriter honestly
challenges what the first underwriter is doing,
then you can get decent information.
MB: I have heard some people say that the
standard of data they get will drop as the
cycle deepens because brokers just take it
to whoever wants to write it. Answers to
underwriters’ questions come back slower
as well, so all these systems get increasingly
stretched. Is that true?
PE: I hope not. It may be difficult to get the
full quality of new data at the bottom that you
might get at the top but I do hope that the
market doesn’t let it slide.
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money coming in, are they going to write
this business?
PKo: I think it depends on the individual
company’s risk management process. If a
company doesn’t have sufficient controls and is
willing to write it, then in a few years the market
will change as they will get significant losses.
Reinsurers have to maintain data integrity.
BS: If data is poor quality the reinsurers are the
first to pull you up on that. Reinsurers ask you
for every single one of your properties down to a
geo-code. That really has forced discipline. If you
can’t demonstrate that you are on top of that,
then reinsurers will load your premiums for you.

controls and is willing to write it, then
in a few years the market will change
as they will get significant losses

PKo: If one of your controls is the need for a
technical rating report, and there is no data, then
it can’t be produced. This type of control helps
underwriters and actuaries in working together.
MB: And will those controls get relaxed, in
particular with new companies still entering
the market who have no legacy issues? If
they have got a clean balance sheet and new

PKo: I think that is really important. All of us
will have heard from underwriters of examples
of lapsed business going to another company
at greatly reduced premiums and wider terms
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AP: It is becoming more ingrained in company
culture. If we look at writing risks in the US
under the admitted lines business, then not
only have you got to file your rates but you also
have to demonstrate that every single risk that
you have written matches your filing. If you
have that as the norm, then it definitely filters
across to the rest of the company. It would
be difficult for organisations to throw that all
away just because of the soft cycle.

» If a company doesn’t have sufficient

SM: Going back a few
years when the markets
were harder, we had
clients who commented
that it was difficult to
get insurers to provide
full information
because brokers could
just place the business elsewhere. So I would
question the quality of the data at the peak of
this cycle, let alone when it softens.

MB: Let’s move on to new business. With a
lack of quality data, you might question why
you write it in the first place but, from what
we see, some companies are not attempting
to capture new business in their rate
monitoring processes. Why is that?
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IH: We have two terms. One is rate monitoring
which looks at renewal rate, which is meaningless
in terms of new business. And rate adequacy. If
you have a process that captures rate adequacy
for every risk then you can look at what
happened to the business you didn’t write and
what the contribution to loss ratio was. For most
people, rate monitoring of the renewal business
has been in place for longer than rate adequacy
so it is a more tested measure.

«

MB: What about managing general agents
(MGAs) and delegated authorities? What
controls are there around those?
BS: You have to make sure that the interests of
the MGA are aligned with your own in terms of
making sure you have got a profit commission
in there and that unless they write profitable
business, they get nothing. They rely on us for
advice on whether they are writing profitable
business or not.
That is aligning the interest over the longer
term as opposed to the shorter term. In the past
these sort of things were rewarded on premium
volume as opposed to profitability.
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AP: An important part of the strategy is
underwriter visits. It takes time but it is vital in
order to find out exactly what is going on in
the MGA. It strikes me that MGA companies
sometimes welcome a different view. If it is about
finding opportunities and challenging what the
business is doing, it’s seen as a positive.
PE: You have still got an issue though. Risk
management and underwriting controls
are vital but you still don’t get such good
numerical information. So when we are
compiling these rating indices, the treatment of
delegated authorities is a genuine issue.
MB: How much do you think that
relationship underwriting is still an issue?
BS: To assess those relationships, one of the best
pieces of management information we have for
underwriters is a spreadsheet with 12 monthly
tabs. We populate it with all the business that
has expired, showing how long they have been
with us, the premiums collected, and losses we
have had. We then ask them to traffic light-code
every risk, red being ones that they are going to
ditch, greens being core accounts that we want to
defend at all cost. And we have a graduated scale
in between. That is a very interesting exercise
because you are forcing them to think about
what is actually a core account.
MB: If you compromised those types of
relationships during the soft cycle, how do
you make sure you can react quickly when
the market hardens?
AP: That’s a tough one. If you ever put
together an insurance company that was
purely run by actuaries, then you would
probably never write any business. You need to
balance the conscience of the actuary and the
entrepreneurial spirit of the underwriter. There
are lots of examples where, with hindsight, it
was a great decision to go down a particular
route, whereas at the time all the actuaries were
going, ‘What on earth are you doing?’

IH: We ought to be much better placed than
we were in the last soft market. We have rate
monitoring that will go back further than rate
adequacy although it is not going to capture

Insurance

them. Meanwhile our airline underwriters have
battened down the hatches saying we can’t
write for profit at these levels but we will still
be there in a few years’ time when the market
turns. So there is a real
live current example
where individual
companies are faced
with a stark choice
– do you follow the
market down to
inadequate prices or
do you pull out?

» If you ever put together an insurance
company that was purely run by
actuaries, then you would probably
never write any business

«

everything — it is not going to capture the
churn in your portfolio. You would hope as
well that actuaries are intelligent enough to
absorb some of the discussion that has gone on
about the inadequacy of reserving.
PE: I think as a profession, you could criticise us
for being naïve in the last downturn. A number
of people carried out reserving exercises that, in
hindsight, were not very good. Some actuaries
believed what they were told too much. There
are quite a few of us now with grey hairs, and we
need to speak up. It’s important that the young
blood is able to learn from people who perhaps
had their fingers burnt and that actuaries help
each other avoid the same mistakes.
MB: Is there always destined to be a cycle
and should we as actuaries be doing
anything different to help tackle its impact?
PE: No-one has mentioned airlines yet which
has surprised me a little bit. The airline market
is a year or two ahead of some of the others
and last year the market did not charge enough
to cover what was actually a pretty good year
for losses. A lot of new insurers have sought out
the airline accounts and priced quotes to win

BS: You always get the same. Investors will put
their money where they can get the best return
at the time.
GC: The cycle will continue, but we will get
better at knowing where we are in it.
PKh: Brokers are guilty of playing a part in
encouraging the cycle to exist because they
are not tasked to look after the interests of the
insurance providers.
IH: If the cycle is inevitable, the only thing you
can really do is to help your company to not
make the losses that everybody else is making.
We are an industry that manufactures a product
that we don’t know the cost of and so there will
always be scope for optimists. They often prevail
because it is a competitive market but many of
them will turn out to be too optimistic.
If you would like to comment on any of the issues
debated at this roundtable, please e-mail editor@
the-actuary.org.uk
Please note that the views expressed here are those of
the individuals and do not necessarily reflect the views
of their employers.

IH: If we are very good at tracking the market,
we should all be much quicker at recognising
when it is turning. The danger is that everyone
realises it and then the up cycle is not as good
as you hope.
MB: One of the main challenges in the soft
cycle is improving accuracy in reserving.
Does anyone have any thoughts about how
we as actuaries can help to do this?
PKo: We all have the skills and the experience
of previous underwriting cycles, and there is no
reason why we can’t improve our accuracy.
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Economic theory

Ambiguity aversion

A pool of uncertainty
In the first of two articles, Daniel Clarke explains how ambiguity aversion can affect
the way insurers and other financial services companies approach their business

A

Daniel Clarke recently
became the first
actuary to qualify
through SA0, the
research alternative to
a fellowship exam. He
is currently a doctoral
candidate in economics
and part-time lecturer
in actuarial science at
Oxford University.

ctuaries know a thing or two about
uncertainty. As a profession, we
are pretty good at harnessing
the power of statistical inference
while maintaining a healthy suspicion
of our models and estimated parameters.
Generations of actuaries have been taught
to complement robust statistical techniques
with a particular type of scepticism, termed
‘actuarial prudence’. Independently,
economic decision theorists have been
working hard at trying to develop better
models of actual behaviour, some of which
look suspiciously like models of actuarially
prudent decision-makers.
So what exactly is actuarial prudence? Is
it reasonable? How does it affect financial
markets? And, why might people be actuarially
prudent in their own affairs? My SA0
dissertation was motivated by insurance market
failures in Africa. In this article I give a brief
introduction to some of the theory I thought
about along the way.

Uncertainty in microeconomic theory

» I suppose there exists

an extremely powerful
and, if I may so speak,
malignant being, whose
whole endeavours
are directed towards
deceiving me

«René Descartes,

Meditations, II (1901)
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In an idealised world with individuals who
do not like risk, there is a simple notion from
economics that uncertainty is pooled so that
individuals’ fortunes rise and fall together.
In the real world, there are institutions such
as insurance companies, managed funds,
large employers and public safety nets that
help people to pool the shocks that life
throws at them in the direction predicted
by these simple economic models. Even in
the presence of highly developed financial
systems, however, the pooling of uncertainty
is far from perfect.
Mainstream economic theory blames this
failure on three features of reality that drive a
wedge between buyers and sellers of uncertain
cashflow streams. These market imperfections
are well understood by actuaries:
1 Costs — firstly, there are costs of designing,
writing and enforcing contracts that may
be large enough to make some insurance
unattractive. Fixed-claim costs mean that
it rarely makes sense to insure against
economically small losses. For example, iPod
insurance may not make sense for an employed
actuary, but neither might health insurance for
a Ghanaian farmer.
2 Moral hazard — this happens where a party
may change their behaviour to the detriment
of other parties on being insulated from risk.
Cheap insurance cannot be offered because
insurers cannot force the insured to look after
their property as if they were uninsured.
3 Adverse selection — Adverse selection occurs
where one party knows more about a risk than
other parties. When insurance companies

are unable to distinguish between good and
bad risks, it can be difficult to offer profitable
insurance that anyone will buy.
My SA0 dissertation investigated a fourth
constraint on risk pooling: neither people nor
financial institutions like to trade uncertainty
they do not understand, even if there is no
moral hazard or adverse selection. Insurance
actuaries would call this actuarial prudence
over parameter or model uncertainty;
economists would talk about ambiguityaverse decision-makers.

Risk, ambiguity and maxmin
expected utility
Economic decision theorists often classify
perceived uncertainty in two different types:
risk describes situations in which events have
obvious probabilities, and ambiguity (or
Knightian uncertainty) describes situations in
which they do not. A decision-maker averse
to ambiguity does not like being unaware of
the odds.
Perhaps the simplest model of an
ambiguity-averse decision-maker, and one of
the most important models in behavioural
economics, is the maxmin expected utility
(MEU) model. In this model, a decisionmaker has a set of probability distributions
they consider reasonable and, when
comparing alternative courses of action,
is as pessimistic as possible when deciding
upon the probability distribution to use in a
particular situation.
Actuaries appear to behave like MEU
decision-makers. When pricing assurances, for
example, actuaries prudently assume higher
than best-estimate mortality and, when pricing

Further reading
A follow-on article by Daniel Clarke
on the implications of ambiguity
aversion theory in areas such as rainfall
insurance, credit ratings and cat bond
markets will appear in a later issue.
» For Daniel Clarke’s full SA0
dissertation visit www.actuaries.org.
uk/files/pdf/library/ClarkeDaniel_
AmbiguityAversionandInsurance_
20070914.pdf
» For further reading on behavioural
economics, Clarke recommends
Advances in Behavioral Economics
by Camerer, Loewenstein and Rabin
» Thinking Strategically by Dixit
and Nalebuff introduces the insights
economists have gleaned from using
game theory to think about moral
hazard and adverse selection.

www.the-actuary.org.uk

19/3/08 18:26:26

Ambiguity aversion

annuities, actuaries prudently assume lower
than best-estimate mortality. It is as if there is
a set of mortality rates considered reasonable,
and contracts are always priced assuming the
most pessimistic rate is the true rate. Some
of this spread in mortality assumptions can
be explained by adverse selection and moral
hazard — people buying an annuity may be
different and act differently to those buying
assurance. I argue, however, that some of this
prudence is due to a fundamental dislike of not
knowing what the odds are, as in the opening
quote from Descartes.

Would you charge more to insure your
friend against urn B than urn A? What if
you were advising your company how much
to charge? What if you were acting as a
consultant, advising another company on how
much to charge?

Figure 1: Ellsberg’s urns
Urn A

Urn B

100 balls total

100 balls total

50 red
(50 black)

50% chance
40 red (60 black)
50% chance
60 red (40 black)

Choose a colour and an urn and insurance pays
£1,000 if the first ball randomly drawn from that
urn is that colour. Would you prefer to insure
urn A rather than urn B? If yes, then you are
averse to ambiguity, or actuarially prudent under
parameter uncertainty.
You are using your own money to informally
offer insurance to a friend where the payouts
are dependent on a random ball drawn from
each of two urns, A and B (see figure 1). Each
urn contains 100 balls and every ball is either
red or black. You start by choosing a colour to
insure against — red or black.
An insurance contract pays £1,000 if the
first draw from the insured urn is the colour
you picked, and nothing if it is not. You have
examined urn A and know that there are 50 red
balls and 50 black balls, however, you are not
sure of the colour of balls in urn B. You believe
there to be a 50% chance that there are 60 red
balls in urn B and a 50% chance that there
are only 40. There is no adverse selection or
moral hazard, so the buyer of insurance knows
no more than you do and cannot affect the
outcome in any way.
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trading a particular type of uncertainty with
a common source of ambiguity (such as with
life insurance business), then ambiguity will
not diversify in the way that independent
risk will. A limited-liability financial
institution is right to act as though it was
averse to aggregate
portfolio risk and,
following the above
line of reasoning,
it is perfectly right
and proper to add
prudence margins
when pricing to
allow for correlated
ambiguity. Similarly, if an individual has
to make multiple choices where beliefs are
subject to the same source of ambiguity — if
they have to make the same sort of decision
many times, for example — it is perfectly
reasonable for them to act as though they
were averse to ambiguity when faced with an
individual decision.
Note that this correlation in ambiguity is
not the same as correlation in risk. Separate
draws from urn B are independent and
uncorrelated, no matter what my beliefs
are. It is the ambiguity in my beliefs — my
inherent lack of knowledge about the true
probability distribution — that is correlated
between draws.

» Neither people nor financial

institutions like to trade uncertainty they
do not understand, even if there is no
moral hazard or adverse selection

«

Ellsberg’s urns
To encourage clear thinking about risk and
ambiguity, economists are taught Ellsberg’s
famous paradox. Consider the following
version of his paradox, adapted to an
insurance context.

Economic theory

For both urns, the overall probability of
picking a red ball is 50%; however, urn B is
risky and ambiguous whereas urn A is only
risky. If you would charge more to insure urn
B, then you are behaving as though you were
averse to ambiguity, or actuarially prudent
under parameter uncertainty. Ellsberg’s paradox
lies in the fact that if you prefer to insure urn B
then you cannot be represented as an expected
utility maximiser, contradicting a fundamental
building block of classical economic theory.
My suspicion is that people care about
weight of evidence, as opposed to just best
estimates, particularly in professional settings.
The first justification for this is that financial
professionals and institutions are unlikely to
be blamed for outcomes from well-understood
uncertainty (i.e. risk), but do get blamed
for bad outcomes from poorly understood
uncertainty (i.e. ambiguity). That professionals
and institutions do not like ambiguity may,
therefore, be an unintended consequence of
professional and regulatory incentives.
There is another explanation for ambiguity
aversion, however, ignored by economists but
developed in my dissertation. Imagine you
have to set a price at which you will sell many
small policies, each based on independent
draws from the urns, where balls are replaced
between draws. For example, imagine N balls
were drawn independently from each urn
and insurance pays £(1000/N) each time the
pre-agreed colour is picked. As N gets larger,
the law of large numbers guarantees that your
payment from urn A tends towards £500.
Your payment from urn B, however, tends
to £600 with probability 50% and £400 with
probability 50%.
Abusing terminology, the ambiguity is
correlated between draws and does not
diversify in the way the independent risk
does. In this case, risk aversion over your
aggregate portfolio is enough to justify
ambiguity aversion over pricing of an
individual policy.
If a financial institution specialises in

Financial institutions do not
maximise expected profits
It is fairly easy to extend the above reasoning
to show that a financial institution that
charges more to insure urn B than urn A
is not maximising expected profits. Briefly,
an expected profit maximiser would
compare the expected profits arising
from alternative strategies using a single
probabilistic belief, whereas an ambiguityaverse financial institution would prudently
use different beliefs depending on whether it
was buying or selling any given ambiguous
cashflow stream.
That financial institutions prefer to trade
uncertain cashflow streams of which they
have a better understanding is pretty obvious
to practitioners. It is only just starting to be
thought about rigorously by economists, who
typically think about financial institutions
being expected profit or utility maximisers.
If instead we start from the assumption
that financial institutions are averse to
ambiguity, we can explain many features of
financial markets and make some unusual, but
defensible, prescriptions.
To comment on this article, please e-mail editor@
the-actuary.org.uk
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Protected cell companies

Risk management

Divide and multiply
Henry K Witmer provides a rating agency perspective on the growth of protected cell
companies and their potential for risk managers

R

Henry K Witmer is
assistant vice-president
of AM Best in Oldwick,
New Jersey.

The other side to this search for riskfinancing options is that the entities created to
provide the protection may not be capable of
responding when required. This is especially
true if a protected cell is so narrowly focused
or insufficiently capitalised that its own risk
profile may be more volatile than the entity
seeking protection from it.

establishes its own PCC, which will be a
licensed insurance organisation, and subdivides
its risks into a number of protected cells within
the PCC. For all practical purposes, this is
similar to establishing a pure captive insurer
but with the added feature of being able to
monitor lines of business, or the results of
subsidiary operations, on a stand-alone basis.
In this way, the costs of risk can be better
allocated within the parent organisation.
So long as each cell has the flexibility to
access additional funding should it run into
claim payment difficulties, then this option
should be roughly equivalent to that of a pure
captive operation.
On the other hand, if the risks of an
organisation are placed into protected cells that
either have no access to additional funding or
fall under the umbrella of another company’s
PCC or core, then a careful review is needed
to ensure that the anticipated protection will
exist if required. In this case, the protected cell
will have limited ability to pay claims. What
will justify its use is if the risk manager is aware
of the quantity of risk transferred, both on an
expected and worst-case basis, compared with
the capabilities of the cell to respond to those
potential claims.
In most cases, due to its smaller size and
limited scope, an individual protected cell
will not have sufficient resources should
adverse circumstances occur. Its own results,
therefore, have the potential to be volatile,
unless the scope of
coverage is carefully
defined and limited.
Nonetheless, due to
the flexibility allowed
in the contractual
arrangements for
establishing a cell,
mechanisms can be
incorporated to either adequately fund the cell
upfront for all circumstances, or to have access
to additional funding from the PCC or from
the cell’s owner.
So long as the arrangement meets the needs
of the risk manager and is part of the overall
enterprise risk management solution, this
option should be viable and beneficial.

What key factors should a risk manager be
aware of when looking for a PCC to handle
the exposures of its organisation?
In order for a cell captive to gain acceptance
from senior management and pass corporate
governance mandates, a risk manager should
perform the same process of due diligence as
with any other risk-financing solution — and
maybe more.
For example, an insured organisation

Given its potential volatility, how would a
rating agency evaluate a protected cell or the
sponsoring PCC?
There are some significant differences between
evaluating or rating either a protected cell or a
PCC for reasons that are related to their role in
assuming risks. For the former, the mechanism
can be compared to the process of assigning a
financial strength rating to any other type of
insurance entity, including captive insurers.

ating agencies are often asked to offer
comments on emerging issues. This
makes sense, as companies need to
make critical decisions on developing
their business or structuring a specific
transaction, so it is vital that management
understands how decisions will be viewed by
third parties.
When answering any general questions,
however, ratings agencies may face problems if
their advice is taken out of context; as with any
business decision, the facts and circumstances
must be understood before a view can
be developed. This becomes all the more
important when providing advice on the use of
protected cell companies (PCCs).
PCCs are being formed in increasing
numbers and used in more targeted ways
to handle risk exposures. From a rating
agency perspective, will this benefit the risk
management community?
There is an interesting dynamic in this
situation whereby risk exposures are continuing
to evolve, grow or diminish relative to others
as economic, political and social circumstances
develop. At the same time, commercial insurers
may not be able, or willing, to respond to the
needs of the risk management community
due to time or accessibility constraints. An
increased demand for solutions has led to
captive formations, group captives and risk
retention groups, and now PCCs.

» An increased demand for solutions
has led to captive formations, group
captives and risk retention groups,
and now protected cell companies

«
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Protected cell companies

The analytical team will examine the cell’s
financial condition and risk profile, as well
as its actuarially determined loss and IBNR
reserves and credit exposures. In addition,
a thorough review of any contractual
relationships with other protected cells
and with the core PCC will be carried out.
As mentioned, financial flexibility and the
adequacy of the protected cell’s capital relative
to the risks assumed are the critical factors in
this situation.

Risk management

tool to manage risks within an organisation.
It offers a means to assume reinsurance
from a fronting carrier, and to isolate certain
exposures from a more broad-based riskfinancing programme. This may allow a
fronting or a commercial insurer to be more
responsive to the rest of the needs of a pure
captive programme. The protected cell taking
on the risk, however, will still need to prove
its risk-handling capabilities to a fronting
carrier or little credit will be given to it from a
statutory capital relief
perspective.
A protected cell
also offers a smaller
insurer entry into
alternative risk
transfer options
that may be more
cost-effective than
establishing a fully licensed captive insurer.
This has the further benefit of giving the
insurer better control of its risks and financing,
and provides the experience needed should it
wish to move to a pure captive in the future.
Control and monitoring of any protected
cell captive programme is crucial to ensure
that the expectations for response to claim
incidents will be met, given the capabilities and
limitations of the cell captive. There are certain
overlying themes and issues that will have an
impact on the utility of such a programme for
the insured.
Fronting carriers and reinsurers will
also examine them carefully to determine
whether such a programme could still result
in them shouldering the risks that supposedly
have been laid off to the cell. Important
considerations include:
■ The type of protected cell that is employed
■ Whether the cell is open, closed or
somewhere in between
■ The nature of contractual relationships
among cells in the programme and those of
the core
■ The cell’s ability to absorb shock losses or
adverse development
■ The regulatory framework under which
the PCC and the cells are established and
monitored.

» A ﬁnancial strength rating on a

protected cell company does not
automatically extend to the individual
cells within its structure

«

Protected cell companies
A protected cell company (PCC) is
formed in an offshore jurisdiction
where particular assets and liabilities
are segregated into ‘cells’, such that
the assets of one cell cannot be used to
satisfy the liabilities of another.
PCCs originated in Guernsey, after
which a number of other jurisdictions
followed, including Bermuda and the
Cayman Islands.
They have many uses, including
reinsurance where ﬁnite reinsurance
contracts and securitisation issues can
be placed within separate cells.
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An analysis will focus on the likelihood of
the PCC’s own capital base being eroded from
any contractual relationships it has with the
member cells, utilising the position that all the
risks placed with a PCC organisation are at the
level of the individual protected cells, and that
the PCC core does not take any underwriting
risks from outside parties. This could take the
form of capital maintenance guarantees, stoploss agreements or similar arrangements with
the cells.
In addition, the contracts will need to be
examined carefully to determine the extent
of these liabilities, as well as the potential
for attachment of funds by a regulator or a
court of law in the case of any protected cell
becoming insolvent. In these cases, a financial
evaluation of all cells, which could have a
potential material impact on the PCC, needs
to be conducted regardless of whether or not
those cells are rated. The aggregate exposure to
the PCC must be compared with the resources
available to respond to those needs.
It should also be made clear that a
financial strength rating on a PCC does not
automatically extend to the individual cells
within its structure.
What are the value considerations for a risk
manager in determining whether to use a
protected cell or PCC option?
It is all about risk — the PCC or protected cell
option can provide a very focused and viable

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

Jen and Jean

Jen and Jean ﬁnd out about fellowship through
research from SA0 pioneer, Daniel Clarke

The alternative route
How does the process work?

In this time of student of suffering, with
exams in full ﬂow, we decide to explore
the myth of SA0. The man of the month is
none other than Daniel Clarke, a doctoral
candidate in economics and part-time
actuarial science lecturer at Oxford
University, who recently became the ﬁrst
actuary to qualify through SA0.
Here he explains how he went about it and
why. And should you be interested in the
nitty-gritty of what he actually wrote, look
no further than the article on page 36.
Jen and Jean

To begin with, you’ll need to think about
your research topic and your supervisors. At
this stage I can highly recommend speaking
to colleagues with some experience of
contributing to an academic or actuarial
journal. You will need two supervisors, at least
one of whom has experience of supervising
research work. I was very lucky to have two
unfailingly helpful and supportive supervisors
on board from the beginning (James Orr
and Stefan Dercon) but my sense is that the
Profession would be very helpful if you don’t.
The official process starts with you
contacting the Profession with a proposal for
a topic. Once your supervisors have been
approved, you submit a plan of work and the
real research begins. A year or two later, you
submit your dissertation and survive a viva to
pass SA0.

If you have any bright ideas for the
Student Page, please e-mail
jenandjean@the-actuary.org.uk

What is SA0?
As part of the revamped 2005 education
strategy, an option was added to allow
students to undertake original research
as an alternative to taking a fellowshiplevel examination. I am the first person to
satisfy the requirements of this Specialist
Applications Dissertation (SA0) option and
am happy to talk about my experience in an
attempt to help anyone considering applying
for SA0. Please note though, that any views
expressed here are my own — for official
advice, see the student handbook.

Why did you apply for SA0?
After a year-and-a-half working for a pensions
consultancy and taking the actuarial exams I
decided to return to university to complement
my training with that of a development
economist. I wanted to be involved in the fight
against poverty and planned to specialise in
finance in the developing world. After saving
some money I eventually began the MPhil in
economics at Oxford University, with only the
fellowship to be passed before I qualified as a
FIA. As part of the MPhil I was to spend around
half of my second year writing a substantial
dissertation, and decided to kill two birds
with one stone by applying to use a slightly
rewritten version of this dissertation for SA0.
SA0 would have been right for me even if
I was not intending to return to university.
Through trying my hand at research for the
first time, I’ve learnt an enormous amount
about areas I’m interested in and developed
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Anything else we should know?
skills that will be useful commercially as well
as for future research. My contemplative nature
is not well suited to speedy report-writing and
I’m proud to have instead been judged by the
actuarial profession on the strength of my
considered thoughts.

Who should consider SA0?
Firstly, SA0 requires independent thought,
not just independent study. You should enjoy
thinking about difficult questions of potential
interest to actuaries and actuarial employers.
Secondly, a good academic background
helps, as you need to be able to read
academic and pseudo-academic papers and
books, talk to your academic supervisor and
write intelligibly about difficult topics. A
strong academic background makes all of
these things a little easier.
Thirdly, you need to have a good question
to work on. Is there something you think
actuaries don’t understand or do well? To
develop a good research question you’ll need to
have a good understanding of what is known
in the relevant area. You can read about the
question I considered on page 36.
Lastly, you can’t be in too much of a rush
to qualify. SA0 will take well over a year from
initial application to viva.

An SA0 dissertation has a narrower focus but
allows a greater depth of exploration than any
of the SA examination options. In rewarding
different criteria, it is neither harder nor
easier, just different. My suspicion is that most
SA0 candidates will spend quite a bit more
time on their dissertation than most SA-level
examination students, but the total time spent
should not be wildly different if you allow for
the fact that most people take SA-level exams
multiple times.
My advice to anyone considering SA0 is to
ask yourself whether you might be tempted to
get involved in research at any stage of your
career. If so, you should ask yourself how you
want to qualify. SA0 is hard work and won’t
suit everyone, but for those interested in
being guided and supported through their first
attempts at research, it’s a great option.

DON’T FORGET...
The UK Practice Module is now
an online exam, which must be
supervised by an FIA/FFA.
For more information please look
on the Profession’s website
www.actuaries.org.uk
under Actuarial Education/News
and Updates.
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People

AOTF

Although you’ll never catch her queue-jumping, Helen Turner of
Barnett Waddingham LLP still stands out as an Actuary of the Future

Helen Turner

Tell us your formula for success.
Don’t be afraid to take on an unfamiliar task.

How do you relax away from
the office?

September 2006.

What is your best attribute? Confidence.

Cooking, watching television and shopping —
the usual stuff.

Employer and area of work? Barnett
Waddingham LLP; pensions consultancy.

Your worst habit? Drinking too much tea.

Date entered profession?

What is most likely to irritate you
about others? Queue-jumping.

Describe yourself in three words.
Made of tea.

Alternative career?

What is the best thing about your job?

understand where it all comes from.

My childhood plans to be an architect were
scuppered when I realised I couldn’t draw and
tried to design a spherical glass house that
you could roll away if you wanted to live
somewhere else.

Study day sleeper or shopper? A bit of

Favourite book?

everything — sleep in, study hard and then
reward myself with shopping.

Cold Comfort Farm by Stella Gibbons — the only
book that improved after I studied it at school.

The fantastic team I work with.

And the worst? Filing — I just don’t

The

Tell us something unusual
about yourself.
I’ve probably spent more Christmases on the
beach than in the UK, so I know that Father
Christmas arrives in a speedboat on Christmas
morning wearing a red coat and swimming
trunks to distribute presents.

Who would you most like to be
stuck in a lift with?
The man of my dreams.

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

Actuary
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Puzzles

Coffee break

Puzzle 392
Sixteendoku
Fill the grid so that each row, column and 4x4 square contains numbers from one to 16.

13
14
15 12
2 3
8 14
7
9 10
4 2
8
13 11
10 5
14 16

5

14
11
10
13 5
11 1
2
6
2
16
7
1
7
9
10
5
12 14
8 16
15
4
2
10
8
9

4 14
2 15
12 13
8 10

7 9
6 8
15 4
16 12

8

3
12

10
4
1
16 12
4 14
13
8
13
5
6
16
14
3
4
16
2 10
2 10
9
3
13
3
1
8

5 2
8 14
9 1
16
11 3
12 8
14
3 7
2 13
4 12

NOTES
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Puzzles

Coffee
break
Xxxxxxxxxxx

Puzzle 393

Solutions for March 2008

Star treatment
The number in the grid indicates the number of stars there are in
its adjacent squares (diagonally, vertically or horizontally). Stars
cannot be horizontally, vertically or diagonally adjacent to each
other and no star can appear in the same square as a number.
Where are all the stars located?

1

1

3 2

2
1

2
2

2
1

1
2
1
2
2

2

2
2

3

2 1

2
3

2

2

1

2

Puzzle 390
Sudoku solution

1
7
4
8
6
5
2
9
3

6
9
8
7
3
2
1
4
5

3
5
2
9
4
1
8
7
6

2
3
5
1
7
4
9
6
8

4
1
9
2
8
6
5
3
7

8
6
7
5
9
3
4
2
1

5
4
3
6
2
8
7
1
9

9
8
6
4
1
7
3
5
2

7
2
1
3
5
9
6
8
4

Puzzle 391

Puzzle 394

Letter removal solution

Anagramic wall

There is an English word with nine letters such that each time you remove
a letter from it, it still remains as an English word — from nine letters right
down to a single letter.

Enter the solutions to the clues in the grid below. Each word has to
be the anagram of its neighbouring word plus or minus one letter.
1
3
5
7
9

2
4
6
8

The -------, orchestral suite by Holst
Part of a flower			
Vegetable found in a pod		
A fruit				
Economically

1

2

3

4

5

6

Principal food of a region
Meat spread
A robe
Small church

7

8

Clue: one of the words is the chemical symbol for black, shiny crystals that
dissolve in alcohol.
The answer to the clue is ‘I’, the chemical symbol for iodine and the
nine-letter word is ‘startling’, from which you can make:

9
Startling — starting — staring — string — sting — sing — sin — in — I

Puzzle ideas welcome
The puzzles editor is pleased to receive ideas for new
puzzles from readers.
Please contact: Rakhee Raja, Puzzles Editor, Xafinity
House, 42-62 Greyfriars Road, Reading RG1 1NN.
Or e-mail puzzles@the-actuary.org.uk

More puzzles online
To access The Actuary’s puzzles archive and play
our new daily interactive online Sudoku, please visit
www.the-actuary.org.uk/puzzles
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Arts

Matt and Finn

Actuaries do Rome

Gladitorial armour at the ready, Matt Fewster and Finn Clawson
step boldly into the arts page arena
Change is in the air at The Actuary, like the time Bob Dylan went electric or when
Picasso discovered cube-like shapes looked pretty decent. Yes, welcome to the all new
arts page and our debut as its editors. Neither of us professes to be masters on the
subject but we do admire and appreciate the arts because sometimes, as we all know,
numbers are just not enough. This month, in our main feature, Finn digresses on the art
of travel in the Italian capital.
Matt and Finn

S

itting in the Wetherspoon pub in
the North Terminal at Gatwick is an
unlikely beginning for my arts page
debut. A few months back, however,
an actuary colleague of mine decided to
throw caution to the wind (yes, you read that
correctly) and transfer to our Rome office.
Spotting the chance to have a cost-efficient
weekend away, I had decided to go and pay her
a visit and see the sights along the way.
The Colosseum is breathtaking and must be
one of the most iconic buildings of both the
ancient Roman empire and Rome today. I was
awe-struck by the sheer size of it and what an
incredible feat of engineering it must have been.
On further reading, I found out that it had a
capacity of around 50 000 — bigger than most
Premiership grounds. However, the sport that
this particular stadium is famous for is somewhat
more brutal than most football games.
A trip to the Colosseum’s modern-day
equivalent, the Stadio Olympico, home to
both AS Roma and Lazio, proved that today’s
Romans still enjoy a good gladiatorial battle.
Although the stadium was only half full,
the chants of the Ultras were deafening. My
Italian is fairly shabby but I did make out the
fans most repeated chant of “Grazie, grazie
Roma” and duly joined in.

Complementing the sound was the sight of
huge flags held proudly aloft for the full 90
minutes. A fortunate bounce saw the home
crowd go home happy with a well-deserved 1-0
victory. In answer to Russell Crowe’s question
in Gladiator, I most certainly was entertained.
The weekend coincided with the Oscars,
which brings to mind another famous Italian
trait. Walking down via Condotti confirms the
country’s love affair with style. To gain an insight
into the changing styles of one of Italy’s most
renowned fashion houses my colleague invites
me to an exhibition Celebrating 45 years of the
history of Valentino. After its residence in Rome,
the exhibition is taking a short break before
moving to the Louvre in July and features, quite
simply, a collection of beautiful dresses.
We arrived at the Vatican City just in time
to see the Pope address the masses, after which
we began our ascent to the top of the cupola,
offering a splendid view across Rome. The view
inside St Peter’s Basilica is truly sublime and
deserves to be described by better words than I
can muster. The first burst of the interior, in all its
expansive majesty and glory and, most of all, looking
up into the Dome is a sensation never to be forgotten.
— Charles Dickens, 1846.
Alas a long weekend was not enough to do
justice to Rome, sitting in Fiumicino airport
I thought to myself: I came, I saw, I want to
go back.

Recommended author
Haruki Murakami
Our ﬁrst
recommendation
goes out to one of
our favourite authors,
Haruki Murakami.
Surreal and unworldly,
incredibly original and
thought-provoking,
his writing transports
you to a dream-like
world where the
unusual is usual.
With, thankfully, a
large back catalogue of novels and
short stories, some good places to start are
Norwegian Wood, Dance Dance Dance, and
Kafka on the Shore.

Client entertaining
Tiroler Hut, London
If you want to provide your clients with a
true Austrian experience to (almost) match
the Oktoberfest, you can’t go far wrong with
Tiroler Hut in London’s Notting Hill. Think
lederhosen, beer, sausages and lots of live
music and you are there. Not the location
if you want to talk serious business but
perfect if you want to check your client’s
ability to play The Sound of Music’s greatest
hits on cow bells.

Art by an actuary

Finn Clawson
Left: A view of St Peter’s Basilica
Left bottom: The Ultras proudly show their
colours at the Stadio Olympico
Below: A selection of dresses from the
Celebrating 45 years of the history of
Valentino exhibition

We hope to feature actuarial artworks as often
as possible. This inaugural piece has been
created by co-editor, Matt. An excess amount
of toilet roll in his ﬂat led him to unleash his
repressed creative instincts.
If you are involved in the arts in any way we would be
pleased to hear from you at arts@the-actuary.org.uk
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Appointments

People moves

Neil Robjohns
has joined
the life team
of Barnett
Waddingham
LLP, where
he will act as
a consultant
on longevity,
critical
Neil Robjohns
illness and
reinsurance.
Mr Robjohns was previously head of
pricing at Munich Re UK.
The Pensions Policy
Institute (PPI) has
announced the
appointment of
Matthew Annable
as its chairman, in
succession to Tom
Ross OBE. Matthew
will formally join
the PPI Council, and
become chairman, at
the PPI’s next AGM
on 4 June 2008.
Tom Ashton has
joined Gen Re’s account
management team,
having joined from
consultancy LECG
where he worked for
Clare Spottiswoode
in her negotiations
with Norwich Union
over the NU
Inherited Estate.
The Accountancy &
Actuarial Discipline
Board has appointed

Graham Aslet and
Dr Norval Bryson.
Mr Aslet is a former
executive director of
Friends Provident and
Dr Bryson is a director
of Scottish Widows.
Monoline insurer
MBIA announced in
February that Joseph
Brown will return
to the company,
resuming his
positions as chairman
and chief executive
officer, and becomes
president of MBIA,
effective immediately.
Alliance Trust has
announced the
appointment of John
Hylands as a nonexecutive director of
the company with
immediate effect. He
will join the Audit
Committee, becoming

Ian Costain has
been appointed
head of public
affairs at Axa
UK. In this role,
Mr Costain will
be heading up
a team that
focuses on
the key public
Ian Costain
policy issues
that impact the
life and pensions, general insurance,
and healthcare industries. The team
actively engages with government
ministers and officials, the regulator,
trade bodies, and with other key
opinion-formers.

Watson Wyatt
has appointed
Jeremy Nurse
to its Insurance
and Financial
Services
practice.
Mr Nurse has
more than
20 years’
experience in
the industry
with a number of major UK and
international companies.
Jeremy Nurse

its chairman when
the current Audit
Committee chairman,
Gordon McQueen,
resigns from the
board on 31 March.
Mr AAM Kok AAG,
managing director
of Watson Wyatt
Insurance Consulting
BV has indicated
that he wants to step
down as of 1 August
2008 to further his
career elsewhere. Mr
Kok, who has worked
with Watson Wyatt
since June 2003,
will concentrate on
activities in financial,
economic and actuarial
fields, including risk
management and
on his international
professional
responsibilities as
chairman of the
Groupe Consultatif.

Watson Wyatt
has appointed
Mayur Lodhia
as an investment
consultant in the
client consulting team
in London. He joins
from Old Mutual
Asset Managers where
he was an investment
structuring actuary,
prior to which he was
a quantitative analyst
with African Harvest
Fund Managers. In
addition, the firm has
appointed a number
of investment analysts
to various teams
in Europe. These
appointments include:
Kevin Jeffrey from
Alexander Forbes
Financial Services;
George Aristides
from Deloitte &
Touche and Mihir
Shah from Barnett
Waddingham LLP.

Richard Hall
has joined
Gazelle
Corporate
Finance as
a director of
their pensions
advisory team.
He joins from
rating agency
Standard
& Poor’s,
where he headed their sponsor
covenant business, providing covenant
assessments on a wide variety of
employers. Prior to this, he worked as a
consulting actuary for both Mercer and
Watson Wyatt.
Richard Hall

Tel: +44 (0)20 7397 6200
www.gaaps.com
Based on a foundation of ethics and experience
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The Axa
Supervisory Board
— chaired by
Institute honorary
fellow Claude
Bébéar — met on
27 February. Mr
Bébéar confirmed
his decision not to
seek the renewal
of his mandate as
a member of the
Supervisory Board upon expiration of his
mandate on 22 April 2008.

Claude Bébéar

Jarvis Securities has
announced the
appointment of
Graeme McAusland
to the board as a nonexecutive director.
Roger MacNicol
has joined Scottish
Pensions Trustees, the
Scottish arm of Capital
Cranfield Trustees, as
client director.
Standard Life
Investments has
announced the
appointment of
David Millar as
investment director,
multi-asset investing.
Carl Overy will
assume local senior
management
responsibility in

London as
OdysseyRe’s new
CEO of the London
market division.
LV= has announced a
new life and pensions
management team.
John Perks will
become customer
solutions director,
Chris McFarlane has
been promoted to the
new role of head of
protection and pricing.
Scott Robertson has
joined JP Morgan as
an executive director
from HSBC Bank.
Andrew Waring joins
the Merchant Navy
Officers Pension Fund
as chief executive
from Benfield Group.

Please send news of recent appointments to
peoplemoves@the-actuary.org.uk

Pension
consultants
Hazell Carr
have made
three senior
appointments
to their actuarial
teams in Stirling
and Reading.
Jonathan Seed
has joined from
Jonathan Seed
Buck Consultants
as regional head of actuarial services in
the Stirling office where he will take on
the role of scheme actuary to their largest
clients. He is also joined by William
Short, from Hewitt in Cork. Thomas Laws
has joined the Reading team from Aon.

Actuarial skills travel well
Now they travel even better
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