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Actuaries rock
What do you get if you cross an
actuarial conference with High School
Musical 3? If you can bear it, the
answer can be found at www.
actuarialfoundation.org/t-shirt.htm, where
you can view Actuaries Rock, which was
performed live at the 2008 Society of
Actuaries annual meeting to launch The
Actuarial Foundation’s new Conversions
Rock maths programme.
Here is an actuarial organisation using
its website to full potential, not only
providing video footage of events but also running an online shop
where you can buy the t-shirt, although unfortunately only available
in actuarial grey.
The power of the web is enormous and we are keen to harness this
at The Actuary. Planned improvements to the website include adding
more regular news items, webinars and podcasts, as well as providing
interactive spreadsheets to accompany features.
One of the key ways to improve the website, however, is
running a high turnover of good quality material and content.
At The Actuary most of our content comes from readers and so
the onus is on you to help us improve the site by providing
contributions, comment and criticisms.
We receive lots of letters, some still handwritten. However, I am yet
to receive my first webcast from a reader. So, next time you sit down to
write a letter, and if you have the technology, why not send us an audio
file. If you are writing a feature, ask yourself whether a spreadsheet link
may be useful to readers, and if you’re sending in a social news story,
please remember the video.
Season’s greetings to all our readers.
Margaret de Valois
Editor
editor@the-actuary.org.uk

Editorial team update

New year, new jobsite

Jennifer May and Jean Eu will be stepping up
to the role of deputy features editors from
January 2009, and will be joined by Adam
Jorna. Adam is a qualified actuary who works
at Legal & General.
Both Jennifer and Jean will continue with
their roles as student editors.

jobs.the-actuary.org.uk is changing. Log on
in January to see our revamped jobsite with
more jobs from top employers, advanced
search options, and more information about
prospective employers. With jobs ranging
from chief actuary to graduate positions,
you’re sure to find your perfect job for 2009!
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Comment

Nigel Masters

Institute president Nigel Masters assesses the impact of the credit crunch
and how actuaries have an important role to play on the global stage

Biting down on the credit crunch

T

he past few months have been
dominated by news of the credit
crunch and its impact on the
business and personal lives of
many people across the globe.
Some companies may face challenges
to their survival. Others will take the
opportunity to strengthen their position over
the competition. For actuaries, the credit
crunch has exposed the need for skilled risk
managers to help companies and economies
make financial sense of the future.
The professionalism and competence
of actuaries are key to this, and the
Profession’s commitment is to ensure
that actuaries can acquire the skills and
expertise to deliver the support and counsel
these companies and economies require.
With their financial modelling, statistical
and mathematical skills, not to mention
our traditionally sceptical view of financial
‘bullets’ magic, actuaries are extremely
well-equipped to step into these areas and
take an increasingly significant role in risk
management across the financial world.
For evidence of demand, we need only
look to the risk management member
interest group — which now has almost 1200
members — and the development of the
enterprise risk management practice area to
meet the needs of the growing number of
actuaries involved in this field.
To support this, the Profession has
included risk management components in
its programme of events to enable qualified
actuaries to develop the skills essential to
this sector. This will be bolstered by the
launch of the internationally recognised
qualification in risk management targeted
for next year — designed to place actuaries
as unparalleled experts on a global stage.
This year, the Profession has reviewed
and developed its CA3 course, which centres
on communications enabling actuarial
students to develop skills to help them work
in the area of risk management. This subject

6
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offers students training and development,
for example in ‘softer skills’ such as
communication and analytical skills, which
are increasingly valuable to employers and
afford actuaries greater opportunities in
non-traditional areas.
The Profession is not alone in identifying

could change the nature of the actuarial
profession and the opportunities available to
current and future actuaries.
While the credit crunch has highlighted
the need to improve corporations’ risk
management procedures, the evolution of
the actuarial role into new, wider areas of
practice has not
happened overnight.
The variety of
different projects
and initiatives that
have been taken
by the Profession,
the international
profession, individual
actuaries, Heriot-Watt University, and many
others to expand the reputation of actuaries
in risk management has occurred over a far
longer time. Now, as financial institutions
consider how they will rebuild and manage
risk more effectively in the future, we must
embrace the opportunities available.

» While the credit crunch has highlighted

the need to improve corporations’ risk
management procedures, the evolution of
the actuarial role into new, wider areas of
practice has not happened overnight

«

the opportunities in risk management for
actuaries. Heriot-Watt University nominated
in its strategic plan that risk and modelling
were a priority area for development. As a
result, in November the university opened
its centre for Financial Risk and Actuarial
Modelling, Edinburgh (FRAME), and
announced the creation of five positions
in the centre. Department of actuarial
mathematics and statistics professor Alex
McNeil FFA has said the new focus on
risk and modelling at the university
is recognition of the growing
importance of enterprise risk
management.
Also, in the US, the Society of
Actuaries is pushing ahead with
its Chartered Enterprise Risk
Analyst project, which is open,
for a limited period to the end
of March, for experienced risk
management practitioners in the
UK Profession to join.
The increasing demand for
actuaries in risk management
is extremely timely, as we face
significant changes in the regulation
of the traditional areas of pensions and
insurance. The introduction of Solvency
II and changes to the risk profile of funds
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Letters

Your view

Letters to the editor
In which actuaries discuss the appliance of science,
defending their faith, and playing FTSE

Letter of the month
What future for actuaries?
I attended the recent Institute open forum (behavioural aspect of risk and ﬁnance), in which a number of books were reviewed.
It was a pity that the focus of Nassim Nicholas Taleb’s work was on his poor Black Swan book (based upon a single idea, as pointed out on
the evening) rather than his earlier book, the seminal Fooled by Randomness. In time, I believe that ignoring this book will, more than anything
else, put paid to the actuarial profession as you know it. I say ‘you’ rather than ‘me’ because I am not an actuary but I admire actuaries’
technical expertise. Indeed, I like actuaries as people (I have been living with one for 15 years), and their mathematical skills are a valuable
resource for UK plc but I feel that they could be more productively deployed.
Many actuaries are pre-occupied with building over-engineered models. Is this driven by your clients’ best interests, or the love of
complexity along with a tendency to pursue the detailed study of a single leaf, forgetting which forest you are in? Recall the now totally
discredited rating agency business, erected on the back of modelling sophistication that is, in reality, no more than a justiﬁcation to
charge high fees and provide a barrier to entry.
I am staggered by how many actuaries admit, privately, that many of their models are largely superﬂuous, and that the associated
consultancy fees are simply a form of regulatory taxation imposed upon the insurance industry (such as preparing for Solvency II
implementation). Furthermore, many models are fuelled by empirical evidence, and here is Taleb’s
point: this data ignores all the possible outcomes that did not happen. Sure, scenario generators
can be deployed but this form of (non-empirical) intervention is only as good as the operator’s
imagination. Perhaps one deﬁnition of a black swan is anything he missed?
As an aside, the parallels between Solvency II and the banking industry’s Basle II regime are
as comforting as knowing that the ammunition transfer system within Britain’s new aircraft
carrier, is to be based upon the Terminal 5’s baggage handling technology. Furthermore, if
the present state of the banking industry speaks for Basle II, what is the point of expending
so much intellectual energy, and money, on Solvency II?
As for the future of the actuarial profession, may I suggest that you shack up, fast, with
behavioural economists, engineers and psychologists, amongst others? Society will beneﬁt from
having more talented people getting to grips with understanding of the world’s real problems.
Michael Johnson
17 October 2008

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

Applied science
As one of the generation of actuaries who
learnt their trade in the pre-computer and
pre-electronic calculator age, it was salutary
to read both Geoff Lindey’s letter The right
direction, and Shaun Krom’s article on ‘the
cause of recent market turbulence’ (November
2008). While grateful for no longer having to
use logarithm tables, and having had to use a
quill pen only once (when joining the army!),
many of us still probably treat computer
output with suspicion, and need no reminders
to have a long, hard look as to its relevance in
the ‘real world’.
My current field is medical genetics
where, ironically, I use computers more than
ever before, and where, coincidentally, my
excellent professor is married to another
actuary. It is an area of rapid and continuing
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development, with statistical techniques
errors’ in the ‘real world’, regardless of any
abounding, and a constant search to discover
given confidence level. In medical genetics
specific genes linked to specific disorders.
this may have caused a certain element of
However, for every 100 of these searches, with professional embarrassment but no-one
a 1% confidence level, the sheer randomness
suffered as a result and, to their credit, the
of life will tend to lead to one quite spurious
academics involved readily quote their own
result. This happened, for example, in a 2004
experiences as notes of caution for those
German study published in Nature Genetics
following in their footsteps.
purportedly indicating an
association between the gene
DLG5 and inflammatory
bowel disease — a result not
“R” stands for resolutions. With the New Year fast approaching,
borne out by subsequent
why not make a resolution to find out more about opportunities for
studies.
part and fully qualified actuaries at HBOS, by emailing
My point here, echoing
actuaryopportunities@hbosplc.com
one of Geoff Lindey’s, is that
unquestioned reliance on
Sponsored by
any computerised testing or
Equal opportunities for all - our policy is as simple as that.
modelling will produce ‘real

Letter of the month – “R”

W E S U P P O RT
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Your view

Contrast this with the financial world
where, as opposed to there being a genuine
and unexpected misjudgment, several must
have known at the time that their modelling
was quite wrong and, as Geoff said, “too
many remained silent or bemused”. ‘Real
people’ have suffered, yet ‘real bonuses’
continue to be paid.
Graham Goddard
3 November 2008

Evaluating value
Angus Sibley’s article on subjective valuation
was an interesting look at Austrian economics.
However I think that he does not draw out the
consequences of the idea correctly.
He quotes von Mises, who says “the
value is not intrinsic; it is not in things, it
is in us”, and claims that his “words seem
to tell us that things... have no value unless
they command a price on some... market.”
This conclusion does not follow from von
Mises’ statement. In his statement, ‘value’
is subjective but in Mr Sibley’s statement
he uses the word ‘value’ with an objective
meaning. He says if the (objective) market
price is zero then the value is also zero. It is
both consistent with von Mises’ statement
and possible, for something that is valued
by some people to have a market price of
zero; Wikipedia, for example, is free to use
and many people find it valuable.
He continues: “Things that are not readily
sellable such as gas flared from oil wells... we
discard as worthless.” This is a silly remark.
The value of something depends not only
on what it is, but on where it is, and what
state it is in. Gas at the head of an oil well
is worthless to pretty much everyone, and
a positive danger to those who work at the
oil well — it has negative value. It makes
perfect sense to burn it, if it costs more to
safely capture and deliver it, than it is worth
to whomever would value it the most. This
has nothing to do with subjective valuation.
Mr Sibley’s worry about “consuming
many natural resources at unsustainable
rates” is misguided. It is similar to driving
along a winding country lane and worrying
that if you continue to drive in a straight
line you will soon career off the road — it
is true but uninteresting, when you reach

www.the-actuary.org.uk
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a corner you will steer round it. A market
is a dynamic process — this is one of the
most valuable insights of the Austrian
school — and when resources become
scarce the price rises, and people economise.
In cases where this does not happen, for
example overfishing, there is no functioning
market — the driver is blindfold and it is
unsurprising that he crashes.
Mr Sibley concludes that “the practical
and ethical difficulties... demonstrate the
limitations of the free-market philosophy.” I
disagree. The most fundamental moral value
is human freedom, and just as fish swim
in water, free people interact in markets. If
markets are taken away then our freedom
dies, just as a fish taken out of water will die.
Robert Scarth
4 November 2008

Correction
Thank you for publishing my letter in The
Actuary (November 2008).
Unfortunately, the printers turned my “O
Actuary! In our hours of ease, market-friendly,
keen to please”, into “O Actuary! In our house
of ease, market-friendly, keen to please.”
This might give quite the wrong impression
of the profession. I should appreciate it if you
would kindly publish this correction.
Ivor Kenna
30 October 2008

Defending the faith
A group of Faculty and Institute members who
are unconvinced by the merger arguments has
set up the formal defence group FIDELIS as a
focus for discussion of alternatives to merger.
The name FIDELIS is derived from the
Faculty’s motto ‘Ad finem fidelis’ and
signifies that members see themselves
as ‘faithful’ to both the Faculty and the
Institute, whose continued existence they
wish to ensure.
Full details are contained on the website
www.fidelisdefence.com which all fellows
and students of both bodies are encouraged
to visit.
David Wilkie
10 November 2008

Letters

Funny numbers
Here’s one for actuaries to play with any
friends still employed in the financial
services industry (I’m sure it was Mervyn
King who offered to wash my car in
Sainsbury’s car park yesterday).
Approach someone, preferably of
the opposite sex, and ask them to keep
repeating the number that you say minus
1000, for example, you say “7500”, they
reply “6500”, you say “5500”, and so on.
When reaching 1500, ask any intrigued
onlookers to identify what you’re doing,
then inform them: “We’re playing FTSE”.
Richard Smith
13 October 2008

Unrewarded risks?
Lukas Steyn’s article on pension fund
investment (The Actuary, October 2008)
describes interest rates, inflation and
longevity as “largely unrewarded” risks. This
terminology seems to be fashionable, but in
this context, what does it mean?
Changes in interest rates, inflation and
longevity can be good or bad for a pension
fund. Reward can be determined only with
hindsight: no investment risk is rewarded
ex ante, and nor is any unrewarded. The
risks disparaged as “unrewarded” seem
to be those to which a pension fund has
natural exposure at low cost, but which
someone offers to take away (or replace
with counterparty risk?) for a spread or a
fee. “Rewarded” risks (hedge funds, private
equity, etc) seem to be those to which a
pension fund has no natural exposure, but
which can be taken only by paying someone
a ‘two and 20’ fee. If I were a pension fund
trustee, this would make me suspicious.
Guy Thomas
7 September 2008

Your letters
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please e-mail
us at letters@the-actuary.org.uk
The deadline for receiving letters
for the January/February issue is
9 January 2009
December 2008

9

18/11/08 17:42:44

Soapbox

Julian Lowe

Julian Lowe says insurers need to grasp the
nettle of increasing flood risk

Insurers in hot water?

A

t the time of writing this
article, many insurers are more
concerned about keeping their
financial heads above water than
the propensity to flood of their insureds.
Assuming the tide of insolvent banks
has receded by the time you read this,
insurers need to start looking ahead at
the growing flood risk in the UK, and take
some concrete action if they are to avoid
picking up the bill for continued property
development on floodplains. They have
a chance to do so with the revision of
the Association of British Insurers’ (ABI)
Statement of Principles (SoP) on flood risk,
taking effect from 1 January 2009.
More than one million people in the
UK are at a ‘significant’ (greater than onein-75 chance) risk of flooding and this
number is likely to increase. A total of 10%
of all properties in England are located on
floodplains, and more than a million new
homes are due to be built on floodplains
by 2020 — including areas in Tewkesbury
that were flooded in 2007.
The overwhelming consensus is
that climate change and man-made
developments (such as increasing
urbanisation) are likely to increase the
frequency, severity and cost of extreme
weather events, such as the 2007 floods.
A combination of higher sea levels and
‘tectonic shrinkage’ (which means that
the south of the country is sinking and
the north rising) means that coastal
areas currently protected to a high level
(typically against one-in-200-year floods)
will only be protected to a one-in-five level
by 2100.
Those of us living inland will be

10
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affected too: surface water (sometimes
known as flash flooding) and groundwater
flooding are set to increase too.
Following the 2007 floods, the ABI
revised its SoP on insuring properties
in flood risk areas. They confirmed
they would continue to insure existing
properties protected to at least a one-in-

acquire and, in places, of dubious quality.
Both insurers and the public find it hard
to get reliable information on flood risk.
Many observers have little confidence in
the Environment Agency’s assessment of
flood risk. In their last three assessments,
only 40% of UK properties stayed in the
same risk category (low, moderate or
significant) across
each release; more
than 10% of homes
were in a different
risk category in each
release; more than
one million homes
had their risk
category increased
between one review and the next.
As well as the issue of how new
properties will be dealt with and how
the level of risk is assessed, the ABI
faces the danger that the SoP is simply
irrelevant. The GIRO Flood Risks working
party performed a review of household
premiums. This showed that it is still
possible to get very competitive insurance
quotes in almost all areas of ‘significant’
flood risk. If some insurers continue to
charge far from realistic prices in high
flood risk areas, whatever the ABI sets
out in its SoP won’t make a blind bit
of difference.

» As well as the issue of how new
properties will be dealt with and
how the level of risk is assessed,
the ABI faces the danger that the
SoP is simply irrelevant

«

75 level of risk. However, the SoP does
not apply to new properties built after 1
January 2009.
At the time of writing, the ABI has not
yet issued any guidance on whether its
members are willing to provide insurance
for customers in new properties in high
risk flood areas from 1 January and, if so,
under what conditions.
Although the SoP has been around for
a while, no one has actually defined how
the one-in-75 level is calculated. Some
areas are at risk from several different
types of flooding (coastal, river and flash
flooding for example), so the combined
level of risk from all types of flooding is
far higher than the headline estimate from
any one type of flooding. If the one-in-75
level is going to be a key criterion going
forward, insurers need to agree how it is
calculated and how often the level of risk
gets revised.
Data on flood defences is difficult to

Julian Lowe is an independent consultant and
contractor who was until recently the Aviva General
Insurance Actuarial Director. He is a past chairman
of the Profession’s GI Board and is a member of the
Board for Actuarial Standards. The views in this article
are his own and are not necessarily shared by The
Actuary magazine or the rest of the working party.
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News

Profession

Solvency II preparations outlined in Amsterdam
Company boards were advised to further develop their
internal models and demonstrate a clear understanding
of them before the introduction of Solvency II, at the Life
Convention in November.
The recommendation was among a number resulting from a
KPMG survey presented at the Profession’s convention for life
insurance actuaries.
The survey revealed that boards were not yet fully engaged
with internal models and nearly three-quarters of companies
surveyed did not have a model implementation plan.
In his presentation at a workshop session, Institute fellow
Andy Cope said the design and continued operation of internal
models under Solvency II was the responsibility of boards.
Mr Cope said: “It is important that board members can
demonstrate an understanding of the development of the

internal model, the processes and outputs, and commit to
embedding the internal model into business decision-making.”
Other recommendations made in the presentation included:
n Greater engagement in the process throughout the business
n Improvement of risk management and modelling at a
group level, including better processes and a greater degree of
consistency in models across the whole group
n Further development and use of scenario testing
n A change in the speed, frequency and quality of the
management information produced
n More detailed analysis of results to inform management in
decision-making.
The presentation was developed by the KPMG Internal Models
Practitioner Working Group, and delivered at the convention
held in Amsterdam on 9-11 November.

Impact of Gender Directive
on European insurers unveiled
A survey presented at the Profession’s Life
Convention revealed that half of the 24
European countries surveyed on the impact
of the EU Gender Directive have availed
themselves of at least one of the opt-out clauses
for all types of insurance. This means they have
chosen to keep charging different insurance
rates to men and women across the board.
The presentation, entitled Using gender as
a rating factor in insurance developments across
Europe, combined the findings of two surveys
carried out by the Groupe Consultatif Actuariel
Européen, on insurance practices before and
after the implementation of the directive.
The directive, issued in late 2007,
prohibits use of gender as a rating factor in
insurance. However, after extensive lobbying
on the original draft directive, an opt-out
clause was included that permits member
states to allow differential treatment
between men and women, provided this
can be justified based on experience with
reference to published data.
Speaker Jim Murphy, Groupe Consultatif
Insurance Committee member, said that
surveyed countries had responded in
different ways to the directive.
“The results show that the directive
has been implemented differently across
Europe and this has interesting implications
for cross-border business and the single
market,” he said.
In the UK, the legislation applies to
insurance sold to UK residents, whether by UK
or foreign insurers, but the UK requirements
do not apply to UK insurers selling overseas
to non-residents. In contrast, in four EU
countries the local requirements apply to

12
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national insurers, regardless of whether they
sell insurance locally to residents in their own
country, or cross-border to non-residents, but
they do not apply to foreign insurers selling
to domestic residents in those countries on a
cross-border basis.
The survey was sent to 27 countries with
24 responses.
The presentation was delivered by Mr
Murphy and Groupe Consultatif Insurance
Committee member Manuel Peraita in a
workshop session at the convention for life
insurance actuaries.

“I’M
UNDECIDED”

What’s your view?
www.actuarialforums.com

Sally Bridgeland, Institute senior
vice president, presents the
Watson Wyatt prize for Financial
Economics for April 2008 to
Sarah Softley

Sally Bridgeland presents
Michael Garner with the IUA
(International Underwriting
Association) prize for General
Insurance for April 2008
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Member interest
groups on the rise
Ideas for two further member interest
groups have been suggested, as follows:
n Variable Annuities The focus of the
group would be variable annuities, an
emerging product category in the UK
that has enjoyed considerable success
in the US and Japan. This group would
provide an opportunity for a wide range
of actuaries, from marketing and product
development to reserving and risk
management to share information and
ideas, perhaps leading to the development
of research projects or seminars.
n Pensions Buyout The focus of this
group would be to establish a forum to
discuss current issues facing the industry
such as: creating efficient markets; issues
facing the buyout of larger schemes;
new product developments; how the
buyout market has been affected by the
credit crunch, and so on – a topic of
growing interest in the current financial
climate. This group would be of potential
interest to members working in insurance
companies and those involved in
brokering the deals.
Membership of member interest
groups is open to all, and you can join
more than one group.
Members are welcome to express
interest by visiting the members’ section
of the Profession’s website at www.
actuaries.org.uk/members and updating
their profile within the transactions
and personal information section, or
e-mailing migs@actuaries.org.uk. To find
out more about all our member interest
goups, please visit www.actuaries.org.
uk/members/migs

“NO”

News in brief
Book reviewers wanted
Are you interested in reviewing books
for the Annals of Actuarial Science?
Reviewers are asked to produce a review
of up to 1000 words within four weeks
of receipt of the book. Reviewers may
keep the book and a review counts as
verifiable CPD. A list of books awaiting
review are available at www.actuaries.
org.uk/knowledge/publications/annals/
book_reviewers. Please contact maria.
lyons@actuaries.org.uk for more details.
Research outcome on mortality rates
The Profession funds a number of actuarial
research projects each year. To find out
more about the outcomes on Modelling
and Forecasting of Mortality Rates III,
please visit www.actuaries.org.uk/
research/grant_aided_projects
IAA newsletter
The latest IAA newsletter is available
at www.actuaries.org/LIBRARY/
Newsletters/October_2008_EN.pdf. It
includes information on the seminar on
evolving risk-based solvency frameworks
and valuation methods for the insurance
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industry, the forthcoming global
enterprise risk management seminar,
details on the 29th International
Congress of Actuaries in March 2010 and
an obituary for John Darvell.
Refurbishment update at Staple Inn
Three of the
Profession’s
meeting rooms
are due to
receive a facelift
to create a
modern boardroom-style environment.
The refurbishment of the meeting
rooms in Staple Inn Building South is
set to begin on 15 December and be
completed by 6 February 2009.
Following a research and consultation
process, changes to take place include:
n Installation of fixed conference
telephones on the tables in each room
n Redecoration of the area, including
new furniture, carpets and blinds
n Installation of a video conferencing
system in a meeting room at the
Edinburgh office.
Staple Inn’s meeting rooms are available to
all members of the Profession.

Forward features
in The Actuary
The Actuary team has finalised the
magazine’s feature themes for 2009
and welcomes contributions for these
topic areas from members, or from
contacts in and around the profession.
You will find a list of themes for the
next few months below, along with
the deadline dates for submission
of articles. If you would like to
contribute, please contact Tracey
Brown at features@the-actuary.org.
uk with your suggestions.
Please note that these themes are
not exclusive and the aim is for a
strong variety of articles. If you have a
burning topic you’d like to write about,
please let us know.

January/February 2009

What’s your view?
www.actuarialforums.com

News

(Published 29 January;
deadline 12 December 2008)
n Recruitment/Careers/
Communications
n Modelling
n Pensions

March 2009
(Published 26 February;
deadline 12 January)
n Risk management
n Life assurance
n Education/research

April 2009
(Published 26 March;
deadline 9 February)
n Mortgages/property
n Healthcare
n Reinsurance
n GI/Solvency II

May 2009
(Published 30 April;
deadline 16 March)
n Pensions
n Longevity
n Actuarial history
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Institute of Actuaries
Adjudication Panel
Mr Mark Christian Allen FIA (the Respondent)
On 9 October 2008 the Adjudication
Panel considered a complaint that:
(a) As the Actuarial Function Holder for
a company whose liabilities included
with-profits business, he acted in that
capacity without holding a Life Actuary
Certificate (including with-profits), in
breach of paragraph 3.1 of version 2.0
of Guidance Note 40
(b) Said conduct falling below the
standards of behaviour, integrity,
reputation, competence or professional
judgment which other members or the
public might reasonably expect of a
Member, as set out in the definition of
misconduct as referred to in paragraph
4 of the Case Report and in breach of
paragraphs 2.1 and 2.2 of version 3.0 of
the Professional Conduct Standards.
The Panel determined that the Case
Report disclosed a prima facie case of
misconduct and that the Respondent
should be invited to accept that there
had been misconduct.
The Panel’s reasons were as follows:
1 The Respondent had admitted the
matters alleged at (a) above. The facts of
the case were, therefore, not in dispute.
2 In his comments on the
Case Report, the Respondent
explained that his breach arose
as a consequence of an incorrect
assumption made by him (and
admitted) which led him to sincerely
believe that following renewal of
his practising certificate in January
2008, he was holding a practising
certificate appropriate for the duties
that he was then carrying out. The
Respondent mistakenly reached the
conclusion that as he would not have
duties as a With-profits Actuary for
the period that would be covered
by the practising certificate, he only
needed a Life Actuary Certificate
(not including with-profits) and not
a Life Actuary Certificate (including
with-profits), notwithstanding
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that the Practising Certificates
Committee, in implementing the
requirements of the FSA framework,
had grandfathered him in to the
Life Actuary Certificate (including
with-profits) in December 2004, and
he had held such a certificate until
January 2008.
3 The Panel determined that, in
acting as Actuarial Function Holder
for a company including with-profits
business, whilst holding a Life Actuary
Certificate (not including with-profits),
the Respondent was in breach of
paragraph 3.1 of Guidance Note 40
and had thus failed to comply with
paragraph 1.2 of the Professional
Conduct Standards version 3.0.
4 While accepting the Respondent’s
contentions that the breach was the
result of an honest mistake, and noting
that it had caused no damage to the
company for which he was working nor
its policy holders, the Panel nevertheless
concluded that it was a material breach,
having regard to the nature of the error
and the context within which it had been
made, for the following reasons:
n The Profession had in 2004
put in place new requirements to
ensure that Life Actuaries held the
appropriate certificates and renewed
them on an annual basis.
n Compliance with the certificate
requirements plays an integral part
in underpinning the trust of those
who use the services of actuaries
and of the general public, that the
actuarial advice and formal opinions
are only given by actuaries who
possess the necessary competence
and professional experience.
n The advice from the Institute
of September 2004 to all Life
Actuary Certificate holders was,
in the Panel’s view, unequivocal.
This, together with the fact that
the Institute had grandfathered
the Respondent using a certificate

which included with-profits business,
together with the other material
available to Life Actuaries from 2004
to 2008, should in the Panel’s view
have made it clear to the Respondent
that he was required to have a
with-profits certificate. In failing
to obtain the correct certification,
the Respondent was in breach of
paragraph 3.1 of Guidance Note
40, which states that the Actuarial
Function Holder must hold a practising
certificate, which must cover withprofits insurance business if he
or she is appointed in respect of
such business.
n As a senior and experienced
actuary, holding the most senior of
the regulated roles in life insurance,
the Respondent would have been
expected by the generality of
other members and by the general
public to have properly understood
and complied with the regulatory
requirements on an issue so central to
the system of regulation.
5 These considerations lead the
Panel to the unavoidable conclusion
that the Respondent should be
invited to accept that there had been
misconduct, since his conduct fell
below the standards of competence
that members of the profession and
the public might expect, although his
integrity and professional judgment
were not in question.
6 The Panel also concluded that it
would not be appropriate to invite the
Respondent to accept any sanction, in
view of the fact that the breach had
caused no damage to the company
for which he was working nor its
policyholders, and that he had since
apologised and had co-operated fully
with the investigation.
Ken Ayers FIA
Chairman of the panel
9 October 2008
The respondent did not exercise his
right of appeal against this decision.
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Professional Standards Directory — Update 16
The Professional Standards Directory can
be found at www.actuaries.org.uk/regulation/
standards_compliance/professional_
standards_directory
It is designed to permit members and
others to access the current issued by
the standards issued by the Board for Actuarial
Standards (BAS) together with the current
version of the Actuarial Profession Standards.
Update 16 was issued to members on 1
November 2008

adopted GNs). In September, it published
an analysis of the responses it received.
Subject to confirmation at its Board
meeting on 10 November, it intends to
withdraw nine of the adopted GNs, and to
reduce the content of GN19 — Retirement
Benefit Schemes — Winding-up and
Scheme Asset Deficiency V4.8 significantly,
as follows:
From midnight on 1 November 2008:
GN22 — Disclosure — FSA Rules V3.

Re-adoption of guidance notes
Members will be aware that responsibility
for Technical Standards passed to BAS
with effect from April 2006. As part of
this process, the Profession transferred
the responsibility for a large number
of its Guidance Notes (GNs) to BAS on 19
May 2006.
BAS has reviewed the Guidance Notes
that it adopted from the Profession, and
consulted on the results of the review in
its Consultation Paper on the Structure of
new BAS Standards (and implications for

The Actuarial Profession now offers a fully confidential
interpretation service to members to assist in the interpretation of
professional and technical guidance, which covers:
n Interpretation of the Professional Conduct Standards (or,
in time, its successor, the Actuaries’ Code)
n Interpretation of Actuarial Profession Standards (AP Standards)
n Interpretation of Guidance Notes (GNs) authored by the
Profession and subsequently transferred to BAS
n Interpretation of GNs authored by the Profession,
subsequently transferred to and amended by BAS
n The service is provided by panels of volunteers in the following
areas: professionalism; pensions; general insurance; life insurance.
More information
can be found on
the Profession’s
website.

What’s your view?
www.actuarialforums.com
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Acknowledging that some elements of
the Guidance Notes need to be retained
meantime, the Profession will re-adopt
four of them:

From midnight on 30 November 2008:
GN03 — Contracted-out Pension Schemes
From midnight on 30 November 2008:
where Wind-up Commenced before 6 April
GN10, GN39, GN42 and GN51.
1997 V3.4
Copies of the withdrawn GNs will be
GN04 — Insolvency of Employers
maintained on the BAS website.
Safeguard of Pension Scheme
In parallel with this, the Profession
Contributions V2.4
has been developing its thoughts on the
GN10 — Valuation of Reversions and Life
Actuaries’ Code and supporting Standards
Interests V3.1
and in due course will bring forward a
GN13 — Statements Required in Connection range of Standards which will subsume and
with FAS 87, 88 & 132 V3.3
replace the relevant parts of the GNs now
GN17 — Accounting for Pension
CostsEXACTVAL
• GB2256
Advert
13/11/08 9:38 am Page 1
being
re-adopted.

Interpretation service

“YES”

under Statement of Standard Accounting
No 24 V1.0
GN39 — Reserved Roles in Long-term
Insurance Business V2.1
GN42 — The Reviewing Actuary V2.0
GN51 — Retirement Benefit Schemes
— Modification of Subsisting Rights Without
Consent V1.1.

Disclaimer: Please
note that while the
volunteers who make
up the panels are
experienced in their
areas of expertise,
the interpretation
service is offered to
help members and
responses are intended
for guidance only and
do not constitute legal
advice or any form
of recommendation.
You should obtain
your own independent
legal advice where
necessary.

External Actuarial Valuations

FREE PENSIONS CALENDAR 2009

Our FREE desktop calendar has each month displayed on
a separate card, the reverse of which is filled with lots of
useful pensions facts and figures including:
•
•
•
•
•

PPF caps and factors, plus details of the levy calculation
Historic stats including S148 orders, BSP, RPI & Salary cap
Useful websites
Annuity formulae
Actuarial exam dates

For your FREE copy, just send an email to
calendar@exactval.co.uk
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announced
Qualification process under scrutiny Line-up
for live ERM webinar
The Profession, the Professional Oversight Board (POB) and the Society of Actuaries
met in Oxford in November to discuss and compare the measures of quality that can
be used to evaluate the qualification process.
On the first day of the two-day conference, a detailed comparison took place
between education staff from both the Profession and the Society to explore the
similarities and differences in the way the qualification process is operated in the two
systems. As both aim to achieve the same outcome, it is surprising that the systems
have evolved quite differently.
This benchmarking exercise led to the use of a balanced scorecard approach, used
jointly to clarify the offer made to each type of stakeholder, the strategic themes,
the roles for volunteers and staff, and the financial imperatives. A start was then
made to identify a ‘dashboard of measures’ that could be used by both bodies to
measure objectively the comparative quality of the systems.
On the second day, the education staff members were joined by the heads of
staff from the Society and the Profession, Greg Heidrich and Caroline Instance,
along with Society president Cecil Byberk, the Profession’s Richard Muckart, chair
of the Exam Board and senior vice-president of the Faculty, and Paul King, chair
of the Education Committee. POB delegates were led by Paul Kennedy, head of
actuarial oversight.
The focus of the second day was to develop the detailed work from day one and
get feedback from POB on its requirements. The differences in approach to the
process were discussed further. The Society expressed interest in introducing the use
of ‘guinea pigs’ into their process, and the Profession was keen to explore the online
learning and assessment platform used by the Society.
The next steps will involve developing the measures which give an insight into
the quality of provision and then collecting data on each of them. It is intended
that the joint benchmarking exercise will continue, so that comparative objective
measures of quality are based on common measurements and progress over time
can be assessed.
Trevor Watkins
Head of Learning

The Europe Region Live broadcast will take
place between 10am and 4.15pm GMT on
10 December.
The speakers and panels have now been
announced as follows:
n Market-consistent risk management: a panel
discussion. Panel comprises: Hans Wagner,
life CRO, Axa Group; Doug Caldwell,
manager in corporate insurance risk
management, ING; and Tom Wilson, Allianz
Group CRO, with Mark Chaplin chairing
n Does ERM need an economic capital model?
Karen Tan, head of global life risk analysis
at Zurich Financial Services; Laura Santori,
head of ERM Europe, Standard & Poor’s;
with Keith Bevan chairing
n The pros and cons of economic capital models v
stress testing. Andrew Smith, partner, Deloitte;
Elliot Varnell, head of insurance EMEA, Barrie
& Hibbert; with Colin Ledlie chairing
n Is ERM any use in soft markets? This session
is pre-recorded and will be the same across
all three regions: Graham Fulcher and Rob
Collinson, senior consultants, Watson
Wyatt; Dave Clark, senior actuary and Linda
Bjork, enterprise risk manager, Munich Re;
Koichi Hamasaki, senior vice-president, Guy
Carpenter; and facilitated by Don Mango.
Full details at www.soa.org/meetings-andevents/event-detail/global-best-erm/default.aspx

Internships programme set for expansion

Sir Joseph Burn Prize
Institute past-president Nick Dumbreck
presents Sophia Danielle Mealy with the
Sir Joseph Burn Prize. Sophia and John
Campbell received the prize separately
for their overall performance in the
examinations, having completed in April
and September 2007 respectively.
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An industrial mathematics internship is a way
for companies and university research groups
to develop strong working relationships, by
engaging a dedicated postgraduate researcher
to work on a specific project over a three to
six-month period.
Each internship is a collaboration
between a host company, an intern and
a research group within a university.
Internships enable companies to bring
mathematical expertise and cutting-edge
techniques into their innovation activities,
and enable postgraduate researchers to
address industrial challenges.
Recent pilot projects have included
‘Key performance indicators, insurance
cycles and optimal portfolio mix’ based
at Brunel University, in collaboration
with Lloyd’s, and ‘Improvements in
stochastic mortality modelling’ based at
Heriot-Watt University, in collaboration
with Barrie & Hibbert.
The programme is being expanded
with support from the EPSRC and the
Technology Strategy Board and 20 to 30

Pilot projects launched at Brunel University
new internship projects are envisaged.
Companies or academics that wish to
explore particular ideas, are invited to
fill out an ‘expression of interest’ form.
Further information and application
material is available at: www.industrialmath.
net/content/internships.html
For more information, please contact
sally.grover@actuaries.org.uk
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Mortality conference: call for papers
Multidisciplinary Mortality Conference
21 - 22 October 2009
Royal College of Physicians, Edinburgh
The objective of the conference will be
to advance research and awareness of
research into mortality, engaging with a
variety of disciplines in order to fill gaps
in existing research and to scope out areas
where further research will add value. The
conference will comprise three workstreams,
focusing on the following themes:
1 What are the drivers for change?
Leader: Stephen Richards, Richards
Consulting
2 How do cohorts differ and why?
Leader: Professor Carol Jagger, University
of Leicester
Sir Walter Scott monument, Edinburgh
3 From populations to individuals — drilling
down to individualised risk.
Leader: Professor Tom Kirkwood, University
Subsidised places will be available for PhD
of Newcastle.
students and a prize will be offered for the
The organising committee invites
best paper by a PhD student.
submissions of papers addressing these
Please contact Claire Marsh on +44
themes from actuaries, academic and
(0)20 7632 2147 or claire.marsh@actuaries.
medical research users. Submissions from
org.uk for more information regarding the
PhD students are particularly welcomed.
call for papers.

Actuarial textbooks wanted
Imagine you were keen to study actuarial
science but your university library had
few actuarial textbooks and was unable to
afford more. This is the reality for students
of actuarial science at Makere University,
Kampala, Uganda. The Profession’s libraries
have offered a donation of journals but the
university’s greatest need is for textbooks.
Perhaps there are copies of textbooks
in your office that are no longer needed
or perhaps you have a superseded edition,
which is nevertheless reasonably current?
Any offers of textbooks published within the
last 10 years would be welcome. If you can
help, please let us know and we will agree the
best way to get the books to us for onward
transmission. Please contact fo.krabben@
actuaries.org.uk for further details.

Department of Mathematics

A calculated decision based on a new option.
A University with a reputation for inspirational teaching and innovative
course delivery through quality distance learning. A Department that’s
ranked in the UK’s top ten. A course accredited by the Faculty and
the Institute of Actuaries, that offers close links with industry. This is
one route to professional qualification that will stand close and
detailed analysis.

PGDip Actuarial Science by distance learning
This Postgraduate Diploma provides a first step towards becoming a
full Fellow of the Faculty and Institute of Actuaries. Covering the full
CT1-8 syllabus, successful completion of the course offers exemption
from the CT1-8 examinations and will allow you to continue study
for a Master’s Degree.
The programme is delivered through supported distance learning,
cutting-edge virtual classroom technology and face-to-face tuition
through a series of summer schools.
You will need a 2:1 degree in a maths related subject and strong
ambitions to develop a career as an Actuary.

www.le.ac.uk/goto/actuary
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Aon sees dramatic rise in enquiries from Friends Provident
to retain wealth
nervous pension scheme members
Aon Consulting’s administration team
has seen a 63% increase in the volume
of enquiries from pension scheme
members requesting retirement and
transfer value quotes in September,
compared to the same time last year, due
to panic resulting from turmoil in world
financial markets.
In light of this increased demand, Aon
Consulting warns that trustees must ensure
members receive accurate and useful
information at the same time as managing
increased workloads.
According to Aon Consulting’s 2008
Employer Survey, 43% of businesses
that run their schemes in-house regard
the lack of expertise in pension scheme
administration as a major risk to their
business. As such, an increase in member
demand and further shift away from
focusing on core business activity will only
exacerbate this risk.
Colin Hamilton, commercial
director of Aon Consulting’s pensions
administration team said: “The financial
crisis, understandably, has made people
Percentage increase of enquiries comparing
September 2007 to September 2008
Work Type

Percentage
Increase

Retirement quotations

60%

Transfer value quotations

74%

Total number of retirement quotation
and transfer value quotation enquiries

63%

Hartford Group suffers
50% one-day fall
Hartford Financial Services Group lost 50%
of its value in one trading day, following
comments from Barclay’s analyst Eric Berg
saying that the group had “precious few
options” for raising capital to avoid a ratings
downgrade.
In September, Moody’s Investor Services
warned that Hartford’s losses on mortgagebacked securities and other corporate holdings
may lead to a downgrade. In October,
Hartford received a $2.5bn capital injection
from Allianz SE. However, Hartford CEO
Ramani Ayer said he could not rule out further
rounds of capital raising.
“Management’s decision to avoid a
concrete numerical portrait of capital
adequacy has caused investors to sell,” a
Citigroup analyst said in an October note.
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extremely concerned about the state
of their pensions, and rightly, they are
making enquiries about where they stand
and what their options are. It is now more
important than ever that trustees seek
advice on how to effectively communicate
with, and respond to their members,
to ensure that they receive all of the
information they require in an easy to
understand and timely fashion.
“According to our recent survey,
some 57% of companies with schemes
administered in-house consider
maintenance of satisfactory service
levels to members as their primary
administrative risk. However, there are
many ways through which schemes
can cope with an increasing demand
from members, not least of which is
implementing an online administration
tool providing immediate access to fund
performance information and interactive
modellers, and allowing scheme members
to take an informed and active role
in their retirement planning. At the
present time, however, nearly 70% of the
businesses in our survey that administered
their pension schemes in-house say online
member access is only partly achievable or
altogether unachievable.
“We believe that trends such as
these will only contribute further to
the accelerating shift towards
administration outsourcing that we
have seen in recent years.”

management business

Nine months
after putting
its wealth
management
business
up for sale,
Friends
Provident
CEO Trevor
Matthews has
announced
the decision
to retain and
Trevor Matthews
develop the
business.
Friends had intended to dispose
of its interests in Lombard and F&C
Asset Management after its plans to merge
with Resolution Life were scuppered late
last year.
Swiss Life is reported to have shown an
interest in acquiring Lombard, however,
its offer is understood to be well below the
£400m by Friends in 2005.
Friends will now distribute its 52% stake
in F&C to Friends Provident shareholders
and is expected to complete mid-2009.
Sales at Friends’ international divisions
increased 29% during the nine months to
September, but the UK saw a 24% fall, as
the company withdrew from some markets
to focus on its protection and group
pensions business.

CMI issues latest SAPS tables
The Continuous Mortality Investigation
(CMI) has published two Working Papers
on self-administered pensions (SAPS).
Working Paper 35 contains the final
graduations of the CMI SAPS experience for
the period 2000 to 2006 based on
data collected by 30 June 2007. A
description of the methodology used to
produce the graduations is outlined, and
the key statistics for each of the graduations
are summarised.
It also provides a summary of points
made in feedback during the consultation
on the draft tables published in Working
Paper 32, and the Committee’s response to
this feedback.
These tables have been approved by
the Management Board for adoption by
the Profession. It should be noted that

adoption implies that the Profession is
satisfied that the tables have been wellconstructed and subjected to rigorous peer
review, such that the Profession is happy
for the tables to be published in its name.
It does not carry any implication that
the tables are appropriate as a standard
for any particular purpose and it is the
responsibility of any actuary, or other
person using a published mortality table
to ensure that it is appropriate for the
particular purpose to which it is put.
Working Paper 34 sets out the
methodology and assumptions underlying
the dataset that has been used for the
graduations contained in Working Paper
35. It also documents recent changes to
the methodology and assumptions and the
reasoning behind these changes.
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Aegon taps Dutch
state lifeboat for €3bn
Aegon, the Dutch insurer, has accepted
a €3bn capital injection from the state,
becoming one of the largest Benelux
financial companies to accept government
cash, after its shares lost more than threequarters of their value in the past year.
“Even healthy people put an extra jumper
on if it gets cold,” said Wouter Bos, the
Dutch finance minister. “We’ve given that
extra jumper to Aegon.”
However, in spite of an initial rally,
Aegon’s shares then fell again heavily,
touching a new 16-year low at one point.
Investors appeared concerned that although
the deal did not dilute current shareholders’
interests, it would reduce earnings.
The capital injection came just over
a week after ING, the Dutch banking
and insurance group, accepted a €10bn
government investment.
In a statement, the company said: “Aegon
believes that, given today’s market levels
and the ongoing uncertainty regarding the
financial and economic environment, it is
prudent at this time to reinforce its capital
buffer to a level substantially in excess of its
AA rating requirements”.
Aegon has also announced that it is
forgoing its final dividend for 2008

Watson Wyatt research points
to new era for private equity
Successful private equity managers of
the future will be those that can remain
disciplined through this uncertain period by
carefully getting transactions done, while
avoiding strategy drift, according to Watson
Wyatt. These managers will also succeed
if there is an understanding that financial
engineering has become a commodity
and that multiple expansion is no longer a
return driver that private equity managers
can rely on to generate returns.
Jane Welsh, global head of private
markets research, said: “In the recent past,
cheap and readily available debt, combined
with rising prices and an accommodating
exit environment, created an ideal
environment for private equity managers
to generate strong returns without needing
to exercise particularly high levels of
investment judgment. That era is over and
the new world will reward those longterm and selective managers with strong
track records of creating value through
accelerating the earnings growth of their
portfolio companies.”
In a research paper, the firm makes a
number of assertions about the private
equity industry and its future shape:

© GAPS Photography/Arjan de Jager

Banks to remain cautious in
underwriting new debt

The Hague: Dutch government issues lifeline.

Credit markets changed dramatically in
the second half of 2007, with banks left
holding huge amounts of unsyndicated
debt. This precipitated a large fall in deal
volumes, with US LBO transactions falling
around 70% from the second quarter of
2007 to the corresponding period in 2008,
according to some sources.

Towers Perrin announces
results of global ERM survey
Towers Perrin has completed its 2008
Global Enterprise Risk Management survey,
garnering responses from more than 350
senior insurance executives, making it the
largest ERM survey of the insurance industry.
Its key findings were:
n Embedding ERM into the business is
proving to be a significant challenge.
Many companies are looking to use
ERM in performance management and
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decision making
n Size is an issue. Larger insurers are more
advanced in implementing ERM. A total
of 40% of larger companies are using
economic capital in product design and
pricing, with another 42% looking to do
so within two years
n European insurers are better positioned
in key aspects such as EC implementation
and decision making. Such capabilities

Decreased returns

Unwillingness from banks to provide debt
to finance transactions means an increase
in equity contribution from private equity
sponsors. This could result in a decrease
in the expected returns of a deal due to
managers being required to finance deals
with more of their own capital.

Exit routes blocked
Between 2005 and 2007, leveraged
recapitalisations provided liquidity to
private equity investors in exchange for an
increased interest burden for the underlying
businesses. This option no longer exists,
and many portfolio companies find
themselves hindered by this increased debt
burden and, consequently, their mediumterm prospects have become more
challenging. It is expected that managers
will continue to find near-term exits for
these businesses particularly difficult.

Deployment dilemmas
Large and mega-cap managers, who raised
unprecedented pools of capital through
2006 and 2007, are now facing capital
deployment challenges. This is giving rise to
style drift, meaning managers are pursuing
strategies in which they have little or no
track record of success. While imagination
and innovation from private equity
managers is welcome, there is a fine line
between innovation and desperation and
investors must be aware of this.
The full report can be found at www.
watsonwyatt.com/research/whitepapers/
wprender.asp?id=2008-EU-1008

are expected to lead to lower capital
requirements and comparative advantage
under Solvency II
n Respondents said that implementing ERM
had led to key changes in aspects such as
risk strategy and appetite, asset strategies
and product pricing
n Capital adequacy standards are
emerging. The general shift is towards a
one-year VaR approach
n Operational risk is an area of weakness.
Only 7% of respondents believe they have
adequate capability in place with 37%
saying that further work is required.
Further information can be found at www.
towersperrin.com
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Industry

From the world of general insurance
US sub-prime mortgage crisis
Shortly after the bail-out credit facility for
American International Group (AIG) was
signed, ex-chairman and chief executive
of AIG, Maurice Greenberg and Starr
International Company — the company
Greenberg now controls — sold 40 million
AIG shares between them. These sales raised
proceeds of more than $125m, reducing
their holdings to less than 10% of the
group’s equity, which limits the regulatory
requirements imposed on them by New
York law.
The first of AIG’s asset sales saw the
group sell its 50% stake in London City
Airport to the other shareholders in that
venture. Other elements of the AIG assets
that may follow include the 59% holding
in Transatlantic Re, the group’s aircraft
leasing business, and various Asian life
insurance operations that are believed to be
of interest to Prudential in the UK. Analysts
at Citibank suggested that Lloyd’s could
make significant business gains from the
problems at AIG, particularly in the surplus
lines market.
It is understood that a number of
European insurers have ceased fronting for
AIG in view of the deterioration in the AIG
credit ratings. The companies concerned

include Zurich, Ace, Axa and Allianz
— previously they had written a larger line
on various large industrial risks than they
wished to retain for their own account, and
then ceded a proportion to AIG.
Another bail-out operation was agreed
at the end of September, this time
involving the governments of Belgium,
the Netherlands and Luxembourg, and
the Fortis financial services group. The
need for this action was a consequence of
the failure of Fortis to obtain the hopedfor capital injection from BNP Paribas
and ING. Each of the governments took a
49% share in the equity of the local Fortis
subsidiary, for payments of E4.7bn, E4bn
and E2.5bn respectively. The chairman
and chief executive of the group have been
replaced, and the governments will be
taking up significant board representation.
It is believed that Fortis is likely to sell its
holding in ABN Amro. The rating agencies
subsequently downgraded all the main
banking and insurance trading companies in
the group.
German insurers were involved to a
significant extent in the rescue package for
the troubled German commercial mortgage
bank Hypo Real Estate. Initially, insurers
contributed E1.4bn to the overall E50bn
package, but this figure may increase over
the next few weeks.
Analysts are now starting to assess the
impact of the crisis on the global insurance
industry. This includes at least $9bn in
write-downs on investments in sub-prime
mortgages, and at least $3bn in liability
claims arising from securities class actions
from investors suffering losses from
similar write-downs by companies in other
industries. In addition, there are likely to be
claims brought against mortgage advisers,
bankers and investment consultants by
individuals who have been adversely
impacted by their advice. Once the cost has
been finalised, there will still be the issue of
which insurer or reinsurer will prove liable
to pay the claims.

Asbestos development

Fortis: likely to sell ABN Amro holding
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By the time The Actuary is published, it is
expected that the UK High Court will have
issued its judgement on the relevant trigger for
insurance coverage for asbestos-related claims
under employers’ liability policies where the
wording refers to “an injury sustained”. The
judgement will decide how these words relate
to the period of exposure and the date of
manifestation of the asbestos-related diseases.

Florida Hurricane Catastrophe Fund
The Florida Hurricane Catastrophe Fund,
which is a reinsurance programme
administered by the state of Florida,
may face a shortfall in funds if there
is a major hurricane in the state. Its
solvency is threatened by relatively low
capitalisation, exacerbated by inability
to borrow extra funds in view of the
problems in the global financial markets,
according to research published by AM
Best, the credit rating agency.

Nasa

News

Solvency II
The European Parliament voted in early
October to pass the first reading of the text
of Solvency II legislation. The approved
version incorporated several amendments
from the original draft, including allowing
local supervisors a greater role in regulation
of insurance groups, working alongside
the group supervisor. There was also the
incorporation of a mediation role for the
Committee of European Insurance and
Occupational Pensions Supervisors in the
case of disputes, and a minimum capital
requirement “set at a realistic level and
which allows for the development of
internal models which must be safe and
reliable”. The changes are seen as a means
of satisfying smaller countries, which were
concerned that they would have little
influence on future regulation.

For more general
insurance news
More news on the following items
can be found on the website:
n Other regulatory developments
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
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GIRO bikers hit the open road
Roger Massey and company saddle up
for an unconventional convention
With limited touring experience but a lot
of enthusiasm, seven general insurance
actuaries and an accountant named Bill set
out on a 2500-mile European motorcycle
tour. The ride was an adventurous journey
to the GIRO conference in Sorrento, Italy.
Setting off on the evening of Friday
19 October, we all hoped to arrive
in Sorrento some time the following
Tuesday. The planned route south took us
through rural France, over the Alps, and
then down through Italy.
Our chosen path took us over the
Simplon Pass. We very quickly climbed
to 2000m where the temperature
dropped to just three degrees. At the
top we stopped to re-group and take
a few pictures of the spectacular
scenery. As the helmets came off,
everybody beamed with pleasure.
Many felt the Simplon Pass would be
the highlight of the ride — but the best
was yet to come.
The winding roads in the Tuscan hills
between Bologna and Florence have to
be ridden to be believed, and must have
been designed by a motorcyclist, with
the objective of maximising the fun for
anyone lucky enough to ride them.
The journey down to Sorrento was not
without its challenges, with a couple of
mechanical breakdowns, and four of us
managing to run our tanks dry searching
for a petrol station in a tumbleweed
village in central France. We ﬁnally
located a station via our sat navs, only
to ﬁnd the garage was now a ﬂower
shop and we had wasted two-and-a-half

hours trying to ﬁnd some fuel.
We arrived in Sorrento in four groups
and it was a relief when the last group
rolled into town. GIRO was over in a
ﬂash, and then there was the journey
home, which was no less eventful.
We set off on Friday 26 October,
aiming for the ferry from Dover on late
Sunday afternoon. Friday night was to
be spent in a hotel on a mountain top,
in a small town called Amandola. The
weather on the journey there was very
unkind. For the last 50km we were
riding through a blanket of water on
a greasy mountain road in the pitch
black, trying to dodge wild boars as
they charged out in front of us.
From Amandola, much of the riding
was on fast dual carriageways, along
and up the east coast of Italy, then
across to Bologna and up to Verona. In
Verona we cheated and jumped on an
overnight train that carried us with our
bikes to Düsseldorf.
Arriving mid-morning on Sunday,
we faced the serious task of getting
out of Germany, across Holland, then
Belgium, to France, where we caught
our ferries home.
It was a great trip which I’m sure
we will remember for many years to
come, and there is a strong appetite
for a similar trip to GIRO in Edinburgh
next year, via Wales and Ireland!
The GIRO bikers were: Simon Marks,
Liberty International; Gurpreet Johal,
Deloitte; Roger Massey, The ARC; Nigel
Milner, Novae; Bill Lowe, FSA; Peter
England, EMB; Henry Johnson, Lloyd’s;
and Davide Guarini, Aspen Re.
For the full report on the adventures
of the GIRO bikers, got to www.theactuary.org.uk/826887
Left: Roger
Massey admires
the view of
Simplon Pass

Above: Simon
Marks, Davide
Guarini and
Peter England in
Sienna
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Right: The
GIRO
bikers

Calling student
GI actuaries

It’s not what you know but who you know.
While the actuarial exams will give you
the technical background, to really stand
out as an actuary it’s the people skills
that count.
The London Market Students Group
(LMSG) provides a great platform for
those working in general insurance to
get to know fellow student actuaries
working in different companies. It’s
a chance to find out more about the
latest ‘hot’ topics over a beer and, most
importantly, build up contacts and friends
you will encounter again and again
throughout your careers.
The LMSG committee has worked hard
to energise and reinvigorate the society
and has built up a solid following with
regular events. The format is generally
a talk followed by lots of (free) drinks
and nibbles. We also have some purely
social evenings, with the summer social
particularly popular.
We kicked off the year with a
topical talk on climate change. Others
have included the opportunity to
hear some of the top Lloyd’s actuaries
speak, and the chance to visit the
famous Lloyd’s building. Our most
recent event took a step away from the
usual actuarial issues, and involved
a leading management consultancy
discussing the role of talented individuals
within the insurance industry.
The group is aimed at student
actuaries working in the London
market, but newly qualifieds, and those
working in actuarial roles while taking
other qualifications, are welcome. If
you would like to become a member of the
LMSG e-mail emma.blackhurst@emb.com to
be informed of future events.
Our next event will be the
Christmas social in the Counting
House on 17 December.
The LMSG offers a great forum to raise
awareness about your company and share
actuarial ideas. We are always looking for
new firms to host talks or sponsor events.
If you are interested in supporting the
group then please do get in touch.
The LMSG Committee
Chair:
Emma Blackhurst (EMB)
Deputies: Karen Dayal (Zurich),
Nick Betteridge (LCP),
Jinita Dhanani (LCP)
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Obituary: Clifford Sharp
There are very few actuaries who can be
said to be the doyen of their profession but
Clifford Sharp, who died on 17 September
at the age of 98, was certainly one of them.
Clifford started work with Gresham Life
in 1928 and qualified as a fellow in 1940.
In 1950 he transferred to Legal & General
(by then Gresham’s parent company), later
moving to Noble Lowndes in 1959 from
where he ‘retired’ in 1970.
He spent much of his working life abroad,
spending the war years in India. This led to
his first contribution to actuarial literature,
Oriental Mortality Experience, in 1944.
After the war he was an early pioneer
of the use of punched cards in life office
valuations, appalled at the time taken in
recording data manually.
During the 1950s he assisted Keith
Joseph and Margaret Thatcher in
developing the Conservative Party’s
thoughts on the relationship between
occupational pension schemes and state
provision. Clifford recalled how impressed
he was by the incisiveness of Margaret
Thatcher’s contribution to their discussions.
After ‘retirement’, Clifford took on a
variety of activities including further work
overseas and was a founder member of the
Occupational Pensions Board.
His contribution to debates on actuarial
matters was prolific, with 50 books, papers
and contributions to The Actuary, all but
five in the past 10 years. There were more
than 30 contributions to discussions at
sessional meetings.
In later years, Clifford became
increasingly concerned about the role of the
Profession and whether it and its members
were acting in the best interests of the
public, having regard to the commitment in
the Institute’s Charter.
At an elderly age he mastered the
intricacies of the internet; with an eye to
the protection of the individual pensioner
and policyholder, he used to e-mail many in
senior posts across the financial world.
Appropriately, his last contribution
to The Actuary dealt with ‘The workings
of the Institute Council, with particular
reference to disagreements over personal
pension selling’.
Clifford was always keen to chat with
other actuaries. I counted myself fortunate
to meet him on numerous occasions.
Always stimulating in his views, it was a
great pleasure to join him in attempting to
put the actuarial world to rights.
I, and those who knew him, admired
Clifford as an actuary who loved his
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Births
n Mike Harrison (Mercer) and his wife
Selina are pleased to announce the birth
of their second daughter Bethany on 13
September 2008, a sister for Gemma.
n Alcarine Power (Watson Wyatt, Dublin),
and Mark McGuigan are delighted to
welcome Tomás McGuigan to their family.
Tomás was born on 31 October 2008, a
brother for Caoimhe.

Marriages
Clifford Sharp: ethical conscience of the profession
profession and who had a genuine concern
for matters of integrity, fairness to all and
honesty to pensioners and policyholders.
He endeavoured to be its ethical conscience,
for which the profession should be grateful.
Roy Brimblecombe
Further tributes to Clifford Sharp by Guy
Thomas and Gregor Campbell, retired
secretary-general of the Institute of Actuaries
can be found at www.the-actuary.org.uk/827177

People news
If you have any newsworthy items
for these pages, please e-mail Amy
Guna at social@the-actuary.org.uk

n Natalie Metzelaar (QBE) married Rob
Warren (Lane, Clark and Peacock) on 15
August 2008.
Please send details of births, deaths and marriages to
announcements@the-actuary.org.uk

SIAS Event

SIAS Pool Tournament
Report by Alvin Kissoon
The SIAS Pool tournament was held on
Thursday 30 October in Rileys IQ, Victoria.
KPMG returned, looking to become
champions for a third time. In an attempt
to intimidate the competition, they had
called their team ‘Third Time Lucky’.
Around 100 other actuaries were there for
just one reason — to stop them.
The first round involved teams
fighting it out to win their group with
only one winner going through. The
games were very competitive, and I
had to adjudicate on more than one
occasion over the exact rules.
A total of 16 teams made it through
to the knockout stage, including Andrew
Northey and Tom Hukowski, who last
year dressed as Willie Thorne and were
deservedly given the Best Team Name
prize for ‘What a Pair of Willies’. No outfit
this year, just a place in the knockout.

The field whittled down, with the final
between the KPMG boys ‘Third Time
Lucky’ (Ben McDonald and Mike Smedley),
and the challengers ‘Mehta/Tailor’ (Dipesh
Mehta and Mitesh Tailor from Hewitt). The
final was of high quality, with KPMG living
up to their name and picking up the title
for the third year in a row. Congratulations!
There were many worthy entries for
Best Team Name, however the winner
was the all-girl team of Rachel Watkinson
(PwC) and Helen Tye (Deloitte), who went
by the name ‘No Pink Balls’.
Thanks to all the entrants and the
spectators for another enjoyable
tournament, and to Rileys IQ for
hosting the event. Thanks also to
James Williamson for helping with the
organisation. KPMG are still smiling
— next year let’s see if the tables can
be turned.
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Thursday 29 January 2009

SIAS Social Event

Poker Tournament
Venue to be confirmed

Got a cool head and a poker face when the chips
are down? Then come and win big at our SIAS
poker tournament.
Please visit www.sias.org.uk for further details

Thursday 19 February 2009
Ceilidh
Venue to be confirmed

of this event. Places are strictly limited and are
offered on a first come, first served basis.
If the event is sold out you will be placed on our
waiting list in case of withdrawals.

SIAS Social Event
So, you thought Salsa was good fun last year? Well
see if you can get your dancing shoes on again for
a floor-filled night of Ceilidh!
Please visit www.sias.org.uk for further details

of this event. Places are strictly limited and are
offered on a first come, first served basis.
If the event is sold out you will be placed on our
waiting list in case of withdrawals.

Call for paper authors
SIAS is currently looking for volunteers (particularly
students or newly qualifieds) to write and present
sessional papers. These papers can be on any

actuarially related topic.
Contact richard.purcell@watsonwyatt.com for
more information.

Charity sponsorship reminder
SIAS operates a sponsorship scheme to support
our members who are involved with raising
money for charity.
Any SIAS member or team of members can
apply to SIAS for a donation to their charity.
The donation will be equivalent to 25% of the
sponsorship total raised by the SIAS member,with a
maximum donation of £500. This will be increased
to 50% of the sponsorship total raised for team

applications, where members represent more than
one employer.
This initiative has been in place for more than
two years and several donations have been made
but we’re sure there are more of you out there
doing your bit for charities that could also benefit
from this scheme.
Please visit the website for more details and to
download an application form.

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

Events

Events
Actuarial Profession
Tuesday 2 December
One-day seminar:
The end of the pension
scheme: How to manage
schemes in wind-up and
the PPF
Novotel, Bristol
Tuesday 2 December
Two-day seminar:
Stochastic reserving
and modelling
Staple Inn Hall, London
Wednesday 3
to Friday 5 December

Momentum Convention
2008 (formerly the
Younger Members’
Convention)
Hilton,
Berlin
Monday 8 December
One-day workshop:
Using strategic concepts
Staple Inn Hall,
London
Wednesday 10 December
One-day seminar:
Current issues in
critical illness
Staple Inn Hall,
London

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

Thursday 8 January 2009
Open Forum:
Underwriting in a
soft market
Holborn Bars,
High Holborn,
London EC1
Tuesday 13 January 2009
Two-day Fellowship
Course in Professionalism
Oxford
Monday 19
January 2009
Faculty sessional meeting:
Modelling extreme
market events
Royal College of
Physicians,
Edinburgh
Association of
Consulting Actuaries
Thursday 15 January 2009
Sessional meeting/dinner

Port of Spain, Trinidad

Jolly Hotel St Ermin’s
London SW1
Meeting: 5.30pm
Dinner: 7.00pm
for 7.30pm
Caribbean Actuarial
Association
Wednesday 3 December
Caribbean Actuarial
Association Annual
Conference
Hyatt Regency Hotel,
Port of Spain, Trinidad
Wednesday 3 December
Professionalism event for
experienced actuaries
Hyatt Regency Hotel
Port of Spain, Trinidad
Thursday 4 December
Changing perspectives.
CAA Annual
Conference 2008
Hyatt Regency Hotel,

National Association
of Pension Funds
Thursday 4 December
Training course:
What is trusteeship?
NAPF, Westminster
Pensions Management
Institute
Wednesday 11
February 2009
Best practice for the
secretary to trustees
Mayfair Conference Centre,
London
Society of Pension
Consultants
Wednesday 17 December
SPC London
evening meeting
KPMG,
1 Puddle Dock
London

Staple Inn Actuarial
Society
Thursday 29
January 2009
Poker tournament
Venue TBC
Thursday 19
February 2009
Ceilidh
Venue TBC
Worshipful Company
of Actuaries
Monday 15 December
Carol Service and Supper
St. Lawrence Jewry,
Gresham Street,
London and BarberSurgeons’ Hall
Thursday 15 January 2009
Livery Dinner
Goldsmiths’ Hall,
Gresham Street,
London

For a full listing of society contacts please go to www.the-actuary.org.uk/eventscontacts

www.hazellcarr.com
One of the UK’s leading providers of interim actuarial resourcing

•
•
•
•
•
•

Life Assurance
Pensions
Insurance and Reinsurance
Financial Modelling
Systems Development
Actuarial Projects

We work with insurers, consultancies and regulatory bodies, assisting in all manner of actuarial projects, and
supporting business transformation and growth. We provide skilled resource with experience in Life, Pensions or
Non-Life industries, from junior students up to ex-appointed actuaries and scheme actuaries. We have personnel
available at short notice, on flexible contracts, with no minimum term. To find out how Hazell Carr can help, call
Jethro Green on 0118 951 3907.
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Insurance

Market hedging

Crunch decisions
Andrew Rear and Emma Gosland explore market hedging options for
variable annuity insurers in the wake of the credit crunch
Figure 1 — Delta hedging for a 10-year guaranteed maturity beneﬁt
Month 1 Delta hedging gains/losses as % account
value v movement in underlying index

Cost of 10-year at-the-money GMAB relative to
movements in the underlying
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Andrew Rear is head
of Oliver Wyman’s
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senior consultant
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ver the past 18 months, the
big story in the European life
insurance world has been the rise
of variable annuities (VAs). More
recently, this has been overshadowed by the
credit crunch and falling markets. Just when
the power of the VA proposition to the
customer has been vividly demonstrated, so
has the risk that VAs can pose to the insurer.
In this article we explore the impact of the
credit crunch, and ask whether we should
see this as an unforeseeable ‘black swan’
event, or a risk that VA insurers should have
had on the horizon all along.

consequences. After all, when we set a risk
appetite, or capitalise on a certain degree of
confidence, we are effectively saying that
outside this limit we accept failure.
We think not. Both the implied and
observed level of equity volatilities
are themselves volatile. In fact current
volatilities, while historically high, are not
even close to a one-in-200-year event.
Additionally, it is hard to argue that
current economic conditions in general are
unprecedented, or even very far into the tail
— they were much worse than this less than
100 years ago. Indeed a naive comparison of
today with the Great Depression of the late
1920s and 1930s would suggest there is still a
lot more downside potential in the market.

A black swan?

A risk management failure?

Recently, we have seen market conditions
make life difficult for VA insurers. Longerterm implied volatilities have increased
dramatically in recent months, leading to an
increase in the price of long-dated put options
of three times or more. And of course, no
matter what the hedging strategy, the markto-market or mark-to-model value of liability
guarantees has suffered a similar impact,
leading both to a dramatic fall in the marketconsistent value of VA businesses globally, and
a significant reduction in profitability of new
business priced at ‘old’ rates.
So, is this a black swan event — an event
so unlikely that no one should reasonably
have anticipated it? No hedging programme
is designed to be perfect in all conditions. If
economic conditions are beyond reasonable
levels, we should accept that some hedging
programmes will fail and live with the

If current conditions are not a black swan,
we should expect hedging programmes
to cope. To date, most have. While some
companies have disclosed losses arising
from increased tracking error, so far they
appear to be contained. However, this is
surely a good time to think harder about
the effectiveness of dynamic hedging
programmes and the risk management
processes that sit around them. In particular,
do insurers fully understand the effectiveness
of their hedges in this environment, and have
they put in place the broader management
infrastructure, including simply holding
capital, to protect against those situations
where hedging isn’t as effective?
The most common approach to dynamic
hedging of VA guarantees is the ‘two-greek’
approach. This typically involves dynamically
rebalancing a portfolio of equity and interest

O
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rate futures to track the behaviour of the
guarantees for small movements in the
underlying funds and in interest rates. It is
well known that such an approach can be less
effective when the fund is more volatile. This
is illustrated in Figure 1.

Where to from here?
More useful than trying to unpick the reasons
why insurers have taken the approach they
have, is to decide what to do now, given the
circumstances we are in. Assuming the ‘hit
and hope’ strategy of shutting down hedging
all together and waiting for markets to recover
is not an option, we see three possible courses
of action:
1 The insurer could maintain a two-greek
hedging programme, with rebalancing
triggered by market movements. This keeps
tracking error down at the cost of more
frequent rebalancing, which increases the
trading costs of hedging.
2 It could maintain a two-greek hedging
programme, without increasing the frequency
of rebalancing. This keeps trading costs down
but leaves the company open to the risk of
markets ‘gapping’ — i.e. significant falls in the
underlying between rebalancing periods. To
some extent the attractiveness of this strategy
depends on whether you view the current
volatility as mostly noise (movement around
a stable value) or momentum (a falling trend
in the underlying). Either way, insurers taking
this approach need to understand the risks
associated with it, have the ability to monitor
it, and hold sufficient capital to cover the
gapping risk.
3 The insurer could move to a more
sophisticated ‘three-greek’ hedging
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strategy will behave in different tail events,
and the impact on their risk profile. They
need to be close to the full risk management

Greeks The greeks provide a measure of the sensitivity of the guarantee value
to movements in the market. Mathematically, the greeks are different partial
derivatives of the guarantee price.
Delta Delta represents the rate of change between the guarantee’s price and the
underlying asset’s price.
Gamma Gamma represents the rate of change between a guarantee portfolio’s
delta and the underlying asset’s price.
Rho Rho represents the rate of change between a guarantee portfolio’s value and
the interest rate, or sensitivity to the interest rate.
Vega Vega represents the rate of change between a guarantee portfolio’s value and
the underlying asset’s volatility.
Put option An option contract that provides the holder with the right to sell a
certain quantity of the underlying to the writer of the contract at a specified price
(‘the strike price’) at a specified up to (American option) or on (European option) a
specified date (expiration date).
Ratchet Ratchet options allow the policyholder to ratchet/increase the guaranteed
benefit amount to the higher of the account value and the current guarantee
amount on the ratchet date without resetting the contract term.
Reset A reset option or shout option allows the contract holder to reset/restart the
option term. Upon reset, the benefit base will be reset to equal the account value
on the date of reset.
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Equity futures pay-offs versus liability delta
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For European insurers, the VA portfolio
will not be big enough to do real damage.
However, the current turmoil certainly gives
pause for thought.
Insurers need to understand better their
hedging strategy, and the risks associated
with it. They need to understand how their

Liabilities...
Market value of liability and underlying index value

Delta

Safe variable annuities

Figure 2 —Illustrative ‘three-greek’ hedging for a guaranteed lifetime
withdrawal benefit with annual ratchet

Index value

programme. This deals with the risk associated
with larger jumps in underlying (gamma)
by introducing options into the hedge asset
portfolio. However, it should not be taken
lightly, as buying options has the side effect of
complicating the delta and rho characteristics
of the portfolio, which may undo some of the
effectiveness of the basic hedge.
This can be seen in Figure 2, where
complex product features such as ratchets
and resets can cause a naive three-greek
hedging strategy to produce unexpected
losses in favourable market conditions. This
happens because the gamma of the liabilities
switches sign as a ratchet point approaches,
whereas the gamma of an option is always
the same sign. Adding the correct gamma
exposure to the hedge asset portfolio is
complex and the dynamics of doing so must
be fully understood.

programme, from measurement through to
executing hedges, so that they can react as
the unexpected happens. Our advice is to
start with three things:
n Whether or not you hedge a particular
greek, measure it, be explicit about your
tolerance to it, and hold capital against it
to the extent your hedge is not perfect (it
won’t be)
n Don’t just rely on a single stochastic
model. Use multiple scenarios and stress
tests to understand and manage the hedging
and risk management programme
n Use a dedicated and fast system that
enables you to understand your risk position
in (nearly) real time, so that you can react
immediately as the market fluctuates.
Waiting weeks for results is not an option.
Today’s market conditions have given
some indication of the damage that a weak
hedging programme can do to the balance
sheet. Equally though, they have shown
how valuable this product is for customers.
The memory of the credit crunch will live
for a long time in the minds of consumers: if
insurers can offer VAs safely, their customers
and shareholders alike will thank them for it.

December 2008

27

18/11/08 16:20:46

Solvency II

Risk margin

Risk assessment
Gareth Haslip describes the calculation methodologies for Solvency II
risk margin requirements for non-life insurers

Gareth Haslip is head
of capital modelling
at Benfield. Outside
of work he is studying
towards a PhD at Cass
Business School. Any
views expressed are
his own and not those
of his employer

to support the potential movement in both
the BEL and MVM under a stress scenario
over a one-year time horizon. There are a
number of different ways of quantifying
the MVM. The approach favoured by SII is
commonly referred to as the cost of capital
(COC) method. Here, the MVM is computed
as the present value of the cost of holding
the Solvency Capital Requirement (SCR)
to support the liabilities, until they are
completely run off. That is:
n

MVM=ΣSCR(j)xCOC(j)xDiscount(0,j)
j=0

(1)

where SCR(j) is the SCR in future year j,
COC(j) represents the COC in year j and
Discount(0,j) is a discount factor from time
(j) to 0.

The challenge

T

he founding principle of Solvency II
(SII) is that an insurer should have
an amount of capital today sufficient
to transfer its liabilities to a third
party for 99.5% of possible outcomes over
the next year. The price that a third party
would charge to assume responsibility for an
insurance liability is described as ‘fair value’.
Formally, fair value is described as the price
that would be paid in an ‘arm’s length’
transaction between two knowledgeable
and willing parties. For liabilities that have
a readily obtainable market price through
replication using exchange-listed securities,
the fair value is taken as the replication
cost. However, for the majority of non-life
insurance liabilities, such securities do not
exist and the fair value must be determined
using a different methodology.
For non-hedgeable risks, the fair value is
broken down into two components: the best
estimate of the liability (BEL) and the market
value margin (MVM). The BEL is defined as
the mean (on a present value basis) of the
distribution of possible ultimate outcomes
and the MVM is an additional loading on the
BEL that is required to reach the fair value
of the liability. This means that the level of
solvency capital held today must be sufficient

28
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The SCR must be determined for each future
year until the last liability payment is made.
The SCR at current time t is defined as the
value at risk of the combined change in BEL
and MVM over the next year, computed at
the 99.5th percentile. That is, SCR(t)|Ft=VaR
99.5%[BEL(t+1)–BEL(t)+MVM(t+1)–MVM(t)]|Ft,
where the notation |Ft denotes that we are
conditioning on movements in the BEL up
to current time t. It is important to note that
the BEL and MVM at time t+1 are calculated
under a 1 in 200 stress scenario and are
compared to the unstressed SCR and MVM
at time t. The initial SCR is, therefore,
SCR(0)=VaR99.5%[DBEL(0)–DMVM(0)],
where Df(j)=f(j+1)–f(j).
At time zero, the future SCRs are
unknown, since they depend on
how the liabilities will evolve over
time. However, we can quantify our
current expectations of the future
SCR, suggesting a “term structure” of
solvency capital. The expected solvency
capital to support the liabilities in each
future year t is:
SCR(t)=E[SCR(t)|Ft]=E[VaR99.5%[D(BEL(t)+
(2)
MVM(t))]|Ft]			
Equation (2) provides an important
clarification to Quantitative Impact Study 4
(QIS4), as this does not explicitly define the
future SCR for the purposes of computing the
MVM. Returning to (1), it is evident that the
definition of the MVM is circular: the MVM

» Formally, fair value

is described as the price
that would be paid in an
‘arm’s length’ transaction
between two knowledgeable
and willing parties

«

is described in terms of the SCR and the SCR
depends on the potential movement in MVM.
While it is possible to recursively calculate the
SCR, the mathematics are not tractable and
are unsuited to internal models.

A simplification
The precursor to SII is the Swiss Solvency
Test (SST) and many of SII’s principles can
be traced back to it. The COC approach to

www.the-actuary.org.uk
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Exploring the Solvency II approach
To determine the significance of these
simplifications, we will compare the SCR
under (2), (3) and the proportional method
for non-life reserve risk in a simple case study.
We assume that the discount rate and timing
of payments are deterministic, while the
COC and BEL are stochastic. To overcome the
circularity in (2) we must work backwards in
time from the point where all the liabilities
are run off. At time n, the MVM is zero,
since there is no requirement to hold future
solvency capital. Therefore, at time n-1,
we have SCR(n–1)|Fn-1=VaR99.5%(!BEL(n–1)–
COCxSCR(n–1))|Fn-1, which shows that for a
deterministic COC
Ex–MVM

SCR(n-1)=

SCR

(n–1)

1+COC

(4)

Equation (4) shows that at time n–1, the
SCR allowing for the change in MVM is
less than the SCR ignoring this possibility.
The SCR at times n–2, n–3, and so on, is
determined in terms of the SCR in subsequent
years and the movement in BEL in that year.
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Figure 1 — SCR computation for CoV assumption 1
Comparison of SCR (CoV 1)

360
320
280
240
SCR

determining MVMs originates from the SST
and the problem of the recursively defined
SCR was addressed in its implementation.
The Swiss regulator overcame this difficulty
by assuming that ‘the change in risk-bearing
capital’ is ‘independent’ of the MVM [The
Swiss Experience with Market Consistent
Technical Provisions — the Cost of Capital
Approach, Federal Office of Private Insurance].
Proceeding on this basis, the SCR is
calculated as:
SCREx–MVM(t)=E[SCREx-MVM(t)|Ft]=E[VaR99.5%
[DBEL(t)]|Ft]
(3)
This definition is consistent with the
standard formula for non-life reserve
and underwriting risk provided in QIS4,
suggesting that the European supervisor also
views the effect of the movement in MVM
as insignificant. However, the reasoning
behind this decision has not been discussed
and its materiality has not been quantified.
In QIS4, a method to estimate SCREx-MVM(t)
is proposed, which assumes that the future
ratio of SCR to outstanding claims reserve
is constant and equal to SCR(0)/BEL(0).
We will refer to this approximation as the
‘proportional method’.
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(iv) Proportional Method
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Year
An important observation is that SCR(t) always
includes the divisor (1+COC), which acts to
dampen SCR(n–k) relative to SCREx–MVM(n–k)
and reduces its sensitivity to the COC. We
note that under QIS3 (the predecessor to
QIS4), the MVM summation in (1) began at
j=1, which had the effect of removing the
above dampening factor.
For the case study, we assume that at time
0 an undiscounted reserve of 1000 is paid
out according to the schedule in table 1.
Reserve uncertainty is modelled via a
log-normally distributed scaling factor
that is applied to the outstanding claims
reserve at the end of each year. This
implies the following relationship for the
undiscounted BEL:
BEL(t)=[BEL(t–1)–Claims Paid(0,t)]xScaling

Factor(t)+Claims Paid(0,t)
(5)
The scaling factors have unit mean
and their standard deviation represents
the coefficient of variation (CoV) of the
outstanding claims reserve. We consider two
possible parameterisations ‘CoV 1’ and ‘CoV
2’ of reserve uncertainty, displayed in table 2.
To illustrate the impact of changing
risk perception, we model a stochastic
COC using a log-normal distribution with
mean 6% and standard deviation of 3%. A
constant discount rate of 6% is assumed.
Under both CoV assumptions, the
computed term structure of the SCR is shown
in Figure 1 (above) and Figure 2 (overleaf) and
the corresponding SCR and MVM values in
Table 3 (overleaf). These show:
(i) the SCR under (2) using a stochastic COC

»

Table 1 — Reserve payment pattern
Year		

0.5

1.5

2.5

3.5

4.5

5.5

6.5

Payment %

11%

22%

20%

15%

12%

11%

9%

Table 2 — Co-efficient of variation assumptions
Year

1

2

3

4

5

6

CoV 1 10%

15%

20%

25%

30%

35%

CoV 2 10%

12.5%

15%

17.5%

20%

22.5%
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Risk assessment (continued)
MVM + COC’
» ‘Variable
(ii) the SCR under (2) assuming the COC is

If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Comparison of SCR (CoV 2)

280
240
200

SCR

fixed at 6% ‘Variable MVM’
(iii) the SCR under (3) ‘Constant MVM’
(iv) the SCR using the QIS4 approximation
‘Proportional Method’.
It is clear that although both CoV 1 and
CoV 2 feature an increasing coefficient of
variation; the resulting SCRs have quite
different behaviours. Under CoV 1, a
cross-over between the SCR methodologies
(ii) ‘Variable MVM’ and (iii) ‘Constant
MVM’ occurs between years 3 and 4.
In comparison, for the low volatility
assumption CoV 2, (iii) is always greater
than (ii). The inclusion of a stochastic
COC factor in (i) ‘Variable MVM + COC’
has increased the SCR in all years. In the
case of CoV 1, the MVM corresponding
to (i) ‘Variable MVM + COC’ exceeds
that of (iii) ‘Constant MVM’ by 3.6% and
the initial SCR has increased by 7.1%.
An interesting observation is that under
CoV 1, the SCR increases in year 1; this
is explained by the CoV increasing faster
than the reserves decrease.
The QIS 4 proportional method in (iv)
did not perform adequately and is not
representative of the level of risk in future
years. This resulted in the MVM being
understated by 55% relative to (iii) ‘Constant
MVM’ for CoV 1 and 18% for CoV 2. In
general, this approximation will understate
the true SCR whenever the CoV is increasing
and we suggest that a better measure of
risk than the outstanding claims reserve is
required for this method to be effective.
Overall, the closeness between
methodologies (ii) ‘Variable MVM’ and
(iii) ‘Constant MVM’ suggests that the
simplifying assumption made in SII and the
SST that the MVM will not change over a
one-year time horizon is reasonable when the
COC is fixed. Finally, using a stochastic COC
did not have a significant effect on the MVM.
This is directly attributable to the dampening
effect described earlier and it is interesting to
note that under the QIS 3 definition of the
MVM, the impact of a stressed COC would
have been more significant.

Figure 2 — SCR computation for CoV assumption 2
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Table 3 — Computed SCR values and MVM for COV assumptions
1 and 2
SCR Method (CoV 1)
Year

(i) Variable MVM
+ COC

(ii) Variable MVM

(iii) Constant MVM

(iv) Proportional
Method

0

273.2

261.8

255.1

255.1

1

321.2

309.4

302.7

227.0

2

312.0

302.9

298.0

170.9

3

268.5

266.8

266.5

119.9

4

208.3

204.5

209.6

81.6

5

113.4

108.6

115.2

51.0

MV

79.7

77.4

76.9

49.5

SCR Method (CoV 2)
Year

(i) Variable MVM
+ COC

(ii) Variable MVM

(iii) Constant MVM

(iv) Proportional
Method

0

255.7

255.0

255.1

255.1

1

245.7

244.8

246.0

227.0

2

212.0

210.3

212.6

170.9

3

172.3

169.6

173.3

119.9

4

125.7

122.2

127.0

81.6

5

64.9

62.2

65.9

51.0

MV

58.1

57.5

58.3

49.5
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Investment

Climate change investing
Rory Sullivan and Jennifer Kozak consider whether responsible
investing has the potential to outperform

Rory Sullivan is
head of responsible
investment at
Insight Investment

Jennifer Kozak is
research manager,
responsible
investment at
Insight Investment

I

n recent years, we have seen a
significant growth in interest in
‘green investing’, particularly in areas
such as renewable energy and clean
technology. Various factors have contributed
to this interest: the strengthening
scientific evidence on the physical impacts
of climate change (in particular, the
reports of the Intergovernmental Panel
on Climate Change); the Stern Review
on the economics of climate change; Al
Gore’s film An Inconvenient Truth; nongovernment organisation (NGO) campaigns
and regulations (in particular, regulation
supporting the development of renewable
energy; and, more generally, the European
Union’s Emissions Trading Scheme).

Short-term investment fad?
The question for investors is whether
sustainable, long-term investment value can
be derived from focusing on climate change
as an investment theme, or whether climate
change will just become another short-term
investment fad? Our view is that the threat
presented by climate change to the planet, the
consensus among many policymakers that
strong policy/regulatory action is required,
and the high media profile of climate change
means that it is, and will remain for some
time to come, a central investment theme.
Indeed, from the investor interest that has
surrounded areas such as solar energy, it is
clear that many investors are already excited
by the opportunities presented in the climate
change arena.
However, we also believe that investors
need to be careful about how they invest.
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There are three dimensions that we would
like to highlight. Firstly, it is by no means a
given that companies with a lower carbon
footprint — for instance, reduced greenhouse
gas emissions — will be better investments
over the short or medium term. While such
companies should be better investments over
the longer term, the reality is many sources
of greenhouse gas emissions are not presently
regulated and, in many countries, the future
direction of climate change policy remains
uncertain. Outside of the European Union,
there are relatively few requirements even for
heavy industries to reduce their greenhouse
gas emissions, beyond those incentives
provided by higher fuel or energy prices.
Secondly, stocks that seem attractive
because of their exposure to the climate
change theme may not be so appealing
when a fuller analysis of the subject and
other environmental and social impacts
is considered. One of the most concrete
examples of this is biofuels. Throughout 2005
and 2006, driven by high fuel prices, energy
security fears and concerns about climate
change, governments around the world
introduced targets or standards to make the
use of biofuels mandatory, and/or introduced
tax breaks or subsidies to make biofuels more
competitive. These regulations catalysed
significant growth and investment in the
sector. However, by mid to late-2006, there

were signs of trouble. Biofuels ignited a fierce
so-called ‘food versus fuel’ debate, as some
biofuels were implicated in causing significant
environmental damage and the CO2
‘footprints’ of some biofuels were determined
to be not as small as once purported. It soon
became clear that ‘first generation’ biofuels
were not a panacea for the world’s energy
security and environmental concerns. For
example, RWE’s npower unit (Germany/UK)
cancelled its project to convert its Littlebrook
power station in the UK to run on palm oil
because it could not secure enough of the
feedstock from sustainable plantations, and
National Express (UK) cancelled biodiesel trials
at its UK operations after consulting ‘green’
groups regarding sustainability issues.
Thirdly, investors need to look outside of
the renewable energy sector for opportunities.
Our research into the global lighting sector
suggests that this sector is showing signs of
significant structural changes, due in large
part to concerns about climate change.
Conventional incandescent light bulbs (which
are extremely energy-inefficient) are being
replaced with more environmentally friendly
alternatives, namely compact fluorescent
lights (CFLs) and light-emitting diodes (LEDs).
This shift is being driven by both voluntary
initiatives (for instance, numerous retailers
have committed to phasing out the sale of
incandescent light bulbs by 2011, many
municipalities are replacing conventional
street lighting with more environmentally
friendly alternatives), and regulation (Australia
and Canada have banned incandescent bulbs
as of 2010 and 2012, respectively).

One part of the picture
In conclusion, climate change is an interesting
and exciting topic, and we believe that
companies that position themselves to
proactively respond to this issue are likely
to be long-term winners. However, as with
all investment themes, exposure is just one
part of the picture. Investment fundamentals
remain key, and prudent investors should
consider the whole series of factors beyond
climate change – for example, the nature of
the company’s activities, the quality of the
company’s management, cash flows and
balance sheet strength – that are relevant to
the investment decision.
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Have permit, will travel
Chris Cannon talks to Supinder Sian about the opportunities and
options for actuaries coming into the UK from non-EEA countries

I
Chris Cannon
is a partner in
The Actuarial
Recruitment
Company

Supinder Sian is
an immigration
specialist at
Hammonds LLP

nsurance legislation, taxation systems
and product structures all leave their
individual mark of complexity across the
globe, but actuarial skills and techniques
travel very well, as do the international
actuaries who possess them. Around one third
of the members of the UK Profession live
and work abroad, and large numbers of the
worldwide actuarial profession similarly ply
their trade very successfully in other countries,
including the UK.
Even in the current turbulent economic
climate, strong demand for actuaries
remains evident, with a general position of
market demand exceeding available supply,
particularly at the qualified level. Employers
are understandably keen to access the widest
pool of suitable talent, both within the
EEA countries and beyond them. So it is
reasonable that the industry continues to
be frustrated by actions such as the removal
of actuaries from the Home Office list of
shortage occupations some time ago.
Against that backdrop, the mechanisms
for securing the right to work in the UK
for individuals outside of EEA countries
have also been transformed. The latest
changes implemented in November 2008
see the replacement of the Employer
Sponsored Work Permit process with a
new points based system (PBS). Table 1
provides a summary of the changes.
So where has that left the UK actuarial
industry in terms of employers being
able to take advantage of the skills of

many international actuaries wanting to
practice in the UK? Supinder Sian is an
immigration specialist and I invited him
to share his thoughts on the recent and
evolving changes.

What’s the rationale behind the new PBS?
Immigration is subject to political
considerations, as well as economic

Table 1

For the latest actuarial jobs,
turn to page 45
32
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Former Category

New Points Based System
(PBS) Category

Criteria

Highly Skilled Migrant Programme

Tier 1 (General — Highly Skilled
Worker)

Requires 75 points based on age,
qualifications, previous earnings and
UK experience. Requires 10 points for
English language. Requires 10 points
for available funds.

International Graduates Scheme and
Fresh Talent: Working in Scotland
Scheme

Tier 1 (Post-study work)

Requires 75 points based on a UK
qualification, immigration status
during study/research in UK and
date of award. Requires 10 points for
English language. Requires 10 points
for available funds.

Work Permit

Tier 2 (General — Sponsored Worker)

Requires a job offer (job must have
been advertised to resident workers)
and certificate of sponsorship from a
licensed employer. Requires at least
50 points based on sponsorship,
qualifications and prospective
earnings. Requires 10 points for
English language. Requires 10 points
for available funds.
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shortages of skilled labour can sensibly be
filled through immigration. The evidence is
based on analysis of the sector recruitment
markets in terms of key skills requirements,
demand forecasts and availability of workers
within the home market.
In early September, the MAC produced
two separate recommended shortage lists,
one covering the whole of the UK, and
one specifically covering any additional
shortage occupations in Scotland.
Separate industry sector reports were
commissioned, including the financial
services industry. Interestingly, there
were no financial services occupations
recommended as shortage occupations.
At the time of writing, these are
recommendations only — the government
must decide whether to accept them.

What are the points to note under the
new procedures?

conditions. Most people will have seen the
recent UK Border Agency (UKBA) advertising
campaign depicting a series of hurdles to
clear, which may be viewed by some as a
somewhat strange choice of message. In fact,
the rationale behind the change to a PBS is
primarily to provide clarity in an area where
it is crucial to ensure a fair and efficient
method of dealing with requests to come
and work in the UK.
Policies and procedures have changed
but in essence the principles are very similar
under the old and new approaches. There
are new routes for application but the skills
and advertising criteria remain unchanged.
Probably one of the more significant areas
of change is the new funds maintenance
requirement for individual applications.

Actuaries appear to be in short supply
in the UK — who decides whether they
should be included or excluded from
the list of shortage occupations?
The migration advisory committee (MAC)
comprises industry professionals with
responsibility for providing the Home
Office with evidence-based advice on which
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Employers submitting a Tier 2 application
must have registered with the UKBA and
obtained a sponsor licence, which is valid
for four years. This enables an employer
to support a job offer with a certificate
of sponsorship. Employers must ensure
that jobs have been advertised to resident
workers within six months prior to the issue
of a certificate of sponsorship.
For individuals applying under Tier
1, attention should be given to the new
fund maintenance requirement to ensure
compliance before applying. Similarly,
the English language requirement must
be satisfied. It is worth checking this out
thoroughly, especially in situations where
applicants hold non-UK degrees. Make
sure you check through the National
Recognition Information Centre (NARIC)
to establish how your qualification
compares to UK qualifications. If you are
not from a majority English-speaking
country or your degree was not taught
completely in English, you may need
to sit an approved English language
test. Visa entry clearance is another
vital piece of the jigsaw. Entry clearance
staff are empowered to make decisions
regarding entry, and there have been some
inconsistencies, together with variations
between countries in processing times.

So, is it easier or harder to apply for
the right to work in the UK under the
new PBS?
It shouldn’t be viewed as harder, although
it is true to say that there are some tighter
requirements depending on the entry route
under which you are applying. The process
for a new Tier 1 application is probably
slightly easier than for the old Highly Skilled
Migrant Programme for young qualified
professionals with good earnings, provided
they also satisfy the funds maintenance and
English language requirements.
The new Tier 1 (post-study work) is
a definite commitment to supporting
universities by attracting international
students to the UK and opening up the
UK job market with a two-year timeframe.
This should be seen as a ‘keep brains in
Britain’ initiative.
It should also prove easier to switch
between categories under the new PBS.

Are there any tips to make the
process smooth?
Although the new PBS provides more
clarity in terms of criteria, the new
approach does not cater for the exercise of
discretion by UKBA. It is, therefore, even
more important for applicants to be well
organised and thorough in their preparation
and submission of applications for, if
they do not meet the points criteria, their
applications will be refused.
It makes sense to read the supporting
guidance, and to prepare, especially in the
area of fund maintenance requirements.
You can also have your application checked
by an immigration specialist, legal or
otherwise. You could consider submitting
your application through such specialists
to utilise their prior experience in handling
applications and dealing with the UKBA.
In summary — although it might appear
that the UKBA would like you to jump
hurdles — with good preparation, the UK is
just as accessible under the new system as
the old one.
For further information on the PBS, readers are referred
to: www.bia.homeoffice.gov.uk/workingintheuk/
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Plan choice

DB or not DB?
Paul Sweeting considers the employer’s perspective on pension plan choice
and postulates on the relationship between choice of plan and sponsor type

T
Paul Sweeting is a
longevity strategist
at Munich Re

More content online

Major advantage

The following content can be
found exclusively on The Actuary
website this month:

The major advantage of DB plans over DC
arrangements is in the benefit stability that
they provide to employees. The protection
offered to employees is, though, also a risk
borne by the employer. However, at least
part of this risk is diversifiable to employers,
while remaining non-diversifiable to
employees. For a firm, DB pension scheme
investment risk is just one of many
financial risks taken, most of which occur
in the course of either running or funding
the business. For example, firms face risk
relating to the price charged for goods or
services sold, the volume of business, the
cost of sales, the cost of financing and so

n The fatal error of Solvency II
n Solutions for GI pricing using the
‘R’ software
n Should actuaries remain on the
Home Office shortage list?
n Two views from GIRO (one
from the back of a motorbike)
n More readers’ letters from a
bulging postbag this month
Visit www.the-actuary.org.uk/issue
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he literature covering employee
choice in relation to defined benefit
(DB) and defined contribution (DC)
pension schemes is substantial. There
are a number of papers looking at the factors
influencing employee choice between DB
and DC pension schemes, whether to join
a DC scheme if it is the only arrangement
available, and how much individuals
contribute if they do join. There are also
a number of papers on the investment
strategies chosen by DC pension plan
participants. These studies are largely carried
out from the employee’s point of view.
However, little research has been carried
out into what influences companies to
offer DB or DC pension plans, or indeed
no pensions at all, to employees. This is of
interest because the number of private sector
pension schemes providing defined benefits
has fallen dramatically over the past decade
or so. There are several reasons put forward
to explain this.
Firstly, falling bond yields, rising
longevity and, increasingly, guaranteed
pension benefits, have led to a surge in the
cost of benefits being earned. Furthermore,
assets held in respect of benefits already
earned have not increased in value as
much as the liabilities, and this has
resulted in pension scheme deficits. These
factors have prompted firms to reduce the
extent of DB provision where possible;
however, many firms that have come into
being in recent years have offered only DC
pension benefits.
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on. However, for many individuals, DC
pension scheme investment risk will be
the largest, if not the only, financial risk
taken. Most individuals will lack significant
non-pensions savings and, for most people,
future wage inflation will be reasonably
stable. House purchases only result in
significant financial risk if short-term
interest rates are particularly volatile, or if
repayment is through an investment vehicle
such as an endowment policy.
In the US, there are four possible
explanations why employers are closing
pension schemes:
1 To reduce total compensation bills as a
response to global competition
2 In response to the increasing cost of
accrued health benefits
3 In response to the high levels of
economic, longevity, regulatory and
accounting standards risk present in DB
pension plans
4 Because traditional pension benefits have
become irrelevant to senior directors whose
overall compensation packages have grown
hugely in recent years.
The analysis of the general factors
leading to the shift from DB to DC pension
provision in the market as a whole is
interesting. However, it is also useful to
consider the characteristics of the firms
making the choice of pension arrangement
to offer. I do this by assessing the pension
arrangements offered by non-financial
firms in the FTSE 100 from 1989 to 2005.
I use only non-financial firms because
DB pension schemes can be regarded as
affecting the leverage of a firm, and many
of the factors I consider involve this link
to company leverage.

Table 1 — Number
of discrete firms split
by scheme type and
reporting standard with
dependent variables
No DB Scheme

16

DB Reporting under SSAP 24

126

DB Reporting under FRS 17

8

No UK GAAP DB Reporting

11

Total

161
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Plan choice

Only two firms out of those analysed
had no DB pension scheme for only some
of the years in which they featured. It is
straightforward to exclude these firms and
divide the rest into those firms that had a
DB pension scheme and those that did not.
This means that although there are more
than 1000 observations, there are only 161
unique firms. The division of firms by type
(and for whom information on dependent
variables is available) is given in Table 1.
I consider a number of financial
variables, in particular:
n A firm size proxy, for which I use total
assets, market value and sales
n An asset base proxy, for which I use the
ratio of sales to total assets
n A firm risk and marginal tax proxy, for
which I use the ratio of earnings before
interest and tax (EBIT) to total assets
n A non-debt tax shield proxy, for which I
use depreciation, depletion and amortisation
(DDA) over earnings before interest, tax,
depreciation and amortisation (EBITDA)
n A growth/value firm proxy, for which I use
the dividend yield, earnings-to-price ratio
and the market-to-book ratio
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n Leverage, which I define as the ratio of the
book value of debt over the sum of the book
value of debt and the market value of equity.
In order to avoid the impact of extreme
values, I use the natural logarithm for size
proxies (such as market value) and the rank
of financial ratios. Where firms feature in
more than one year, I take the average of
these observations over those years. I also
use dummy variables for the economic
group to which a firm belongs.

Significant differences
The results show that there are significant
differences between the firms that offer DB
pension schemes and those that do not.
The first is the difference between economic
groups. In particular, information technology
and resources firms seem less likely than
others to offer a DB pension scheme. However,
even after controlling for industry, other
differences remain between firms.
There is some evidence that firms with
a small asset base, measured by sales over
total assets, are more likely to offer a DB
pension arrangement due to the financial
opacity offered by such arrangements. The

Pensions

strongest evidence relates to the actions
of growth and value firms. Value firms are
much more likely than growth firms to
offer DB pension arrangements, suggesting
that the lower cost of DC — or the option
of offering no pension scheme at all — is
more important to growth firms than the
financial flexibility offered by DB.
While some of the variables used can
be linked to the length of time that a firm
has been in existence, it is worth noting
that there is no variable that explicitly
represents the age of the firm. This could
be important since younger firms are
perhaps less likely to have started new DB
pension schemes given the increase in cost
over the last ten years. This could give rise
to omitted variable bias on both industry
effects and value/growth effects.
In summary, though, the type of
pension arrangement chosen by a
sponsoring employer still appears to give
some information about the firm making
this choice.
This is a summary of a longer paper available on the
Pensions Institute website at www.pensions-institute.org
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Arts

Matt & Finn

Building by numbers
Matt and Finn assess the quality of
actuarial architecture

Architecture is one of the most visible
artistic forms in society — our streets
are the canvas, our offices the paint. The
question to pose is: are actuarial offices
architecturally more superior to others?
Putting my actuarial hat on and taking
an analytical and quantitative approach, I
should probably first define the question
— what constitutes superior? How do I
quantify this? Possibly the answer would
involve creating a data set through polling
a large number of individuals, then fit
some statistical model to my hypothesis
and test it via the data at varying degrees
of confidence.
However, this is not a statistical science,
it is architecture, and the best way to
quantify this is by opinion. As an actuary,
my job allows me to visit a number of
offices, mainly around London, many
of which are actuarial consultancies.
So, within the confines of the sprawling
metropolis, I feel I have as valid an
opinion as any, so here goes.
If you take a look at London today
and compare it with five or 10 years ago,
the landscape of the city has changed
dramatically. The office blocks of the 60s
with their uninspired concrete facades
have being replaced with shiny glass-clad

buildings with curves and contours that
reflect the world around them. Many may
argue that these are destined to be the
eyesores of the future — I disagree, although
I think it important to maintain the heritage
of previous generations. From the subset of
actuarial offices I have visited over the past
few years, I can say that generally actuarial
firms have embraced this new wave of
design, particularly in the city.
Mercer, based in Tower Place, next to
the Tower of London, was designed by
Sir Norman Foster’s firm. This glass-clad,
curvy building has an airy tree-filled
atrium that creates an abundant sense of
space. Hyman Robertson’s London office
is based at One London Wall, a wedgeshaped building that looks particularly
effective at night against some of the more
dated buildings in the area. The More
London development at London Bridge
also features a number of consultancy
firms. It sits on the Thames and features
the iconic Mayor of London office, as
well as the less well-known offices of both
Hewitt and Ernst & Young.
As for the world of insurance, some
of the City’s most recognisable buildings
house insurance firms. Sir Norman Foster
(no surprise) was responsible for the
Gherkin — Swiss Re’s offices. This building
dominates its surroundings, and provides
an iconic new addition to London’s
skyline. Another is Richard Rogers’ Lloyd’s
Building. Built in the late 1970s and early
1980s, this striking post-modern building
eclipses those before it and is testament to
its visionary design.
Not all actuarial firms are set within
modern developments. PwC was based in
Southwark Tower, which loomed above
London Bridge, and will set records as the
UK’s tallest building to be demolished,
making way for the Shard of Glass tower.
In summary, having looked at a few
examples of actuarial offices, with a slight
reporting bias, my conclusion is that whilst
not riding the crest of a wave, the actuarial
profession is riding high in the space in
which we work.

Recommendation of
the month
The Coen Brothers
Two of modern ﬁlm-making’s greatest
practitioners, Joel and Ethan Coen
have a history of making some of the
most quirky cult ﬁlms out there. Most
famous for Fargo and The Big Lebowski,
they have spanned many different
genres, and created some of the most
memorable characters on ﬁlm. They also
have the honour of introducing me to
the drink White Russian (the Dude in The
Big Lebowski will do anything to protect
his…), so I owe them a big debt of
gratitude... Their latest ﬁlm, Burn After
Reading, is in cinemas now.

Client entertaining
Bar Kick, London
During these hardened economic times
maybe it is time to stop frequenting
expensive Michelin star restaurants and
go back to some good old-fashioned fun.
For those who are mildly competitive and
love the world’s greatest bar sport — table
football — there is only one location. Bar
Kick, on Shoreditch High Street, is ﬁlled
with a large number of football tables. So
have a drink, a meal, and then potentially
ruin a client relationship by beating them
10 times in a row.

Art by an actuary
Golden Treasury of Shlokas
NK Parikh
Mr NK Parikh, an actuary from Mumbai,
has compiled an impressive collection
of 432 shlokas in his Golden Treasury of
Shlokas. A shloka is a Sanskrit term for a
metered and often rhymed poetic verse
or phrase. Mr Parikh’s goal has been
to create an easily accessible tome for
people to experience and appreciate some
of India’s religio-cultural heritage from
one of the oldest languages in history,
Sanskrit. Golden Treasury of Shlokas
features a book providing translations and
explanations, as well as accompanying CDs
to listen to the shlokas in full.

Matt and Finn welcome your comments
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and contributions. Please e-mail

If you would like your work featured in this space,

arts@the-actuary.org.uk

please e-mail arts@the-actuary.org.uk

www.the-actuary.org.uk

19/11/08 17:37:32

Puzzles

Coffee break

Puzzle 413

Christmas crossword

As well as there being the occasional clue relating to Christmas, the squares with a pudding reveal a traditional season’s greeting
— can you ﬁnd it?
2

1

4

3

5

6

7

8
9

Puzzle 406

Killer 60 Sudoku
11

10
12
13

14
15
16
16

17

19

18

20

21

22
23

24

26

25

Across
1 Property in which to invest a tenner (6)
4 Exotic loses river current (7)
9 Country dish served in the week after the 25th (15, 2 words)
10 Opening tract of acquittal (8)
11 Former VP got confused an awful lot (6)
13 Mend sugar (4)
14 Moving proposal about spilled drink (9)
16 Causing annoyance by use of seasonal gift (9)
17 Might be gold or turned over when new (4)
21 Swift characters (don’t Google them) (6)
22 Follow interpretation of dive (8)
24 Hell’s agent heard badly sung carol (15, 3 words)
25 Feel regard for cycling spirit (7)
26 Dance left, dancing light (6)
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Down
1
2
3
4
5
6

Lured in French model and froze (7)
Traditional fare on the 27th? (15, 3 words)
Academic thought the tale lost its way (6)
First to use some knowledge is long in the tooth (4)
Learned well — or red in tooth and claw? (8)
Sandwich ﬁlling cut round, left out of sorts, with top cut
off bread (15, 2 words)
7 Head heard romantic songs (6)
8 Direction for Tories is clear — Keynesian (9)
12 The usual little ﬂags (9)
15 Fluid drawn from sore knee (8)
18 Precise directions for manoeuvre (7)
19 Story about e-card gets around — capital! (6)
20 Gal muddled around conclusion (6)
23 Festival is without doubt a source of wisdom and presents (4)
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Puzzles

Coffee break

Solutions for November 2008
Puzzle 414

Millions

Start at one, and keep counting! What is the
one millionth number:
■ That does not contain an 8?
■ That does not contain a 7?
■ That does not contain either an 8 or a 7?
■ That contains a 1?
■ That contains a 1 but does not contain an 8?

Puzzle 415

A thousandfold

Take a (very large and very, very thin) square piece
of paper and fold it in half, left edge on to right edge,
then in half again, bottom edge onto top to leave a
smaller square.
Repeat these steps four times, for a total of 10 folds.
Now cut the paper in half twice, from left to right and
top to bottom (you will need a good pair of scissors).
How many pieces of paper do you end up with?
How about if you made the same folds on a fresh
piece of paper but then cut diagonally from the top
left corner to the bottom right corner?

Puzzle 416

It loses converts

‘It loses converts’ is the result of entering Lost in
Translation into automatic translation software and then
translating back into English.
20 other famous ﬁlm titles have undergone the same
process one or more times — can you work out, or guess,
what they are?
■ Well, it is false and it is scurvy
■ The conveyed tram beseeched
■ 3rd terminal bitter experience
■ Important matter of force of loop: two turns
■ Clean the eternal daylight of the inside
■ The secrecy trail and Halley zone
■ Hold the ﬁrst role the combat
■ Change the modiﬁed surface angel
■ The man who drew drapery from freedom
■ Separated, the weather is hot, love you
■ Or, a thousand artistic one of the brother
■ Commotion in generosity
■ Peacefully shear in the section before western
■ Sharp party (clue: into French)
■ Favourable truth
■ That suspect generally
■ It records little
■ Inner part and pleasant advanced parts
■ Make-up with cheeks of mill
■ Turns of the table

More puzzles online
To access the puzzles archive or to play daily interactive
sudoku, visit www.the-actuary.org.uk/puzzles
The puzzles editor is pleased to receive ideas
for new puzzles from readers at
puzzles@the-actuary.org.uk
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Puzzle 409

Get knotted solution

There are 1792 possible tie designs and so the Worshipful
Company will run out after the year 3000.

Puzzle 410

Missing links solution

■ The four teenage mutant ninja turtles (I apologise)
■ All Paris metro stations
■ Christmas day: coronated; born; died; sole UK number 1 single
in 2000
■ Repeated names: pursued by Humbert Humbert; species name
Gorilla Gorilla; character Major Major; shot by Sirhan Sirhan;
author Jerome K Jerome
■ Give their names to chemical elements: helium and rhodium
(from the Greek); tantalum and niobium; erbium, terbium,
yttrium and ytterbium are all named after Ytterby in Sweden
■ Anagrams of each other: retinas; retains; retsina; stearin; nastier
■ Refer to band names: The Byrds (or Birds!); The Red Hot Chili
Peppers; The Who (Doctor Who was played by Tom and Colin
Baker); The (Philadelphia) Eagles; The (Hillside) Stranglers
■ The number 23: David Beckham and Michael Jordan’s shirt
number; Jim Carrey starred in ﬁlm of the same name; human sperm
has 23 chromosomes compared to 46 in most human cells
■ Books of the Old Testament: Exodus; Job; Kings I and II;
Numbers; Proverbs
■ Opposing directions: wrote North and South; up and down
quarks; in and out; wrote The Ballad of East and West; eighth song
is Within you, without you; scores ‘above and below the line’

Puzzle 411

Fruit smoothies solution

■ Nectarine and plum
■ Orange and persimmon
■ Peach and redcurrant
■ Lychee and rambutan
■ Breadfruit, durian and mango

Puzzle 412

■ Cherry and passion fruit
■ Kumquat and watermelon
■ Fig and pomegranate
■ Coconut, lime and pear
■ Apricot, custard apple and date

Stack ‘em up solution

■ Each set of opposing faces of each die (1 / 6, 2 / 5 and 3 /
4) will have exactly one face showing and all are independent
of each other. Therefore the distribution of spots showing for
any one die is [1+(6-1)xB(1)]+[2+(5-2)xB(2)]+[3+(4-3)xB(3)],
where B(1), B(2) and B(3) are independent Bernoulli
distributions with probablility p =1/2 (and so mean 1/2
and variance 1/4). So the total number of spots showing on
all eight dice has mean (1+5/2+2+3/2+3+1/2)x8=84, and
variance (5x5)+(3x3)+(1x1)x(1/4)x8=70.
■ Suppose the cuboid has sides length a, b and c in ascending
order (where cubes have side length 1). By considering that
[(a-2) / a] x [(b-2) / b] x [(c/2) / c] must equal 1/2, it is
trivial to show that a is between 5 and 9. Also, given a ﬁxed
value of a, [(b-2) / b] x [(c/2) / c] = (1/bc) x (b-2) x (c-2) is
a constant — and so to maximise the volume of the cuboid
we minimise (b-2) x (c-2), and vice versa. This is done by
minimising or maximising b, subject to b and c being integers.
A short search then gives the minimum possible number of
blue cubes as 959 (8 x 10 x 12 -1) and the maximum number
as 8579 (5 x 13 x 132 -1).
■ You can stack the octahedron with four regular tetrahedra
all with length l to form a tetrahedron with length 2l. This has
eight times the volume of the smaller tetrahedra, and so the
octahedron has four times their volume.
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Student page

Jen & Jean

Jen and Jean examine the methods and
appliance of psychometric testing

Testing times
Q1 Is it higher praise to say someone has:
a) vision
b) common sense?
Q2 Do you agree or disagree with
the following statement: Developing
people should come second to meeting
client expectations?
a) Strongly agree; b) agree; c) neither agree
nor disagree; d) disagree; e) strongly disagree.
Think carefully. Your answers to these rather
obscure questions could help win you the
actuarial career of your dreams. Whether
by credit crunch or New Year’s resolution,
some of us could be confronted with such a
(multiple) choice in the search for a new job
over the coming months.
Potential employers have been testing us
for centuries. From 19th century handwriting
analysis or ‘graphology’, to the advent of
the IQ test, the most recent addition to the
HR department’s arsenal is the Psychometric
Personality Test.
While signatures can be forged and IQ
tests practiced, psychometric personality
testing shows you and your potential
employer your psychological strengths and
weaknesses, in order to facilitate informed
decisions about the type of work and
environment that is most suited to your
individual personality and needs.
White lies and exaggeration have been
an integral part of the interview process for
centuries, on both sides of the table. The
standard procedure is an artificial situation,
with both the interviewer and interviewee
modifying their behaviour to suit an
unusual set of circumstances.
Once these circumstances are removed,
the potential employee will revert to a more
normal behavioural pattern as they become
an actual employee engaged in day-to-day
work. However, the interview does test some
very important skills, such as the ability to
sell oneself to any audience, understand
what is required of you, and communicate
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your knowledge and experience to the
audience in a convincing manner.
After successfully presenting oneself as
a confident, competent, likeable future
employee, it would be a shame to have all
your hard work undone by a psychometric
test revealing the borderline psychotic
personality, which, let’s face it, is more than
likely lying dormant in the mind of anyone
who can, ‘derive an expression for the theta
of an option under the Black-Scholes model
involving delta and gamma. (4 marks)’.
One of the most common psychometric
tests used by companies today is the Myers
Briggs test. Adapted from the theories of
psychologist Carl Jung, so valuable are
the contents of the test considered, you
may only read a copy at the University of
London library. The theory attempts to
classify whether you:
■ Are an introvert or an extrovert
■ Trust your own intuition or ‘gut feeling’
over information from your senses
■ Prefer to think rationally or trust
your feelings
■ Allow feeling and intuition to overrule
intellectual judgment.
Your tendency toward these apparently
mutually exclusive poles is extrapolated
from your responses to questions posed at
the beginning of this article.
So, what is the personality type of a
successful actuary? What may be considered
serious character flaws in potential
candidates for an investment banking
position may, in fact, be the making of a
successful actuarial consultant.
An introverted personality could serve you
well on those evenings and weekends locked
away with only ActEd notes for company. An
extrovert will flourish at presentations and
networking. Your intellectual judgment will
help you make sense of the facts contributed
from your senses, balanced with your highly
honed sense of actuarial intuition. Clearly a
healthy dose of schizophrenia is required.

Top tips
A few tips from a friend of a friend…
■ When answering questions, imagine
that you’re already in the role for which
you are applying. Emphasise the personal
characteristics that help you excel in this role.
■ Too many strong (dis)agreements may
indicate excessive beliefs and opinions,
which may worry a future employer.
■ Too many ‘neither agree nor disagree’
answers could indicate that you find it
difficult to commit or make decisions.
■ Don’t stress. Remember that the
psychometric test is only a part of the
selection process and typically makes up
around 25% of the hiring decision.
■ There are a wealth of books on the subject
including explanation of the theory and
practice exercises.
Finally, a word of warning. As actuarial
students, we are highly experienced at
learning how to pass tests. But even if it
means ‘failing’ a test, there’s a good reason
to be psychologically suited to the work
that you do. Whatever your answers to the
questions above, provided you can convince
a client or examiner that you’re right,
congratulations, you’re well on your way to
becoming a successful actuarial consultant.
If you would like to contribute to this section, please
e-mail studentpage@the-actuary.org.uk
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People

AOTF

Richard Higham of Mercer aims high, determined to
prove himself an actuary of the future

Richard Higham
Employer and area of work
Mercer, employee benefits consultancy.

Date entered Profession
September 2007.

Describe yourself in three words
Ambitious, conscientious, easy-going.

What’s the best thing about your job?

What’s your best attribute?
Determination. I won’t let a challenge put
me off.

And your worst habit?

How do you relax away from the
ofﬁ ce?
I like playing tennis and sailing. Anything
that involves fresh air and exercise.

Never admitting my worst habits.

Tell us something unusual
about yourself

What is most likely to irritate you
about others?

Both my parents are foreign language
teachers and I’m terrible at languages.
In return they have no idea what I do
for my job, although I guess that isn’t
that unusual.

Saying one thing and doing another. I like
people to be honest and down-to-earth.

I work with a great bunch of people.

Alternative career?

And the worst? I enjoy the study but it

I’m enjoying my current job but I think I
would enjoy teaching if I changed my mind.

Who would you most like to be stuck in
a lift with?

can be tough studying and revising as well
as working full time.

Favourite ﬁlm & gadget?

I think it would have to be my girlfriend with
some provisions.

Tell us your formula for success
Always aim high and learn from your mistakes.

I love all decent epics. Gladiator is probably
my favourite. Favourite gadget? That would
probably have to be my Wii.

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

Book review: The Logic of Life
Paul Robertson reviews The Logic of Life:
Uncovering the New Economics of
Everything by Tim Harford
The Logic of Life may be an accessible
eye opener to what economics is
actually about for those with no great
mathematical or economic background.
For those with a little more knowledge,
and I suspect this to be the majority of its
readers, it is probably best thought of as
an entertainment.
By simplifying the research of many
other economists — those he calls “the
new breed” — Tim Harford has compiled
a swashbuckling survey of, among others,
sex and drug dealing among teenagers,
prostitution, smoking, divorce, the damage
of cities to female marriage prospects,
insane executive salaries and back-biting
office politics.
In a nutshell, Harford applies the
principles of rational economics and
economic tools to answer questions
raised by everyday life. The theory in
its basic form is that, taken in numbers,
human interaction in markets can be

www.the-actuary.org.uk

043_Actuary_1208_AOTF.indd 43

seen to be rational, it just needs some
effort to understand the reasoning.
While some points are frankly obvious
when made, others take a little more
explaining. A highlight in the pursuit of
the counterintuitive is Harford’s largely
successful effort to convince the reader
that it is a good idea for a Mexican
prostitute to actually recommend sex
without a condom to clients.
Regardless of its undoubted highlights
— I particularly enjoyed the argument put
forward for taking up smoking — the book
takes a scattergun approach and readers
will get no sense of a linear argument.
There is also an occasional queasy feeling
that outside factors have been ignored in
order to tidy up an argument.
While well written and hugely
entertaining, essentially The Logic of
Life is one economic model applied
over and over from a similar angle
to varying situations. No theoretical
apparatus is explained, so there is
nothing the reader can take away and
apply to other situations, or that would

connect the book to the readers’ broader
understanding of the world. However,
while this would disqualify The Logic
of Life as a serious economic tome, it
certainly should not knock it off the
Christmas reading list.
Paul Robertson is the editor of COVER
magazine www.cover-mag.co.uk
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Appointments

People moves

New year, new job

Andrew Formica

Arno Kitts

Henderson Group has
appointed Andrew Formica
as chief executive ofﬁcer.
Prior to this, Mr Formica was
joint managing director of
Henderson Global Investors’
listed business and head
of equities. Arno Kitts has
been promoted to co-head
of global distribution. Mr Kitts
is also the chair of the NAPF
Investment Council. Mitesh
Sheth has been promoted to
deputy head of ﬁxed income.
Mr Sheth joined Henderson in
2005, and prior to that spent
two years with Watson Wyatt.

Mitesh Sheth

Stephen Robinson,
head of defined
benefit at HSBC Actuaries and Consultants
(HACL), has been
appointed to lead
an initiative to grow
defined benefit and
trustee market share.
Mr Robinson joined
from PricewaterhouseCoopers in 2002.
KPMG has made
two new partner appointments in its UK
pensions team. They
are Ben McDonald
and Paul Cuff, who
are both promoted
from director level.
Mr McDonald joined
KPMG in 2005 as a
corporate advisory

specialist. Mr Cuff
specialises in dealing
with pensions issues
in corporate transactions, helping buyers
to price pensions
issues and to
mitigate risks, and
helping sellers to
protect value.

Wilkes and Neil
Lalley to the position of principal for
the Wokingham
and Guildford offices respectively.
Mr Lalley joined
Punter Southall in
1997 and manages
a portfolio of clients
that includes both
money purchase and
final salary schemes.
Mr Wilkes joined

Punter Southall has
announced the
promotion of Alan

Ian Blanchard has
joined Teachers
Assurance as ﬁnance
director. Prior to
joining Teachers,
Mr Blanchard
worked for
Liverpool Victoria
as group actuary.

Ian Blanchard

The Actuary’s jobsite is changing. Log on in January to see
our revamped jobsite with more jobs from top companies,
advanced search options, and more information about
prospective employers. Upload your CV, sign up for
relevant job alerts or post a question in the Career Clinic.
With jobs ranging from graduate positions to chief actuary,
you’re sure to ﬁnd your perfect move for 2009!
Visit jobs.the-actuary.org.uk
Punter Southall in
2002 and provides
actuarial and consultancy services to a
wide range of clients,
holding a number
of scheme actuary
appointments.
PricewaterhouseCoopers has announced
that Brian Purves
has been made leader
of its Actuarial and
Insurance Management Solutions
(AIMS) practice in
the UK. Mr Purves
joined PricewaterhouseCoopers in
1995 after six years
at Watson Wyatt
including a year in
Germany. He has

recently stepped
down as leader of
the AIMS life practice
after having carried
out the role for five
years, during which
time the practice

Jenny Lyon

doubled in size. He
is taking over from
Bryan Joseph which
will enable Mr Joseph
to focus on developing the Global AIMS
network.

Jenny Lyon and Jen
Hall of Qed Actuarial
of Australia have
joined the Acumen
Resources Group.
The group’s network
now covers Australia,
New Zealand, Asia
and Europe.

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