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The day the outlier came to town
As I write this it is 8.35pm on 16 September and AIG is still solvent.
By the time the magazine is published, it is very possible that AIG
will have a different structure and the financial world as I know it
tonight may have changed even more than it has in the past day.
This morning I attended a PR meeting for a high-profile industry
body, where a group of senior actuaries discussed how the demise of
Lehman Brothers and Merrill Lynch may impact the communities in
which actuaries work. I confess we couldn’t find words to express a
view as to the short-term impact of the events of yesterday.
The long-term impact of 15 September 2008 is beyond any
confident prediction that an actuary could reasonably have made.
Yesterday was an outlier, on the edge of the funnel of doubt
which, like Hurricane Ike, unexpectedly came to town.
When outlier events happen in the financial community the
public must question whether actuaries, and economists, who
hold the other side of the crystal ball, add anything to the mix.
As an actuary, I can’t predict the future but I know that I hold
a valuable qualification which enables me to assist companies
and trustees in managing risks and I can provide my clients with
comfort when events unfold that are out of our hands.
The letters, phone calls and contributions we receive at The
Actuary indicate that my views are not unique. Our letter of
the month tells of how one actuary is bringing his skills to a
commercial bank while, outside the profession, author and
quantitative analyst, Paul Wilmott, calls on actuaries to bring
some common sense back into his field (see page 10).
There is talk in the press of a new financial architecture and,
echoing Ronnie Bowie’s comments on page 6, I
believe that actuaries are very able to help build it.
Only time will show us the long-term effects
of 15 September 2008. However, the shortterm is happening now, unfolding around
us day by day and we are arguably the best
placed profession to mould it, and guide our
clients along the way.
Margaret de Valois
Editor
editor@the-actuary.org.uk
October 2008
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Comment

Ronnie Bowie

Faculty president Ronnie Bowie says that actuaries must
evolve to meet the new challenges ahead

Autumn for actuaries?

A

s our largely non-existent summer
draws to a close, the employment
climate for actuaries may also be
cooling. Some large employers
have implemented a recruitment freeze and
others have announced rationalisations of
departments or sites.
Is this simply part of the seasonal cycle
for actuaries or is it part of a more general
(and more worrying) ‘global cooling’ in
the demand for actuaries? If demand is
indeed cooling, what can we do about it?
We cannot know for sure what the answer
is to the first question. However, would
we be foolish to ignore the possibility that
these recent announcements are part of a
more worrying trend?
A professional body cannot reverse an
economic tide but there are at least two
things we can do — firstly, equip ourselves
with the skills that markets demand and,
secondly, highlight the skills and added
value that actuaries bring.
We know that a particular type of
actuary is always in demand. Key words
to describe that type of actuary would
include solution-driven, communicative,
business-orientated, practical, analytical
and objective.
As a profession, we need to offer the
right sort of development opportunities.
Given the skills the market demands,
this needs to include as many personal
development opportunities as possible
alongside our more traditional technical
development. Each of the executive
committees covering the main disciplines
within the profession has been asked to
include more of these ‘professionalism/
softer skills’ sessions in their Continuous
Professional Development (CPD) and
convention programmes.
There are already some excellent
examples; for example the forthcoming
Momentum Convention (formerly known
as Younger Members Convention). This

6
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runs several technical sessions but also
includes slots on emotional intelligence
and client relationships. Demand for
this convention is growing; it seems that
younger members are increasingly well
tuned in to the need to develop their
personal skills.

levels of problem-solving, business
awareness and communication”?
Our CPD regime already requires
that we should include some hours of
‘professionalism’ within our overall annual
allocation. My plea is that we view this
not as a chore but as an opportunity to
enhance our skills
in a way that the
market is likely
to reward.
The second thing
the Profession can
do is to market the
skills and added
value that actuaries
can bring. The Profession is working on
ways of repositioning ourselves towards
a broader ‘risk management’ reputation.
We will draw attention to the work of the
increasing number of actuaries outside our
traditional areas whose skills and training
bring something to those fields which
other professions do not.
Our goal is that the actuarial
qualification should become a highly
regarded passport to an ever-widening
circle within the financial world.
We can all learn from the enthusiasm
which younger actuaries typically exhibit
for their ‘professionalism/softer skills’
development and their understanding of
the portfolio of skills the market requires.
The more that we all embrace this
enthusiasm, the better able will we be to
face our new challenges.
The Profession will do its best to offer
the right development opportunities.
It is up to each of us to exploit those
opportunities. Perhaps the silver lining
to the current clouds may be that they
will create the external stimulus needed
to encourage members to review their
personal development needs and to act
upon that review. If so, spring may not be
so far away!

» A reputation for mathematical

excellence and dogged determination
is not enough in itself to maintain
our standing as an eminent
and relevant profession

«

I know that phrases such as ‘emotional
intelligence’ and ‘client relationships’
cause some actuaries to recoil, appalled
at any suggestion of dumbing down
and fearful of a drop in professional
standards as the price of making ourselves
more ‘market friendly’. Yet our Strategic
Concepts Seminar — in which we partner
with an outside firm — is regularly
over-subscribed and clearly addresses a
perceived need. We intend to make more
events like this available.
My personal view is that these
additional skills and training should not
be a substitute for our technical skills but
rather that they should be an addition.
In the past we were regarded as,
“exceptionally good at maths with the
stamina to plough through a long and
arduous training...”. Now it often comes
with the add-on, “...and the profession
that caused the problems in pensions
and insurance”.
A reputation for mathematical
excellence and dogged determination
is not enough in itself to maintain our
standing as an eminent and relevant
profession. How much more effective and
relevant could we be if the add-on was,
“...and who are renowned for exceptional

www.the-actuary.org.uk

17/9/08 12:32:51

Letters

Your view

Letters to the editor
In which actuaries, not unlike the rest of the UK population, discuss the weather,
the credit crunch, and the merits of various models

Letter of the month
The right direction
With reference to your editorial on actuaries in the banking sector (The Actuary, September
2008), I got my ﬁrst degree in Actuarial Science and subsequently started pursuing the
professional qualiﬁcation. Presently, I work in a commercial bank, where the skills of an
actuary are not fully appreciated.
When colleagues asked about my course of study, my response sounded so bizarre. Some
retorted, “Did you say ‘architectural science’ or ‘aquarium science’?”
However, I am glad I was able to educate them on the profession and, to a great extent,
I can say a good number of my colleagues now have an appreciation for a course they had
never heard about before they met me.
Today, whenever they have a need to perform statistical analysis on the job, they do not
fail to call me in for help. After such events, some of them cannot but ask, “How come
we have never heard of such a course before now, since it seems so integral to ﬁnancial
applications?” My response, after a smile, is always: “It was never meant to be a popular
one. Actuaries are the directors behind the movies, which you never get to see. You only
see the actors often but the directors determine the outlook of the movie.”

gestion:
m
hair]
the

John Bishop
31 August 2008

Miller Kingsley
14 August 2008

Weather or not
The writer of the letter of the month receives a
Venecia fountain pen kindly supplied by HBOS

Silent majority
The letters pages of The Actuary have been
largely anti-merger, yet the Faculty survey
and the Institute vote have been pro-merger
by large majorities of those sufficiently
motivated to vote. Perhaps it is a classic case
of the silent majority, where those who are
against something are more vociferous than
those who are content with it.
There will always be some people who
cannot be persuaded, no matter how much
we try to accommodate them — and we are
trying very hard. However, I appeal to those
who voted against to take note of the sizes
of the majorities, and to join us to create a
strong, unified base on which to build the
UK Profession for the 21st century.
Stewart Ritchie
1 September 2008

Last year’s model
Congratulations to Solomon Green on his
cautionary article on financial modelling
(The Actuary, September 2008). I do wonder,
however, whether it is only those with long
experience of investment markets, and less
immersion in sophisticated mathematical

8

October 2008

008+009_Actuary_1008_Letters.ind8 8

as conventionally practised, and leaves no
doubt as to the potential hazards of failing
adequately to allow, in projections based on
financial markets, for much more frequent
occurrence of extremal events. While the
alternatives, in terms of ways forward, are
rather lightly sketched in, they may also
provide some stimulus to future research.
I am not intending to suggest that financial
modelling should be abandoned, only that the
underlying assumptions in the input need much
more critical examination than they often seem
to get. Otherwise there is a significant risk of the
results from the use of very poorly anchored
models being treated almost as some form of
holy writ, with potentially fatal consequences
from a business management standpoint.

I was interested to read the articles on
climate change and energy resources in the
July 2008 issue of The Actuary.
Some readers will recall the use of Spencer’s
21-term formula for the graduation of life
tables. Some rather similar formulae have
been developed for smoothing time series
with seasonal variations (see Herbert and
Scott, Scandinavian Actuarial Journal (2006),
p368-377), and have applied some these
formulae (with additional calculations to
deal with the tails) to the annual Global
Temperature Anomaly 1950-2007
1950-2007, as published
by the Financial Times on 3 June (I do not
have access to the original data and used a
ruler to estimate the heights in the published
figure). The smoothing formulae used were
developed for data with period 4 and it is
not claimed they are especially suitable for
scientific data of this kind, though the series is

techniques, that
really appreciate
the dangers of an
uncritical mindset
with respect to
basic statistical
assumptions of
normality. The
quotation from
Eugene Fama
about extremal
events, alleged
to be due only
every 7000
years, being prone to arise somewhere every
three or four years, is hardly an overstatement.
The recent disruption in credit markets is only
the latest example.
For those who feel a need to
delve into this subject in more
depth, I strongly recommend
“A” stands for Actuarial Community Development Committee. With
a book by Benoit Mandelbrot
actuaries spread across our business, our ACD Committee ensures all
and Richard Hudson entitled
actuarial colleagues receive the right training and development to fulfill
The (Mis)behaviour of Markets.
their potential. If this focus on career progression sounds attractive to
you, find out more by emailing actuaryopportunities@hbosplc.com
This provides a readable

Letter of the month - “A”

critique of many of the basic
assumptions underlying
parts of financial economics,

Sponsored by
Equal opportunities for all - our policy is as simple as that.
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Your view

generally believed to contain cyclic variations
caused by, for example, sunspot maxima and
El Niño events.
My conclusion is that global temperatures
peaked in 2004 and have since fallen a little,
though it should be stated that smoothing
formulae are not an infallible guide to
the trend and others may reach different
conclusions. I do not claim to have any
expertise in climate science, and it is of
course unclear whether the current falling
trend (if I am correct in my judgment that
there is one) is a temporary feature or the
beginning of a longer-term movement.
William F. Scott
22 August 2008

Words of warning
I write to congratulate Solomon Green for
his very perceptive article in the September
issue. It is also very timely, since I am
certain that much of the responsibility
for the terrifying severity of the present
worldwide credit crisis can be attributed to
the unthinking use of dangerously unsound
financial models by US and European banks.
I should like to add two further eminent
warning voices to those cited by Solomon
Green. In a 1954 paper in Econometrica,
Maurice Allais (who won the Nobel Prize in
Economic Sciences in 1988, the year before
the modern finance trio of Markowitz, Miller
and Sharpe) draws attention to the very
serious dangers of building an apparently
rigorous mathematical theory on simplifying
assumptions that have no real world
relevance. Accordingly, he suggests that only
those who have extensive practical experience
gained over a period of many years should
attempt to formulate financial models.
In the second chapter of his General theory
of employment, interest and money, John
Maynard Keynes criticises unsound financial
models through a brilliant metaphor that
is as apt in today’s distressed economic
conditions as it was in the Great Depression
years of the 1930s: “The classical theorists
resemble Euclidean geometers in a nonEuclidean world who, discovering that in
experience straight lines apparently parallel
often meet, rebuke the lines for not keeping
straight — as the only remedy for the

www.the-actuary.org.uk
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unfortunate collisions which are occurring.
Yet, in truth, there is no remedy except to
throw over the axiom of parallels and to
work out a non-Euclidean geometry.”
With modern finance models, it is obvious
that the crucial axiom of rational behaviour
is at variance with the empirical evidence of
behavioural finance, that the Markowitz-style
use of correlation coefficients is inconsistent
with the existence of what are euphemistically
described as ‘volatility clusters’, and that
attempts to extrapolate “99% confidence
levels” for financial losses from short runs of
historic data are misguided in the extreme.
However, what might not be so obvious
is the manner in which these and numerous
other failings have combined with one
another to create a vicious circle of financial
and economic destruction. This is the
‘migration of risk’ element to which Solomon
Green refers. To set out my preliminary
conclusions in this regard, I have posted an
article entitled Playing with fire on The Actuary
website (see www.the-actuary.org.uk/814325).
I am confident that a new and much better
theory of finance will emerge from the ashes
of the present economic dislocation, but if, as
I earnestly hope will be the case, actuaries are
to play a significant part in its construction,
as a profession we must put our own house
in order first. Too much of our education and
training is dominated by what I see as the
failed methodologies of modern finance. An
impartial high level review of this dominance
is long overdue.
Robert Clarkson
2 September 2008

Business as usual
Further to the Soapbox column on the
introduction of the UK Equality Bill (The
Actuary, September 2008), David Worsfold
may wish to take a look at the New Zealand
system. Similar requirements were brought
in back in the 1990s with the Human Rights
Act. To the best of knowledge, things are
ticking along fine. Perhaps our New Zealand
readers or the New Zealand society has some
comments of value to add?
Jefferson Gibbs
29 August 2008

Letters

Cultural awareness
Thomas Gataker, who in 1619 helped to
prepare the ground for probability theory,
was well aware of the writings of Aquinas
350 years before, contrary to the opinion
expressed by Dr Dermot Grenham (The
Actuary, August 2008). Gataker, who
studied at Cambridge University, was very
learned and his book contains numerous
cross-references to the works of his
predecessors, including Aquinas.
The latter seems to have envisaged the
existence of a two-part system, where God
determines certain outcomes himself but
has prescribed a framework where other
outcomes occur in accordance with a
multiplicity of underlying causes and may
not necessarily be outcomes of which He
would approve. Aquinas succinctly sums
up his conclusions: “And thus it [divine
providence] has prepared for some things
necessary causes, so that they happen of
necessity; for others contingent causes,
that they may happen by contingency [i.e.
chance], according to the nature of their
proximate causes... Therefore, whatsoever
divine providence ordains to happen
infallibly and of necessity happens infallibly
and of necessity; and that happens from
contingency, which the plan of divine
providence conceives to happen from
contingency.” [Aquinas, Summa Theologica,
I, Q22, Article 4, translated by Fathers of the
English Dominican Province].
Thus, while it is true that Gataker was
influenced by Aquinas (among others), I do
not think it would be fair to dismiss his own
contribution to the development of thought
about chance events as unimportant.
Chris Lewin
13 August 2008
For the unabridged version of this letter go to
www.the-actuary.org.uk/815485

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 November issue is 8 October
October 2008
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Soapbox

Paul Wilmott

Professor Paul Wilmott says quantitative egotists
could learn much from actuaries

Actuaries versus quants

T

hose working in the fields of
actuarial science and quantitative
finance have not always been
totally appreciative of each
others’ skills. Actuaries have been dealing
with randomness and risk in finance
for centuries. Quants are the relative
newcomers, with all their fancy stochastic
mathematics. Rather annoyingly for
actuaries, quants came along late in the
game and thanks to one piece of insight
in the early 1970s completely changed the
face of the valuation of risk.
The insight I refer to is the concept
of dynamic hedging, first published by
Black, Scholes and Merton in 1973. Before
1973, derivatives were being valued using
the ‘actuarial method’, in a sense relying,
as actuaries always have, on the Central
Limit Theorem. Since 1973 all that has been
made redundant. Quants have ruled the
financial roost.
However, this might just be the time for
actuaries to fight back.

Stopped working
I am putting the finishing touches to this
article a few days after the first anniversary
of the ‘day that quant died’. In early
August 2007, a number of high-profile and
previously successful quantitative hedge
funds suffered large losses. People said that
their models “just stopped working”. The
year since has seen a lot of soul searching
by quants — how could this happen when
they’ve got such incredible models?
In my view, the main reason why
quantitative finance is in a mess is because
of complexity and obscurity. Quants
are making their models increasingly

10
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complicated, in the belief they are making
improvements. This is not the case. More
often than not each ‘improvement’ is a
step backwards. If this were a proper hard
science then there would be a reason for
trying to perfect models. But finance is
not a hard science, one in which you can
conduct experiments for which the results

the others and risk-manage en masse. The
funny thing is they never know whether
each individual contract has “washed its own
face”. Sure they know whether the pot has
made money, their bonus is tied to it. But
each contract? It makes good sense to riskmanage all contracts together but not to go
into such obsessive detail in valuation when
ultimately it’s the
portfolio that makes
money, especially if
the basic models are
so dodgy. The theory
of quant finance and
the practice diverge.
Money is made by
portfolios, not by individual contracts.

» It’s about time that actuaries

got more involved in quantitative
finance and brought some common
sense back into this field

«

are repeatable. Finance, thanks to it being
underpinned by human beings and their
wonderfully irrational behaviour, is forever
changing. It is, therefore, much better to
focus attention on making the models
robust and transparent rather than ever
more intricate.
As I mentioned in a recent blog, there
is a maths sweet spot in quant finance.
The models should not be too elementary
so as to make it impossible to invent new
structured products, but nor should they
be so abstract as to be easily misunderstood
by all except their inventor (and sometimes
even by them), with the obvious and
financially dangerous consequences. Our
goal is to make quant finance practical,
understandable and, above all, safe.
When banks sell a contract they do so
assuming it is going to make a profit. They
use complex models, with sophisticated
numerical solutions, to come up with the
perfect value. Having gone to all that effort
they then throw it into the same pot as all

A respect for risk
In other words, quants make money
from the Central Limit Theorem, just like
actuaries, it’s just that quants are loath to
admit it! Ironic.
It’s about time that actuaries got more
involved in quantitative finance and
brought some common sense back into
this field. We need models people can
understand and a greater respect for risk.
Actuaries and quants have complementary
skill sets. What high finance needs now
are precisely the skills that actuaries have,
a deep understanding of statistics, an
historical perspective, and a willingness to
work with data.
Paul Wilmott is a financial consultant, specialising in
derivatives, risk management and quantitative finance.
He is the proprietor of www.wilmott.com, Wilmott
magazine, and is the course director for the Certificate
in Quantitative Finance.
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News

Profession

Actuaries at large
Faculty president Ronnie Bowie and former Faculty
president Stewart Ritchie took part, alongside other
professional bodies, in a procession from the City
Chambers to St Giles Cathedral to mark the 62nd
Edinburgh International Festival on 10 August.

Warning issued on Equality Bill

Merger survey and vote
analysis is published
The analysis of the Faculty consultation
survey and the Institute in-principle vote,
on a proposed merger between the Faculty
and the Institute, was published in the
members section of the Profession’s website
on 2 September.
The analysis and comments made to the
survey and the vote, is available at www.
actuaries.org.uk/members/merger_discussion.
Access is restricted to members of the
Faculty and the Institute.
Faculty Council met on 27 August
and Institute Council met on 29 August
to consider, separately, the outcome of,
respectively, the survey and the vote. The
Councils will consider the outcome at the
next meeting of the Joint Councils on
19 September.
If you would like to share your views
about the proposed merger, please visit the
Profession’s discussion board at kan.actuaries.
org.uk/mergerdiscussion/Wiki%20Pages/
Home%20Page.aspx

12
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data to derive statistically justifiable
premiums for all ages, particularly for
groups with unusual insurance needs, or
small customer groups.
He said: “If legislation requiring actuarial
justification of rates was introduced, some
companies, particularly new insurers, would
find themselves in the difficult position of
having by law to quote actuarially justifiable
premiums, yet having insufficient data to do
so on a statistical basis.”
These issues would be particularly
problematic if insurers were required to
provide insurance quotations for all age
groups, which is also currently being debated.
“Few insurers have, for example,
extensive experience of insuring 80year-olds taking skiing holidays, or
18-year-olds driving Ferraris — at present

Staple Inn forum focuses on micro-insurance
Micro-insurance
for people living
in poverty in
Indian slums was
the topic at a
recent forum at
Staple Inn. The
forum aimed to
generate interest
among actuaries
about working
in the field and
to promote an
understanding
of the nature of
micro-insurance.
Uplift Health
Mutual Fund (HMF) programme manager Eamon Kelly led the forum and delivered a
presentation on his work in Pune, India. HMF is a member-owned health micro-insurance
programme that operates in poverty-stricken areas of Pune to provide health services and
insurance cover for more than 40 000 members.
Mr Kelly, an associate actuary of the Institute of Actuaries of Australia, discussed the
challenges of delivering services to people living in poverty, micro-insurance in India, and
the role for actuaries and actuarial challenges in this area.

Magdalena Choroszy

The Profession issued a warning about
the possible practical consequences of the
proposed Equality Bill on general insurance to
the Minister for Women and Equality, Harriet
Harman, in August. In the paper entitled The
Equality Bill — Age Discrimination in General
Insurance — Commentary from the Actuarial
Profession, the Profession expressed concerns
the changes were unworkable.
The paper responded to the Rt Hon
Harriet Harman’s statement to the House
of Commons on the UK Equality Bill on 26
June. The Profession’s main concern relates
to the potential requirement for insurance
companies to provide actuarial justification
for insurance premiums that differ by age.
The co-author of the paper, Duncan
Anderson, said individual insurance
companies would not all have enough

the insurance needs of such customers
are met by specialist companies who
use specialist underwriting judgment
to set prices, rather than statistical
approaches,” he said.
The paper also discusses why premiums
might not in any case be directly
proportional to the expected cost of
claims. These include the use of fixed
monetary loadings reflecting the expense
of administering the policy, and marketing
activity which directly or indirectly results
in commercial discounts being offered for
different age groups.
The Profession has called for a more
in-depth exploration of the legislation’s
potential consequences. The paper’s authors
are members of the Profession who are part
of HM Treasury’s working group looking at
age discrimination in financial services, to
feed into the Equality Bill, which is likely to
be published in the autumn.
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Solvency II and climate
change feature at ASTIN

Marketing Manchester

Kathryn Morgan reports on the Manchester Colloquium

Delegates toured Manchester’s Victorian Town Hall

ASTIN (the nonlife section of
the International
Actuarial
Association) held its
38th Colloquium in
Manchester in July.
There were two key
themes, Solvency II
and climate change,
and the papers
presented were

wide-ranging, both in approach and topic.
Alongside the technical aspects of the meeting, delegates
had the opportunity to see many of the interesting parts of
Manchester, including the Imperial War Museum North and the
Victorian Town Hall.

High spots
The keynote speaker, Julia Sligo, highlighted the many different
ways that climate change can be assessed and predicted. This clearly
has major implications for non-life insurers, in terms of increasing
volatility of claims experience, and she helpfully showed how insurers
are reacting to this.
Professor Christian Genest presented his new research on
extreme value dependence. This covered improved ways of deciding
which copula to use when modelling extreme events.
An interesting panel session allowed four experts from different
countries (Petra Wildemann, Arne Sandstrom, Annette Olesen and
myself) to present their hopes and fears for Solvency II.
Standard and Poor’s presented its enterprise risk management
approach – how it assesses insurers’ risk management processes.
This is important for the profession, as we move forward to develop
an international risk management qualification.
The conference was multi-track, and I attended the following
sessions related to modelling:
n Modelling the claims development result for solvency purposes, by
Michael Merz and Mario Wuthrich. This paper looked at modelling
changes in ultimate claims estimates over one-year periods, which is
interesting for Solvency II.
n Capital allocation by percentile layer, by Neil Bodoff. There seems to
be no single method for allocating capital to lines of business, and
this approach looked at each percentile on the curve and allocated
capital in layers using a loss exceedance probability.
n Give credit where credit is due: operational risk goes Bayesian, by
Dominik Lambrigger, Paul Shevchenko and Mario Wuthrich,
covered how to combine internal and external operational risk data
in a way that reflects the variability in the information.
Presenters had been asked not to assume delegates had read the
papers in advance, and encouraged the audience to read the papers
following the conference.
I enjoyed the other presentations too, and found that the
conference improved my understanding of a lot of technical issues.
It was great to hear such good discussion and meet so many actuaries
from different countries.
The next ASTIN Colloquium will be in Finland in June 2009.
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Did FRS17 kill DB pensions?
The implications of FRS17 and IAS19 will be the subject
of the 2008 Centre for Financial Markets Research Debate.
Held at the University of Edinburgh Business School, on
1 October at 6pm, the debate will explore a range of
issues, including:
n Did the requirement that pensions liabilites be placed on the
balance sheet of sponsoring employers provide
welcome transparency for investors or simply introduce
short-term ‘mark to market’ influences into long-term
investment decisions?
n Did FRS17 kill DB pension provision or had the damage
already been done by adverse financial trends and
increasing longevity?
n What are the key issues in implementing the new pensions
accounting approaches?
n How might accounting for pensions be improved in future?
David Cule FIA will propose that FRS17 played a significant
role in killing DB pension provision in the UK and Geoffrey
Whittington, a current member of the UK Accounting Standards
Board and a former member of the International Accounting
Standards Board, will speak against the motion. Faculty
president Ronnie Bowie and Dr Alastair Byrne will join the
debate for the panel discussion.
The event is free but registration is required as space is
strictly limited. For more details, please visit webdb.ucs.ed.ac.uk/
• GB1867 EXACTVAL Advert 16/11/07 9:24 am Page 1
management/school_new/news/events/this_event.cfm?ev=204

External Actuarial Valuations

ExactVAL offers pension consultancies the
facility to outsource their valuation work.
• We specialise in completing the numbers side
of actuarial valuations for defined benefit
pension schemes.
• We use an experienced team, together with
bespoke software (Superval) to turn work
around efficiently.
• We present our results in a clear, auditable and
consistent format.
• Our prices are fixed in advance for each
valuation, and are extremely competitive.
• We also offer valuation-oriented training
aimed at staff with varying levels of experience.

For more details, visit our website
www.exactval.co.uk or call Bill Harris
on 01727 830462
Company reg no: 6004085
Registered office: Linksview, Everlasting Lane, St Albans, Herts, AL3 5RY
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News in brief

Sessional meetings are changing

Life insurer taxation seminar
This one-day seminar, on 8 October at
KPMG in Edinburgh, is aimed at actuaries
and other insurance professionals who
are exposed to the impact of tax on
financial results in both the modelling
arena and from a business planning
perspective. Delegate numbers are limited
to a maximum of 20. For more details,
please visit www.actuaries.org.uk/conf/
life_taxation. To book a place, please
visit www.actuaries.org.uk/members/
transactions/conference_booking

A fundamental element of any learned
society is the facility for high-quality peerreviewed papers on a variety of topics to
be presented and discussed. This helps take
forward actuarial thinking and also facilitates
sharing of good practice, innovative ideas and
interaction between members.
The Member Support Executive
Committee has been looking at ways in
which sessional meetings could be improved
to better reflect members’ needs and to
ensure they are effective as a member
support service and provide good quality,
verifiable CPD.
Historically, the Profession has been
successful at securing high-quality papers
for an interesting and stimulating
programme of meetings — and the plan
is to build on this to make papers more
accessible, provide increased opportunities
for members to debate the salient points and
reduce any barriers to enable more members
to contribute.
To help the process, the Profession is
introducing some changes to Faculty and
Institute sessional meetings — to place
more emphasis on the discussions and
to make the meetings less formal while
maintaining quality of debate.
There will no longer be a formal opener
to a sessional meeting; having opened
the meeting, the president (or another
chairman) will hand over directly to the
authors of the paper who will highlight
key aspects and identify some questions
for debate or areas where they would
welcome input.
Following presentation of the paper, the
majority of the remainder of the meeting
will be used for debate. Contributors will
be encouraged to make their comments
‘freeform’ rather than reading from a preprepared script and to link their comments
to a question posed by the papers’ authors

Survey number clarification
In the communication about the outcome
of the survey and the vote sent on 13
August, the number of respondents to the
Faculty survey was given as 1366 with one
invalid response. However, the number
of respondents to the Faculty survey was
1367 with one invalid response. The total
number of valid responses to the Faculty
survey was, therefore, 1366.
ATR conference
Next year’s Actuarial Teachers’ and
Researchers’ Conference will take place at
Queen’s University Belfast on 6-7 August.
More details will follow in due course.
Are you up to date with news
from your practice area?
If you have not yet registered your interest
in the main practice communities — which
will ensure that you are included on
our circulation list for e-mails and news
bulletins — please do so via the members’
area of the Profession’s website. This is
your chance to make sure you are in-theknow regarding CPD opportunities and the
latest news and updates from your practice
area committee.
Longevity Conference
The Actuarial Profession and the Royal
Society of Medicine will present a oneday conference on Medical Factors
Shaping Longevity on 29 September.
Institute president Nigel Masters
will chair the first session and
various other actuaries will also give
presentations at the event in London.
Delegates will learn about different
actuarial and medical perspectives,
how these perspectives shape their
respective areas of work, where these
perspectives differ and issues of public
interest and accountability.
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or to previous comments.
The main threads of discussion will
then be drawn together before the
meeting is closed. These small changes
were trialled at the Institute sessional
meeting on 22 September.
In rolling out the changes for
future meetings, the Profession hopes
that by reducing the level of formality
but maintaining the quality of debate,
more members will feel willing and
able to contribute to the meetings, as
well as attending.
The Profession expects to continue to
provide a broad programme of stimulating
papers for consideration; each of the
practice areas is expecting to produce
at least one sessional meeting paper
each year.
Other developments include making
papers more accessible, such as including
an executive summary highlighting the
key issues discussed in each section of the
paper. Consideration is also being given to
alternative ways of presenting papers on
the website, so they can be navigated
more easily.
If you are interested in preparing a paper
for the 2009/2010 sessions, more details
will be included in the November issue of
The Actuary. In the meantime, if you have
not been to a sessional meeting for some
time, why not come along in the next few
months? You might be pleasantly surprised.
More details on dates and topics for
forthcoming sessional meetings, as well
as webcasts, mp3 files and Powerpoint
presentations of previous meetings are
available at www.actuaries.org.uk/knowledge/
publications/sessional_meetings. You can
find details of other CPD events, such as
open fora, networking events, seminars
and conferences, at www.actuaries.org.
uk/media_centre/eventsearch

Why not donate your unwanted mobile
phones to help sick children?

Bra
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The Profession’s staff charity committee is raising
money for the Starlight Children’s Foundation by
donating unwanted mobile phones to the
Foundation. If you have any discarded
phones you would like to donate,
please contact patricia.rustem@actuaries.
org.uk for a prepaid envelope with which
they can be sent direct to the Starlight
Children’s Foundation.
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Faculty Presidential Address —
all Faculty members welcome

Open forum on
modelling and matching
inflation-linked benefits

Monday 6 October 2008, Royal College of Physicians, Edinburgh
Faculty president Ronnie Bowie will make his Presidential Address and present the
annual Faculty awards at this meeting. Copies of his address will be available on the
website, together with a webcast, after the meeting. Some of the issues to be covered
in the address include:
n The role of a professional body in today’s regulatory climate
n How actuaries can add value outside their traditional areas
n Maintaining and developing Scotland as a vibrant actuarial centre
n What makes a profession remarkable.
Tea will be served from 4.30pm and the meeting will start at 5pm, followed by a
drinks reception.
For more details, please contact Andrea Tsarbos at andrea.tsarbos@actuaries.org.uk

Recent increases in price inflation have
brought to the fore issues of how to model
inflation, and the investment strategies
necessary to hedge inflation-linked
benefits. These issues are particularly
important when considering benefits with
fixed maximum levels of increase, such as
LPI pension increases. This open forum,
organised by the finance and investment
practice area on 4 November, will focus
on the full range of issues and consider
possible solutions.

Younger members
gain some
Momentum

Actuaries tune in for
Profession’s first ‘webinar’
On 3 September, more than 500 actuaries
across the UK took part in a virtual seminar,
or ‘webinar’, on Cash Equivalent Transfer
Values. It was the first electronic seminar
the Profession had organised and enabled
actuaries to take part from the comfort of
their own desks.
The webinar covered the new
responsibility of trustees to determine the
method and assumptions used to calculate
cash equivalents, and the speakers gave their
thoughts on what changes are expected
from 1 October.
Chair Paul Tremelling joined Huw
Gittins and Ben Brown to discuss the new
requirements, the differences and issues
to be addressed, and what actuarial advice
might cover.
Webinar participant John Sydenham,

16

of Hewitt Associates, said the format was
a welcome development to the delivery of
professional development.
He said: “I think the format is a very
positive change and hope to see more of
these seminars in the future.”
Overall, the event was considered a great
success by fellow participants.

Financial reporting
seminar

Developments in pensions
law and regulation

This seminar, on 23 October at Staple
Inn in London, is aimed at life actuaries,
who are looking to gain knowledge of
the practical application of UK reporting
standards, and those who are looking to
enhance their knowledge and learn more
about future developments in IFRS Phase II
and Solvency II.
Topics to be covered include: an overview
and examples of actual accounts and
disclosures, in relation to IFRS, embedded
value and FSA reporting. For more details,
please visit www.actuaries.org.uk/conf_flyer/
financialreporting20081023.pdf. To book
a place, please visit www.actuaries.org.uk/
members/transactions/conference_booking

This seminar, on 20 October at Staple
Inn in London, offers an opportunity
for pensions actuaries to update their
knowledge and understanding on legal
issues relating to the pensions area.
Issues covered will include: conflict
management, the Pensions Regulator’s
new powers, new pensions cases — and
what steps to take in case of litigation,
and multi-employer withdrawal — the
options in practice. Speakers will include
representatives from the specialist
pensions teams at Burges Salmon and
Watson Wyatt. For more details and to
book a place, please visit www.actuaries.org.
uk/members/transactions/conference_booking
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Book your place now for this
year’s Momentum Convention,
3-5 December in Berlin, Germany.
Previously known as the Younger
Members Convention, this event is
the premier professional event for
newly qualified actuaries and student
actuaries. The programme contains
sessions from all technical practice
areas, and also includes other skills
such as communication, teamwork
and strategic thinking, from a range
of interesting speakers. For more
details, please visit www.actuaries.
org.uk/conf_flyer/momentum2008.
pdf. To book a place, please visit
www.actuaries.org.uk/members/
transactions/conference_booking
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Actuarial exams —
a testing time for all
The Profession’s exam process is fraught with potential
problems, from the chance of hijackings to errors on papers.
Fortunately, a comprehensive management system has been
put in place to ensure that glitches are few and far between
The hijacking of a courier van was one
of the few contingencies the Profession
had not prepared for in its exam
administration process. In 2005, the
unforeseen happened and four scripts were
stolen when the van couriering them in
Bristol was hijacked.
They were among the 10 000 scripts
completed by 6500 students in two exam

sessions each year at 120 centres around
the world, including Asia, the Middle East,
Africa, the US, Australasia and the UK.
Apart from the hijacking, a complex system
of checks and balances carried out by the
Profession ensures that problems, such as
lost papers, are rare.
Steps in the extensive and complex
process of administering each exam include:
n Development of the papers
This involves between three and
seven examiners setting each paper,
recent qualifiers testing the paper
at first and second draft stages.
Staff actuaries and the chair and
deputy chair of the Exam Board also
scrutinise the paper

» We want to assure students
that we go to great lengths
to avoid problems and make
sure the process runs as
smoothly as possible

«
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n Despatch of the papers
Blank scripts and other stationery need
to be delivered to exam centres, 40% of
which are located outside the UK
n Delivery of completed papers to the
Profession’s Oxford office
Five scripts are photocopied and sent to
all the examining team and markers, as
well as to a staff actuary. In a markers’
meeting, the scripts are evaluated to
ensure a consistent approach to marking
and to check the need for changes to the
marking schedule
n Delivery of scripts to one of more
than 150 volunteer markers
Once scripts have been marked they
are then forwarded to a second marker,
before they are sent to a lead examiner
for the subject. Scripts in which a
discrepancy between the two markers
appears are sent to a third marker.
The lead examiner produces a report,
recommending the pass rates for
the subject
n Due consideration
Mitigating circumstances that might
have influenced a student’s performance
are considered by the exam board
n Pass rate
The pass rate is then determined by the
exam board
n Appeal process
An opportunity is given for students
to appeal, or attend exam counselling
sessions that aim to help them perform
better in the future.
Head of learning Trevor Watkins said
that despite the Profession’s efforts to
ensure the process ran smoothly, it was
not without its risks.
“Given the complexity of the process,
it is not surprising that very occasionally
something goes wrong.
“There might be a minor error in the
paper or a script might be lost. Losing one
script out of 10 000 doesn’t seem too bad
— unless it happens to be your script, in
which case it is devastating. However, we do
have in place a very thorough process to do
our best to avoid that happening,” he said.
“Fortunately, apart from the hijacking,
it is very rare that a script gets lost. We also
have an exhaustive series of checks to avoid
mistakes in papers,” he said.
“We want to assure students that we go to
great lengths to avoid problems and make
sure the process runs as smoothly as possible
given its complexity.”
If you are interested in volunteering to
be part of the exam administration process,
please contact karen.brocklesby@actuaries.org.uk
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The Profession opens its CT1 exam to non-members
Non-members of the Profession will have
the opportunity to take the CT1 (Financial
Mathematics) exam for the first time in 2009.
The exam will provide prospective
actuaries and financial services staff with
the opportunity to decide whether to
pursue actuarial studies, to prove their
skills to their employers, or to develop
their numeracy skills.
The exam is the first in a series that
students working towards becoming
actuaries sit, and applicants will take the
exam alongside trainee actuaries.
The subject aims to provide a
grounding in financial mathematics and
its simple applications, teaching students
skills including:
n How to use a generalised cash flow model
to describe financial transactions
n How to take into account the time
value of money using the concepts of
compound interest and discounting
n Defining and using important
compound interest functions including
annuities certain
n How discounted cash flow techniques can

be used in investment project appraisal
n Describing the investment and risk
characteristics of different types of asset
available for investment purposes
n Calculating the delivery price and value
of a forward contract using arbitrage-free
pricing methods
n Demonstrating an understanding of the
term structure of interest rates
n Demonstrating an understanding
of simple stochastic models for
investment returns.
Head of learning Trevor Watkins said the
exam would have a range of benefits for
students, staff and their employers.
“The new offering means that candidates
don’t need to go through the process of
becoming a member of the Faculty or the
Institute of Actuaries to take the subject.
“It gives those who work with actuaries
the opportunity to improve their numeracy
skills, or those who wish to become actuaries
a chance to test their skills and investigate
whether the area is right for them,” he said.
“It could also help employers decide
whether to support their staff members’

actuarial studies
by establishing
their strength
in financial
mathematics.”
Dr Watkins said
employers who had
been interviewed
to determine
demand for the
Watkins: range of benefits
subject had been
supportive.
“The employers we interviewed were
supportive of the idea and we’ve also had
a lot of questions from people who are
interested in taking the exam.”
The exam will cost around £220 to enter
and ActEd (www.acted.co.uk) study packs
are available for £121.
The exam will be held in April 2009
and the deadline for applying will be in
February. The Profession has recommended
that students should prepare for the exam
from October.
For more information, please visit test.
actuaries.org.uk/students/exam_subjects

FACULTY OF ACTUARIES STUDENTS’ SOCIETY
WELCOME TO FASS 2008/09
The Faculty of Actuaries Students’ Society
(FASS) is a well established and vibrant
society that provides its members with a
programme of educational events. It also
provides a rich social calendar for actuarial
student members and recently qualified
actuaries, creating extensive networking
opportunities.
This year, FASS is delighted to offer yet
another calendar of exciting events. In
addition to this FASS will be:
• For the first time ever, launching its
brand new website with the unveiling of
our new logo; and
• Forging relationships with Heriot-Watt
Students’ Actuarial Society, our Sponsors
and our chosen charity Sick Kids Friends
Foundation.
2008 marks a very important and exciting
year for FASS and I would like to share our
excitement with you and offer a glimpse of
what’s to come.
Harvard Lee
President
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FASS TALKS
The programme of talks this year covers a wide range of topics relevant to all
student members and recently qualified actuaries. Our first event is the Faculty
of Actuaries Welcome Day for new student members. Details are:
Venue:
Date:

Merchant Hall, 22 Hanover Street, Edinburgh
Thursday 9th October 2008

Other talks lined up will include: Softer Skills Training, Current Topics, and Exam
Strategy

FASS SOCIAL EVENTS
Our social calendar starts with our Annual Dinner. The event was a sell out in
2007 and guaranteed to be an even bigger success in 2008. This year we have
moved both venues and nights. Details are:
Venue:
Date:

Balmoral Hotel, Princes Street, Edinburgh
Friday 14th November 2008

Other events this year are: pub quiz, football tournament, post exam drinks and
our new end of year celebratory dinner!

FASS WEBSITE
FASS launches its new website for the first time ever on Monday 6th October! This
is our most exciting development to date bringing you information the way you want
to receive it and see it.
Visit www.fass-online.org and check it out for: News and reviews on past and
future events, articles, competitions and details of how to get involved with our
Charity.
Charit
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Liverpool Victoria fined £840 000 for mis-selling PPI
The Financial Services Authority (FSA) has
fined Liverpool Victoria Banking Services
(LVBS) £840 000 for serious failings in the
sale of single premium Payment Protection
Insurance (PPI). The penalty was imposed
for failings in relation to PPI offered to
customers who telephoned LVBS seeking
unsecured personal loans between 14
January 2005 and 8 August 2007.
When customers rang LVBS asking for
quotes, the cost of PPI cover was added in
without customers requesting it. According
to the FSA, when customers were alerted
to the charge, they were pressurised into
accepting the cover.
FSA director of enforcement Margaret
Cole commented: “The LVBS sales

process was flawed in its design. The firm
has stopped all sales of PPI and is now
proposing a comprehensive programme
to contact its customers and pay them
compensation where appropriate. The
FSA expects firms to treat customers fairly,
particularly when failings have been
identified. This proposal for remedial
action sets an example for other firms
to follow.
“In addition, LVBS qualified for a 30%
reduction in penalty by settling at an early
stage of the FSA’s investigation. Were it not
for this discount, the FSA would have sought
to impose a financial penalty of £1.2m.”
The FSA has previously fined seven firms
over poor PPI selling practices.

Cole: Sales process was flawed in its design

China’s central bank builds stake in UK insurance sector
People’s Bank of China (PBC), the Chinese
central bank, is reported to have built up
a stake in the UK-based insurer Prudential.
The stake, believed to be just under 1%,
places the PBC within Prudential’s top 25
institutional investors.
PBC’s interest in Prudential is viewed as

unsurprising by observers, as Prudential
has built a successful business in the
Chinese market and has emerged relatively
unscathed from the credit crunch.
The move is seen as part of a broader
strategy by the PBC to diversify its vast
foreign exchange reserves, which reached

approximately $1tn in 2007.
While there is no suggestion that the
PBC would be interested in taking over
Prudential, sources close to the situation
are reported as saying that stakes in other
insurers such as Legal & General and Old
Mutual have also been acquired.

ACA publishes 2008 smaller firms pension survey report
The Association of Consulting Actuaries
(ACA) has released the first report on
pension trends in small firms. Firms with
less than 250 employees employ 59% of
the working population. The ACA forecasts
that such businesses are key targets for
the Government’s new personal accounts
(PA) scheme.
The scheme is aimed at extending private
pension coverage in the UK. The ultimate
goal is that, from 2012, all employees
will be enrolled into either an exempt
workplace scheme or the new PA scheme or
choose to opt out.
To secure exemption from the PA scheme,
employers’ offerings must equal or exceed a
minimum scheme standard of 3% employer
contributions, 4% employee contributions
and 1% tax relief.
The report’s key findings were:
n The majority of existing smaller
schemes would fail the personal
accounts exemption test — 55% of
the 394 firms surveyed said that their
current pension schemes would fail
in this respect. More than 60% said
they were currently paying lower
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contributions than the minimum levels
proposed for personal accounts.
n Firms are concerned that their
schemes will experience sharp falls in
membership as individuals opt out and
into the PA scheme.
n Where a workplace scheme is offered
by firms employing less than 51 staff,
the average combined employer and
employee contributions are below
5% of earnings. Across all firms,
contributions were well below the 8%
minimum standard highlighted by the
PA scheme.
n One third of firms expect to reduce
their pension scheme benefits
(to mitigate the cost of higher
membership) or to close their scheme
in favour of personal accounts.
n Of the firms surveyed that have offered
defined benefit schemes in the past,
90% say these schemes are now closed
to new entrants and approximately
50% are closed to future accruals.
ACA chairman Keith Barton commented,
“Our latest survey in the sector points
to the huge challenges there are in

achieving wider pension coverage in
smaller firms. Yes, it is very clear that
there is a huge under-pensioning of
millions of employees, but our survey
suggests the benchmark set by the
government may weigh very heavily
on smaller firms, particularly if
economic conditions are not good at
the time auto-enrolment and personal
accounts are launched.
Of particular concern is firms’
expectation as to how many of their
current pension schemes will fall short of
exemption from personal accounts, and
the scheme reviews and levelling-down
that might therefore occur, alongside
high opt-out levels by individuals. While
a phased introduction of the reforms will
help, we wonder whether the minimum
benchmark for smaller firms has been
set too high. The viability of running a
low-charge scheme across more than one
million employers, with minimal red tape,
also remains to be resolved.”
The ACA’s report is available to view at
www.aca.org.uk on the ‘Latest Publications’
and ‘Research’ pages.
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The Financial Times has reported that Old
Mutual’s US business needed a £150m
injection in recent months due to falling
equity markets.
Income guarantees offered as part of Old
Mutual’s variable annuity products became
more costly, as higher than expected market
volatility in Asia took its toll. Old Mutual
had put in place appropriate hedges to
insulate itself from market fluctuations.
However, these only provided 60% of the
required protection.
Sales of the product in Asia had been
buoyant, nevertheless, Old Mutual has said
that it will now be withdrawing all products
with inadequate hedging.
Jim Sutcliffe, Old Mutual’s CEO said that
the news had overshadowed an otherwise
robust performance.

Swiss Re acquires
Barclays Life business
Swiss Re has acquired the insurance
operation of Barclays via its closed fund
vehicle Admin Re. Paying £753m in a cash
deal, Swiss Re said it would acquire 760 000
new policies which Barclays closed to new
business in 2001.
Forecasting greater demand for life
and non-life run-off solutions, CEO
Jacques Aigrain said: “The difficult market
environment also creates new opportunities.
Underpinned by its strict underwriting
discipline, expansion in emerging markets
and new product offerings, Swiss Re has the
execution capability and capital strength to
seize these opportunities.”

Life cover bucks
price trend

Sanja Gjenero

Old Mutual US stake
takes hit on guarantees

News

Research by the website Moneyfacts has found that life assurance premiums have fallen
by as much as 50% on average over the past decade. This is in stark contrast to rises in the
costs of other insurance products such as motor and household cover in the same period.
The biggest beneficiaries are non-smokers, whose rates have fallen by 53% since July
1998, with females’ rates seeing a 48% decline. Smokers have also benefitted, with the
average male rate falling by 48% and the female rate falling by 45% over the same period.
In the past 12 months, however, Moneyfacts has noticed a slight reversal of this trend,
with rates for non-smokers growing by 1.5% to 2.5% on average.
Richard Eagling, Moneyfacts’ editor for life, investments and pensions, says that the
figures suggest that effects of increased competition have bottomed out. However, he also
commented that considerable variation in rates across providers could be seen, with quotes
being as much as five times more in some cases.
Further information can be found on www.moneyfacts.co.uk

Prudential in biggest pension scheme deal this year
Cable & Wireless, the telecommunications
giant, has entered into a bulk annuity buy-in
insurance agreement with the Prudential. The
agreement, the largest in the UK this year,
covers the pensioners ‘in-payment’ element of
C&W’s defined benefit pension scheme. Tony
Rice, Cable & Wireless group finance director,
said: “We are delighted that the Pension Fund
Trustee has secured this transaction, which

effectively reduces the Fund’s exposure to
liabilities by over £1bn. The buy-in materially
reduces the Fund’s and shareholders’ exposure
to the future risk of adverse changes in
actuarial assumptions and investment returns.
The involvement of a financial institution
of Prudential’s quality should provide our
pensioners with confidence that their fund
will continue to be well-managed.”

Aon acquires Benfield for $1.75bn

Aigrain: difficult market gives great opportunities

www.the-actuary.org.uk
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Aon the insurance broker has acquired
reinsurance intermediary Benfield for
$1.75bn. Greg Case, president and chief
executive officer of Aon Corporation said:
“Over the past several years, we have
made significant progress in strengthening
Aon’s operational platform and global
network, becoming a more client-focused
organisation with a broader portfolio of
innovative products and services. With
Aon Benfield Re, we will build on this
progress to further enhance organic
growth, expand margins, and drive

shareholder value.”
The transaction is estimated to facilitate
cost savings of over £65m a year, to be phased
in by 2011, primarily in the companies’
support and administrative areas.
Aon also acquires Benfield’s successful
ReMetrics operation, which significantly
strengthens its quantitative offering, and its
presence in Florida and the US South East
coast. Benfield’s strong links with the Asia
Pacific and Latin American markets are also
likely to have attracted Aon as it seeks to
expand in faster-growing regions.
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Industry

Asbestos and pollution developments
At the end of July, Royal & SunAlliance
Insurance Group (RSA) reached agreement
with General Motors Group (GM) over
coverage for the latter’s asbestos and
pollution claims. The settlement amounts
were not made public, but the agreement
ends years of uncertainty for the insurer
following GM’s 2005 lawsuit claiming
hundreds of millions of dollars said to be
covered under various liability policies
issued by RSA subsidiaries between 1954
and 1971. In particular, the settlement
brings finality to the substantial outflow
of legal costs incurred by RSA in defending
its position.

Contingent commissions
In late July, New York state officials
held legal hearings on remuneration for
insurance brokers. Mixed views were
expressed, with a Willis representative
insisting that contingent commissions
create conflicts of interest and should be
phased out, while other senior broking
figures, particularly those from smaller firms,
believed no such conflicts are created by this
form of remuneration. The hearings follow
the penalties imposed on several large
brokerage firms over the last few years for
their use of contingent commissions and the
subsequent amendment to the regulators’
stance, as reported in July.

Lloyd’s
American International Group has
acquired the remaining 60% of the shares
of Ascot Underwriting Holdings, the
Lloyd’s managing agency, which manages
syndicate 1414. The company thus
accelerated the purchase of the balance of
the agency’s capital, which it already had
an option to do in 2012. The terms of the
purchase were not disclosed.
The credit rating agency Fitch has
confirmed its insurer financial strength
rating of A+ on the Lloyd’s market. This
follows Lloyd’s strong results in 2007, with
record profitability of £3.85bn. The rating
agency also predicted that the market’s
strong results would continue in 2008,
although it expected some reduction in the
level of profit.

US sub-prime mortgage crisis
At the end of July, XL Capital Corp
(XL) completed a major commutation
with Security Capital Assurance (SCA),
the financial guarantee insurer. This is
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understood to result in a reduction from
$65.7bn to $1.1bn in the maximum
exposure of XL to losses from SCA. XL
announced that the settlement would result
in a charge of between $1.4bn and $1.5bn in
their third quarter accounts. XL is funding
the commutation through a major issue of
shares, but considers the move necessary
to protect its security rating, which was
beginning to concern its customers.
Following losses of $18bn over the past
three quarters, blamed on credit default swaps
linked to the sub-prime mortgage market, US
insurer American International Group (AIG)
has been saved from bankruptcy by a US
Federal Reserve loan of $85bn in exchange
for an 80% public stake in the company. The
loan is over a 24-month term and the Federal
Reserve describes it as a ‘liquidity facility’ to
enable AIG to ‘sell certain of its businesses
in an orderly manner, with the least possible
disruption to the overall economy’.

Citigroup analysis of Aviva and RSA
A Citigroup report has suggested that
both Aviva and RSA will need to rely
on significant releases from prior year
reserves to maintain a reasonable level
of profitability over the next couple of
years. This reflects the analysts’ perception
that premium rates are weakening in the
main lines of UK business. Specifically,
they point out that, excluding the
June/July floods, RSA had an underlying
combined ratio of 103% for the pure year
2007, which was only made better by
significant prior year releases in the year.
The analysts estimate that, while strong,
the RSA reserves are not pitched at quite
the level they had been previously — a
fairly common situation as a company
moves out of a hard market. The position
at Aviva is estimated to be similar in terms
of reserving and the need for releases,
but the report suggests that Aviva is less
well prepared for the next hardening of
the market than RSA, and is concerned
about its short-term future profitability,
particularly in 2009.

US workers compensation claims
National Council on Compensation
Insurance, Inc. (NCCI), the manager
of the largest database on US workers
compensation business, announced in
August that the claims frequency for
the class had reduced by 2.5% in 2007,
compared with 2006. This is the third
consecutive year of reducing claim

Craig Young

From the world of general insurance

Regulatory developments
Towards the end of July, the UK
government published revised plans
for a new claims process from road
traffic accidents, in an attempt to
speed up payments for injured
parties and reduce unnecessary
administrative costs. The proposal
involves an increase in the scope of
so-called “fast-track” claims to include
all those up to £25,000. The new
government proposal has excluded
from the scheme injury claims arising
from employers’ and public liability
policies and clinical negligence
claims and, following pressure from
(particularly) the “after the event
(ATE)” insurers, it has abandoned
suggestions that ATE premiums should
not be recoverable.
The UK Financial Services Authority
(FSA) has disclosed that only 13% of
assessed companies met the March
deadline for demonstrating that
they had management information
systems in place to test whether they
are treating customers fairly (TCF).
By the end of this year, they will
be required to show that they are
consistently observing TCF principles
– the FSA still believes that, with
greater focus on the issue, 80% of
sampled businesses could meet this
later deadline.
frequency. The average cost per claim,
however, showed a 4% increase, and
medical costs increased by 6%, albeit this
is the smallest increase in medical costs for
12 years.

More GI news
The following items can be found on
the website:
n UK solicitors’ professional
indemnity premium rates
n Hurricane forecasts 2008
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
www.the-actuary.org.uk
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Charity dinner at Lord’s
Andrew Benke, the new master of the
Worshipful Company of Actuaries, is
organising a charity dinner at the famous
Long Room at Lord’s, the international
home of cricket, on 18 November.
Farouk Engineer, who has an excellent
reputation as an after-dinner speaker, will
address the gathering. Mike Brearley, the
current president of MCC, will also be
present at the pre-dinner reception.
The main purpose of the evening is
to raise money for the charity ‘Chance
to Shine’, which gives disadvantaged
youngsters the opportunity to learn to

play cricket.
By teaching them how to function
within a team, this in turn will help
equip them with the skills to work in an
environment where being part of a team is
vital to a successful career.
This black-tie event costs £125 per
head (or £135 for those wishing to take an
optional tour of Lord’s), with at least £50
going towards the charity.
The dinner is open to all members of the
profession but numbers are limited.
If you would like further information
please contact Andrew Benke at Hill House,
Hazeley Heath, Hook, Hampshire, RG27
8NA or by e-mail to AFBenke@aol.com

New dining club to be held at Greig’s
The pilot dinner for a new actuarial dining club is to be held on 16 October at Greig’s in
London. The club is primarily aimed at providing social and networking events for those
aged in their thirties working in life insurance in WC1, south-east England. To book a place,
or for more information, contact Scott Eason at scott.eason@ecractuaries.com

Obituary
David Hepburn Craighead
The words “great”, “pioneer” and
“father figure” are all too commonly
used these days, but they truly describe
one of the leading actuaries of our
time, David Craighead, who died on 2
August 2008.
David was responsible for actuaries
retaining such a respected and significant
role within Lloyd’s of London. He actively
encouraged young actuaries and always had
time to discuss a specific actuarial problem
or issue. He introduced new and innovative
methods into general insurance work with a
clear theoretical approach and justification.
Moreover, he did so much of this work
when other actuaries of his age were in
retirement.
Born in South Africa in 1918 and
awarded a Rhodes scholarship in 1938,
he qualified as an actuary in 1949 while
practising in life assurance.
David came to the UK in 1966 and,
in the early 1980s, founded the London
Market Actuaries Group (LMAG). The late
1980s and early 1990s were a golden age
for London market actuaries with their
numbers, research and influence growing
rapidly year on year. At this time, David
cut down on his client work and passed
over the chair of the LMAG. However, he
closely followed the London market and
the role of actuaries within it, attending
meetings and corresponding, especially
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David, right, recieves his Finlaison medal
when he (often) felt strongly about a
particular issue.
In 1997, the Institute of Actuaries
honoured David by awarding him the
Finlaison medal, which we all believed he
richly deserved. David will be sadly missed
by his many friends and the LMAG. We will
especially miss his warm smile and hearty
laugh. He was a great man and a credit to
our profession.
Colin Czapiewski

Births
n Edward Maguire (Generali) and his wife
Glenda are delighted to announce the birth
of their daughter Ciara Éilis, on 15 July.
n Jane Weiss (Aon) and Tom Weiss, are
happy to announce the birth of their son,
William Jack Roberto, on 29 July, a brother
for Venetia.
n Kevin Burgess (Punter Southall in
Wokingham) and Michelle Burgess (Aon in
Farnborough) had a beautiful baby girl called
Gabriella Rose Burgess on 8 August.
n Jack Mak (Watson Wyatt, Hong Kong)
and wife Svetlana would like to announce
the birth of their baby boy Alexander, who
was born on 23 July.
n Clare Meuren née Slater (Delta Lloyd
Deutschland) and Dr Stephan Meuren
(Towers Perrin) are pleased to announce
the birth of their second son Dominik
James on 9 July.

Deaths
n Nilesh Dodhia, partner in Barnett
Waddingham died peacefully of cancer
in the Michael Sobell hospice, located at
Mount Vernon Hospital, on 4 September,
aged 46. Nilesh worked for Barnett
Waddingham from its very beginning in
1989, qualifying as a fellow of the Institute
of Actuaries in 1996. He will be much
missed by family, friends and colleagues.
n Peter Charles Wickens died on 10
August, aged 96. He became a fellow of the
Institute in 1942.
n John Norman Darvell died on 14
August, aged 64. He became a fellow of
the Faculty in 1971. John represented the
Faculty on committees of the International
Actuarial Association (IAA), particularly the
Insurance Regulation Committee, making
a significant contribution to the IAA’s risk
margin work. John was also a member of the
supervision committee of the Profession’s Life
Board. In recent years, John served as secretary
to the Scottish Actuaries’ Club.
n Graham Bernard Reid died on 29
August, aged 87. He became a fellow of the
Institute in 1959.

Marriages
n Peter James
Saunders (Swiss
Re) married
Kirsty Liversidge
on 24 May in
Finchingfield,
Essex.

An unabridged version of this obituary can be found

Please send details of births, deaths and marriages to

on the website at www.the-actuary.org.uk/815494

announcements@the-actuary.org.uk
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SIAS Event

SIAS summer
boat party
Report by
Nilantheny Christie
Friday 25 July was a glorious summer’s
day, and what better way to enjoy it
than a cruise along the Thames? That
is exactly what 170 actuaries did to
celebrate this fortunate and highly
improbable day of sunshine in London.
After two hours of hard graft decorating
the Golden Jubilee, we were ready to
begin the ‘Traffic Light’ summer party.
Covered in red, yellow and green balloons
and streamers, she met her eager guests
at Embankment pier at 6.30pm. Together
with Zara Fox from RBS Insurance, my
first task was to make sure everyone got on
board and all received a fun party bag.
Thereafter, guests were welcomed by a
refreshing glass of Pimms and lemonade,
much to the delight of Shamim Ashraf
who had built up quite a thirst from all
the balloon blowing.
The upper deck was full of music and
chat with everyone soaking up the sun’s
rays, and enjoying the tasty BBQ aromas.
Food was served at 8pm and what
a feast it was. Capital Pleasure Boats
cooked up a fine spread, with guests so
impressed they clamoured for seconds.
As the casino table opened, lucky
Hannah Morris from Axa won a bottle
of champagne. It was then time to
try out a few disco moves and Rachel
Beasley and Katherine Catchlove from
AIG Life got the party started and ruled
the dance floor.
The saying ‘time flies when you’re
having fun’ fitted well with this party
as four hours had flown by and, before
we knew it, we were docking back at
Embankment. Luckily, Alvin Kissoon had
thought ahead and had organised a mini
after-party at Motion bar with cocktails
provided by SIAS — just when we
thought the night couldn’t get any better.
I would like to thank everyone for
coming and I can safely say that it was a
roaring success and fun was had by all.

More people and society news
The following items can be found on
the website www.the-actuary.org.uk

■ Fireworks at the Lord Mayor’s Show
■ ActionCoach business coaching

www.the-actuary.org.uk
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Staying out for the
summer: the SIAS
crew set sail

The actuarial Olympian
John McAleer, an actuary with Aon
Consulting, shares his experience of training
for London 2012
Chasing my goal of representing Great Britain
at the London 2012 Olympics has been an
amazing and life-changing experience.
At the end of 2006 I was given the chance
to join the British Handball Association’s World
Class Handball Programme after a UK-wide
selection process. Midway through studying
for my ﬁnal actuarial exams, I decided to seize
the opportunity and put my actuarial career
with Aon Consulting in Glasgow on hold.
So, what is handball? It’s a fast, highscoring contact sport, with seven players
in each team. Players try to throw the ball,
which is slightly smaller than a football, into
a two by three metre goal. Each team has a
six metre goalkeeping area (shaped like a
‘D’) in which only the goalie may stand. The
team that scores most goals wins.
There are professional leagues in most
European countries, though it has never
really taken off in Britain. Handball was
introduced as an Olympic sport for men at
the 1936 Olympics but dropped after that,
only to be resumed at the 1972 Olympics.
Women’s handball was introduced at the
1976 Olympics.
As part of my preparation for London
2012, the Programme has set up base at a
sports academy in Denmark, funded by the

lottery. The training is demanding at six
days a week.
The plan is to fast-track the GB team’s
development by linking up with the
Danes, who have a long tradition of
Olympic success in handball. There are
currently around 30 British players based
at the academy which is in Denmark’s
second largest town of Aarhus.
Highlights from the past few years
include winning ‘Player of the Year’ for
my Danish club side last season, and
beating teams that would have defeated
us two years ago.
Alongside my training, I also managed
to ﬁnish the dreaded actuarial exams at
the end of 2007.
As much as I enjoy training with
the sports academy, there are a few
drawbacks such as being away from
home, sporting injuries and training at
7.30am on a cold winter’s morning.
The team is busy preparing for a tour
of Asia at the end of October. I am also
trialling at a new club — Aarhus GF — and
am hoping to secure a spot for the coming
season. My ultimate goal for 2012 is to win
a medal for Great Britain.
For more information check out www.
britishhandball.com or feel free to look at
my blog on www.blog.scottishhandball.com
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Thursday 30 October 2008

SIAS Social Event
Winners in 2006 and 2007, no doubt KPMG will be
back again hoping to hold onto the title! That’s your
cue to put a team together… The competition will
be held at the same venue as last year, and there
will be a free buffet available. Teams of two enter
for £10 (covering both players), and there is an
additional charge of £5 for any non-SIAS member.
To enter, just e-mail james.williamson@barnettwaddingham.co.uk, and send a cheque payable to
“SIAS” to James Williamson, Barnett Waddingham,
Chalfont Court, Hill Avenue, Amersham, HP6 5BB.
Final closing date for entries will be Friday 24
October. Hurry, places are limited!

SIAS Pool Night
Rileys IQ Pool Bar
16 Semley Place,
London,
SW1W 9QJ

Friday 14 November
‘Carnivale de Mystique’
The Brewery,
Chiswell Street,
London EC1
6.30pm

SIAS Social Event
The Tarot cards have spoken and fame, fortune
and mystery await you at the colourful ‘Carnivale
de Mystique’. Enter a bygone era of character and
excitement as performers entertain you throughout
the night to celebrate the passing of another
successful year. The truly hedonistic will enjoy the
complimentary bar, scrumptious three-course meal
and partying late into the night.

Look deep into the crystal ball, find your destiny
and book tickets to the ball! Prices are £50 for
members and £60 for guests, increasing to £60
and £65 respectively on 15 October. All applications
must be received by 31 October.
For more details on the event and how to book
your tickets please visit www.sias.org.uk. For further
queries contact clara.hughes@fitchratings.com

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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Events

Events
Actuarial Profession
Monday 6 October
Faculty Presidential
Address, Royal College of
Physicians, Edinburgh
Wednesday 8 October
Seminar: Life insurer
taxation, KPMG offices,
Edinburgh
Friday 10 October
Half-day seminar:
Transitioning from ICA
to ERM, Staple Inn Hall,
London
Thursday 16 October
Two-day fellowship course
in professionalism, Oxford

Monday 20 October
One-day seminar:
Developments in
pensions law and
regulation, Staple Inn
Hall, London
Wednesday 22 to
Thursday 23 October
Two-day fellowship
course in professionalism,
Oxford
Thursday 23 October
Seminar: Financial
reporting, Staple Inn Hall,
London
Thursday 30 to Friday 31
October
Two-day fellowship course
in professionalism, Oxford

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

Contacts
Actuarial Profession
Actuarial Profession
events
See event listing for
location details. See also
www.actuaries.org.uk
Faculty of Actuaries
Meetings held at 4.30pm
for 5pm, unless otherwise
stated.
T +44 (0)131 240 1300
E faculty@actuaries.org.uk
Institute of Actuaries
Sessional meetings held at
Staple Inn, 4.30pm for 5pm,
unless otherwise stated.
T +44 (0)1865 268200
E institute@actuaries.org.uk
Staple Inn
Actuarial Society
Meetings held at Staple
Inn, 5.30pm for 6pm
unless otherwise stated,
followed by a buffet
supper at a nearby tavern.
Hon sec Amanda Prest
T +44 (0)20 7847 6266
E amanda.prest@hymans.
co.uk
Programme contact
Lisa Mahtani
T +44 (0)1737 375107
E lisa.mahtani@landg.com
Social contact
Clara Hughes
E social@sias.org.uk

www.the-actuary.org.uk

027_Actuary_1008_Calendar.indd 27

Association of
Consulting Actuaries
Meetings held at Jolly
Hotel St Ermin’s,
Caxton Street,
London SW1
unless otherwise stated,
5.30pm, dinner at 7pm
for 7.30pm.
Secretariat
T +44 (0)20 7382 4594
E tracey.gleed@aca.org.uk
Birmingham Actuarial
Society
Meetings held at 5pm
for 5.30pm, followed
by drinks locally. Nonmembers welcome.
Hon sec Thomas Alden
T +44 (0)121 633 6786
E thomas.alden@
landg.com
Bournemouth
Actuarial Society
Meetings held at 6.30pm.
Non-members welcome;
contact hon sec.
Hon sec Jacky Cheung
T +44 (0)1202 292333
x2149
E jacky.cheung@liverpoolvictoria.co.uk
Bristol Actuarial
Society
Meetings held at 5.30pm,
with tea from 5pm.
Hon sec Paul Bowden
E bas@bbs-actuaries.co.uk

Monday 3 November
Sessional meeting:
Stochastic modelling
Staple Inn Hall, London

Tuesday 18 November
One-day seminar: Current
issues in pensions,
Radisson SAS, Glasgow

Thursday 16 October
Training course: What is
trusteeship?, Westminster,
London

Tuesday 4 November
One-day seminar:
Pensions and corporate
finance, Staple Inn Hall,
London

Monday 24 November
Institute sessional
meeting: Management
actions in a withprofits fund,
Staple Inn Hall, London

Tuesday 4 November
Seminar: Corporate
governance, Westminster,
London

Wednesday 5 to Thursday
6 November
Two-day fellowship course
in professionalism,
Edinburgh
Thursday 13 to Friday 14
November
Two-day fellowship course
in professionalism, Bristol
Monday 17 November
Faculty sessional meeting:
Solvency II
Merchant’s Hall,
Glasgow

Channel Islands
Actuarial Society
Meetings held at BWCI,
St Peter Port, Guernsey,
5.15pm for 5.30pm, unless
otherwise stated. Sessional
meeting monthly.
Hon sec David Peel
T +44 (0)1481 728432
E dpeel@bwcigroup.com
Faculty of Actuaries
Students’ Society
Sessional meetings
held at Standard Life
House, Edinburgh, 5pm
for 5.30pm.
Contact Donald Budge
T +44 (0)131 245 3988
E donald_budge@
standardlife.com
Glasgow Actuarial
Students’ Society
Meetings held at
Resolution, 287 St Vincent
Street, Glasgow, G2 5NB
Sec Ross Fleming
E rfleming@deloitte.co.uk
Groupe Consultatif
Actuariel Européen
Sec Michael Lucas
T +44 (0)1865 268218
E mlucas@gcactuaries.org
Invicta Actuarial
Society
Meetings held at Grimond
Lecture Theatre 1, University
of Kent, Canterbury, 6pm.

International
Actuarial Association
Wednesday 1 October
18th International
AFIR Colloquium,
Rome, Italy
National Association
of Pension Funds
Wednesday 8 to Friday
10 October
NAPF Annual Conference
2008, Scottish Exhibition &
Conference Centre,
Glasgow

Contact Andrew James
T +44 (0)1227 827703
E a.james@kent.ac.uk
London Market
Actuaries Group
All meetings are 12.30pm
at the Old Library, Lloyd’s.
Chairman Armoghan
Mohammed
T +44 (0)20 7213 5906
E armoghan.mohammed@
uk.pwc.com
London Market
Students’ Group
Chairman Emma
Blackhurst
T +44 (0)1372 751 060
E emma.blackhurst@
emb.co.uk
LSE Actuarial Society
(London School of
Economics)
President Yici Zhou
T +44 (0)7818 262232
E su.soc.actuarial@lse.ac.uk
Manx Actuarial Society
Meetings held at 5.30pm
for 6pm.
Hon sec Joanne Hadfield
T +44 (0)1624 821212
E joanne.hadfield@
fpiom.com
National Association
of Pension Funds
NIOC House, 4 Victoria
Street, London, SW1H 0NX

Thursday 13 November
Training course: What is
trusteeship? Westminster,
London
Pensions Management
Institute
Monday 27 October
Workshop: independent
pension trustee group,
London
Tuesday 11 November
Seminar: Trustees
— decisive action required,
Mayfair Conference Centre
London

T +44 (0)20 7808 1300
E napf@napf.co.uk
North West
Actuarial Society
Hone Sec Sarah Darby
T +44 (0)161 833 7296
E sarah.darby@
watsonwyatt.com
Norwich Actuarial
Society
Meetings usually held at
the offices of Norwich
Union, Surrey Street,
Norwich, NR1 3NG.
Hon sec Gemma Thompson
T +44 (0)1603 684 460
E gemma.thompson@
norwich-union.co.uk
Pensions Management
Institute
PMI House,
4-10 Artillery Lane,
London, E1 7LS
Contact Vince Linnane
T +44 (0)20 7247 1452
E pmiservices@pensionspmi.org.uk
Society of Actuaries
in Ireland
102 Pembroke Road,
Dublin 4.
Details of all forthcoming
meetings can be found on
the Society’s website.
T +353 1 660 3064
E info@actuaries.ie
W www.actuaries.ie

Calendar

Society of Pension
Consultants
Thursday 30 October
SPC Dinner, The Dorchester
Park Lane, London
Worshipful Company
of Actuaries
Wednesday 8 October
Autumn livery dinner
Armourer’s Hall, Coleman
Street, London
Friday 7 November
Silent Ceremony, Guildhall
Gresham Street, London
Saturday 8 November
Lord Mayor’s show/late
lunch and fireworks,
Doggett’s Coat and Badge,
South Bank, London
Tuesday 18 November
Charity dinner, Lord’s
Cricket Ground, St John’s
Wood, London

Society of Pension
Consultants
Unless otherwise stated, all
London meetings take place
at City Conference Centre,
Coleman Street, London
EC2 at 5pm or 6.30pm, and
all Yorkshire meetings at
Hammond Suddards’ Leeds
office at 5.45pm.
Contact - London
John Mortimer
T +44 (0)20 7353 1688
E john.mortimer@
spc.uk.com
Yorkshire
Richard Sweetman
T +44 (0)113 243 6671
North West Steve Robinson
T +44 (0)161 236 9191
Scotland Brian Dingsdale
T +44 (0)141 333 1066
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The rise and rise of LDI
Ross Pritchard examines how liability driven investment solutions have become
more sophisticated to meet the needs of pension schemes

W

hen liability driven investment
(LDI) first emerged within
pension schemes, there
was a widespread lack of
understanding and, in some cases, suspicion
around what these solutions were doing
and whether they actually helped.
Over time, LDI has become more
mainstream, with greater knowledge
and acceptance among institutional
investors and increasingly of more
sophisticated solutions.

and they certainly restricted the potential
audience. However, they were also reflective of
a product in its infancy and a long way from
reaching its full potential. Over the past five
years, LDI fund managers have set their minds
to overcoming some of the drawbacks of early

» LDI fund managers have

Ross Pritchard is an LDI
solutions manager at
Schroder Investment
Management

set their minds to overcoming
some of the drawbacks
of early solutions

In the beginning,
was the (buzz)word
LDI can be defined to encompass a broad
approach but typically involves hedging
the impact on liability values arising from
changes in interest rates and inflation,
usually through swap contracts. When LDI
first emerged in this form, a typical strategy
might have been:
n A large, segregated portfolio
n Fully cash flow matched
n A low risk, low return strategy
n Best for fully funded, closed, mature
schemes, or just pensioner liabilities
n In a very small minority
n Expensive to implement, both in terms of
transaction costs and in terms of the rates
that are locked in.
Many of these things may have been true,

«

solutions, with far-reaching success. The LDI
solution of today is much more applicable to a
wider range of situations.

Pools of buckets
The first major breakthrough occurred when
fund managers launched pooled funds.
The responsibility for negotiating with
investment banks over the documentation
required for swap contracts was shifted
from pension schemes to the fund manager.
The need for a segregated account, with
associated costs, hassle and minimum size
restrictions fell away.
In designing pooled funds, managers
adopted a ‘bucketed’ approach (see Figure
1), whereby each fund addresses the risks
associated with cash flows in a number

Figure 1: ‘Bucketed’ LDI approach to pooled funds
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Figure 2: The evolution of LDI
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of successive years. An LDI strategy was
formed by mixing investments in different
‘buckets’ in the right amounts. This is a
compromise that produces what appears to
be a materially less precise match but, in
fact, the residual risk is surprisingly small
— and is still a vast improvement on using
bonds for this task. This aspect is sometimes
misunderstood but greater comfort with
LDI in general seems to be bringing greater
acceptance of a more pragmatic viewpoint.

What you ended up with was a cash flow
hedge with the right timings, and an average
term that was much longer than the bonds
that normally provided schemes’ liabilitymatching element but you remained locked
into a low rate of return by the high cash
exposure. This is fine if you had only assumed
low returns (often true for pensioner liabilities)
and didn’t want higher returns to help with a
deficit or future accrual, but these schemes are
in the minority.

Under the bonnet

Partial funding or (deep
breath) leverage

First generation LDI funds typically contained
an interest rate swap contract for each year’s
cash flow. These provided a hedge for the
interest rate risk in the relevant cash flows.
These swaps were fully backed by cash holdings,
so a £100 investment was required to hedge a
cash flow with a present value of £100.
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The second generation of funds began to
address this by requiring only 50% of the
value of the cash flow being hedged to be
invested. The swaps themselves do not
require an up-front payment but are simply
designed to increase or decrease in value in

Return-seeking assets

line with the liabilities as interest rates fall
or rise. When they do, the LDI funds make
or receive a payment from the investment
bank. The cash in LDI funds acts as the
source for these payments, so we only need
enough to cover the potential fall in value.
Unless interest rates rise by a large amount,
a 50% cash holding should be plenty.
This means that there is cash left over to
invest in something a bit more interesting,
with the possibility of producing higher
returns. This is good news for pension
schemes, especially if the funding
assumptions imply something more than
cash returns. Since this is often the case for
non-pensioner liabilities, we suddenly have
the prospect of applying an LDI strategy
to assets backing actives and deferred
pensioners, while still being able to meet the
required return assumption.
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The rise and rise of LDI (continued)
Figure 3: Increasing LDI returns
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However, 50% cash is still higher than
the average scheme’s existing allocation to
bonds, so represents a sacrificing of return
potential. More recently, managers have
launched funds that squeeze the level of
cash required down from 50%. The more
they succeed, the higher the return potential,
so LDI becomes applicable to a wider range
of circumstances and requirements. At some
point, sacrificing the potential to capture a
risk premium stops being a valid reason not to
adopt an LDI strategy.

Moving goalposts
In the early days, moving to an LDI solution
meant an implied value of liabilities, based
on swap rates, significantly higher than most
schemes reported in their actuarial valuations.
Many viewed this as suggesting that LDI was
an expensive option that meant locking in to
low long-term interest rates.
However, these are market rates
— they contain information about
expectations for cash returns into the
future. Yes, they may be distorted by
supply and demand imbalances. Yes, there
is room for strategies that don’t hedge
all of the liabilities or tactical positions
reflecting shorter term beliefs but these
should be adopted consciously with an
understanding of the risks that are being
left on the table as a result.
An acceptance of this has spread across
the industry, reinforced by comparable
numbers from other valuations that use
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Increasing awareness, understanding,
acceptance and belief in LDI is a slow but
ongoing process. This has only occurred
through patient explanation, education
and training, initially within the consulting
community and then with clients, and this
needs to continue.

(near) risk-free rates. Accounting, PPF
and buyout valuations are increasingly
important and the high numbers attached
to them mean that a swap-based valuation is
no longer the outlier. In addition, if the LDI
fund is partially funded, there remains the
potential for excess return.

Education, education, education
So, we now have a solution available to
both small and large schemes, providing

» Accounting, PPF and

buyout valuations are
increasingly important and
the high numbers attached
to them means that a
swap-based valuation is
no longer the outlier

«

a pragmatic but still effective bucketed
hedge of their liabilities. It does not overly
restrict the return potential, but does reduce
the liability risks they face. This sounds
applicable to more than just the minority.
There is no doubt that this is a complex
area, which is a little more challenging than
our collective comfort zones of equities
and bonds. However, that is not a reason to
dismiss the potential benefits; grasping the
difficult concepts and communicating them
to clients is supposed to be one of the core
skills of our profession, after all.

So, finally, a little crystal ball-gazing, from
which I can promise that some, none, or all
the predictions may come true, but offer some
insight for each of the key participants in LDI:
n Fund managers need to continue with the
development of more efficient structures.
This may not mean just reducing cash
requirements, but also finessing the way
that exposures are gained. There could be
better specification of cash flows — limited
price indexation and so on, addressing
mortality risk or more sophisticated
structured investment-type solutions, using
a wider range of derivatives.
n Investment consultants should grasp
the opportunity, and rethink how they
set investment strategy in a world where
addressing liability risks does not mean
placing restrictions on how assets are
invested and returns are sought. Theirs is
the real requirement to understand
the issues that arise with LDI
strategies, and be the independent
arbiter of what is appropriate for
their client base.
n Scheme actuaries will need
to consider using swap-based
valuations, reflecting the full-term
structure of interest rates, and
understand the interaction between
the way assumptions are derived
and the LDI hedging strategies that are
implemented.
n Trustees and sponsors have the
somewhat unenviable task of getting
to grips with all of this, ensuring they
make the most of the opportunities now
available to develop a strategy that is
appropriate for their needs without taking
their eye off the widget machine.
n I will watch with interest as the
market continues to develop flexible
investment approaches, combining liability
management and return-seeking assets.
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Do you have a healthy TEAM?
Sheila Anstead, Joanne Alder and Chris Coote assess the results of a recent health and care survey
on reserving practices for critical illness, income protection and private medical insurance
The choice of morbidity table is a key
starting point. In the previous survey,
76% of offices used reinsurer rates for CI.
CIBT93 was introduced in 2000 and is now
used by several offices but many offices are
using reinsurer data. Some large offices and
reinsurers are using their own tables.
For IP, either multi-state models or an
inception/annuity approach are now
favoured, whereas in the previous
survey, Manchester Unity tables were
more commonly used.
Where CI business is material,
experience investigations for mortality
and morbidity should cover a
sufficiently long period — ideally five
years or longer — to allow trends in
experience to emerge. Where there
is sufficient data, an analysis by the
major critical illness groups should be
considered. It may also be worth considering
Individual Capital Assessment scenarios for
heart attack and cancer rates separately.
For IP business, morbidity assumptions
were based on an average of 3.5 years’
experience. This seems a relatively short
period for an assumption where experience
tends to vary through the economic cycle.
Valuation morbidity margins for both
CI and IP were 20% above best estimate on
average, although they seemed very low for
some offices, and the accompanying low

morbidity deterioration rates assumed are
concerning. Taken together, offices should
ensure that there is a sufficient level of
prudence in the morbidity assumptions.
For IP, it was curious to note that many
offices have identical morbidity assumptions

» The PMI survey elicited
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for business written on guaranteed rates
compared to reviewable rates. One would
expect guaranteed rate business to have higher
margins given the additional long-term risk.
Methods for determining the size
and direction of lapse and interest rate
margins following the reinsurance directive
relaxation of the regulations (PS06/14)
need monitoring — no consensus has
developed yet, perhaps because the survey
was conducted only a few months after the
regulations were implemented.
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This is believed to be the first detailed
inter-office survey by the Institute into
CI and IP reserving practices for more
than 10 years. It shows surprisingly little
consensus around valuation assumptions
in a number of key areas.
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Critical illness and income protection
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Figure 1: Additional reserves
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s year-end preparation gets
underway, reserving actuaries
are checking to see if their team
is in good shape. The students
make regular visits to the gym but what
about the Tables, Experience Analysis and
Margins (TEAM), which are the essential
building blocks of a sound reserving basis?
The Health and Care Reserving Working
Party has just published its survey results
for reserving practices in critical illness
(CI), income protection (IP) and private
medical insurance (PMI) business, relating
to the 2006 year-end. Details of the
survey and reports on the survey results
have been published on the Profession’s
website at www.actuaries.org.uk/health_care/
reserving_survey.pdf. So, how does your
TEAM measure up?
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a range of responses from
direct writers and reinsurers
on their reserving practices.
In general, the methods
cited for reserving short-term
health business tend to be
relatively unsophisticated
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CIBT93
CIBT93 is a standard table used for Critical
Illness experience assumptions, which was
developed as part of the UK 2000 Critical
Review by the Critical Illness Healthcare
Study Group (a body associated with the
Institute of Actuaries and SIAS in London).
The study group’s original purpose
was to produce tables on the basis of an
insured lives experience. The study group
found that available data was too sparse to
enable fulfilment of this objective. Thus, the
objective was modified to one of producing
a Critical Illness Base Table (CIBT93) on the
basis of population experience in the UK.

Where options are material, the reserving
methodology and assumptions need to be
reviewed at least annually.

PMI and health cash plans (HCPs)
The PMI survey elicited a range of responses
from direct writers and reinsurers on their
reserving practices. In general, the methods
cited for reserving short-term health business
tend to be relatively unsophisticated, using
straightforward applications of general
insurance techniques, such as chain ladder/
link ratio methods, with some limited
credibility methodologies. Surprisingly, very
few deterministic scenario modelling or
stochastic modelling techniques were being
employed to try and quantify uncertainty
around the reserves, despite the vast amount
of work done on this topic by general
insurance actuaries in the last few years.
PMI and HCP claim trends and patterns
are influenced strongly by changes in the
underlying business models and external
sociological behaviour patterns. Changes in
perceptions of the NHS, therefore, as well
as advances in medical technology and
underlying health status, drive the propensity
to claim and claim frequency trends. Changes
in provider reimbursement and contracting
models drive significant trends in average
costs. Several respondents allow for various
underlying trends in their methodologies, but
this was not universal. The most common
factors allowed for explicitly were:
n Seasonality
n Changes in the underlying mix of business
n Trends in claims frequency.
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A few respondents stated they were making
explicit adjustments for medical advances
in technology and high-cost claims, such as
cancer, but this was not widespread.
Most respondents held explicit
reserves for unearned premiums and
claims expenses in their statutory and
management accounts. No respondent
held explicit reserves for guarantees or
options, although several companies stated
they gave various types of guarantees and
options on their products.
Overall, the reserving survey highlighted
that reserving for short-term health products
is an area that has received limited attention
in the last few years and techniques
have not moved forward. However, with
Solvency II looming on the horizon, PMI
and HCP actuaries are going to have to
invest considerable time understanding the
underlying risks in their health portfolios,
the key contributors to medical inflation
and, ultimately, in developing much more
sophisticated techniques to model health
insurance reserves.

Additional reserves
Figure 1 shows the proportion of respondents
that incorporate reserves for risks that should
be considered by the reserving actuary, split
by CI, IP and PMI. It is a useful indication of
current market practice and a handy checklist
for additional reserves.

Conclusion
Perhaps the profession should be doing
more to co-ordinate approaches to

measuring
the risks in
health Assessment
and care
Individual
Capital

2005 saw the introduction of new rules
defining the capital requirements insurers
have to meet. At the heart of these reforms
is the new Individual Capital Assessment
process, where a firm must conduct its own
comprehensive assessment of the risks
faced in the business and in turn quantify
the amount and composition of capital
the firm needs to hold to mitigate these
risks to an agreed level of confidence of
survival. This is typically defined as 99.5%
confidence of remaining solvent over one
year. In other words, the firm should have
sufficient capital to survive all adverse
circumstances, other than a 1-in-200 year
event or worse.
This process puts the onus on the firm
to identify its risks and the appropriate
mitigation tools — not only capital
but also reinsurance, risk-sharing and
‘management action’ such as changing
prices and adjusting the terms of policies
sold to react to changing circumstances.
This is reviewed by the Financial Services
Authority, who then issue Individual
Capital Guidance, which confirms or
amends the firm’s own assessment.
insurance as Solvency II draws nearer.
If you have ideas for improving TEAM
performance, the Profession’s Health
and Care Committee would like to hear
from you.
To comment on this article please e-mail editor@theactuary.org.uk
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Stronger, fitter, faster
Lukas Steyn takes a closer look at the optimisation of pension plan investment
strategies to ensure efficient portfolio management

Lukas Steyn is a
member of
JP Morgan’s
European Pension
Advisory Group

for sponsors and trustees to remove their
pension risks by transferring them to the
insurance environment. However, very
few sponsors are currently in a position
to be able to pay the buyout premium,
especially in current market conditions.
As a result, they have started putting plans
in place to target a buyout funding level
in the future and to implement a buyout
at that point, if pricing is attractive. Until
the externalisation occurs, sponsors and
trustees face the challenge of managing the
investment and liability risks internally.

A risk-budgeted approach

T

he turbulence experienced over the
past year in the global financial
markets has again firmly focused
the attention of both sponsors
and trustees on the level of risk they are
running in their pension plans. The focus
has increasingly shifted to the adoption of
more efficient investment strategies taking
into account the circumstances of both
the pension plan and the sponsor, with
innovative financial tools being used to
manage the risks more effectively.
Corporate sponsors and trustees can
sometimes have opposing views when it
comes to pension plan funding. Trustees’
focus is generally directed towards maximising
the probability of meeting member benefits
and protecting members’ interests. The
corporate’s objectives can be different, for
example, to reduce the volatility in their
future pension contributions — thereby
ensuring that the probability of paying in
excess of their committed schedule is kept
to a minimum, and to ensure the profit and
loss and balance sheet volatility is reduced
to an acceptable level. However, an open
dialogue between the sponsor and trustees
regarding funding and investment strategy
would enhance the optimisation of the
plan’s strategy as it takes into account both
of their objectives.

The buyout approach
An area of growth has been the insurance
buyout market — the ultimate method
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A widely recognised approach is the use of a
risk-budgeted framework for the creation of an
efficient portfolio. This allows pension plans
to quantify their level of risk more effectively,
and to identify and hedge unrewarded risks,
reallocating the risk budget to asset classes
where the best rewards are expected. This
has meant that trustees’ focus has shifted
towards employing investment strategies
that specifically target their liabilities as the
benchmark to manage their asset portfolio.
A risk-budgeted approach normally
consists of the following:
n Liabilities as the benchmark — taking
risks where you expect to be rewarded and
hedging unrewarded risks
n Optimisation of the return-seeking
portfolio — introducing diversified sources
of return to minimise specific asset class risk
n Portfolio protection — adopting costefficient downside protection strategies on
the return-seeking portfolio to protect the
funding level.

Liabilities as the benchmark
The investment strategy should be designed to
reduce the mismatch risk between the assets
and the liabilities. Some of the principal risks
faced by a pension plan are interest rate and
inflation risks, which are largely unrewarded
in the long term. In order to remove these two
risks, trustees can adopt a hedging strategy
through the implementation of interest rate
and inflation swaps. The hedging structure
should be designed to match the plan’s
liability cash flows, incorporating the existing
bond portfolio to optimise the design. The risk
reduction effect of this hedge is demonstrated

by a shift to the left of the efficient frontier,
for example, to achieve a given expected
future funding level, the plan can do so by
taking less risk.
Hedging interest rate and inflation risk is
becoming a fairly common phenomenon
for pension plans. However, this still leaves
one largely unrewarded risk that can now be
hedged — longevity risk. Over the past few
years, longevity risk has received an increasing
amount of attention, with academic and
industry research consistently indicating
that people are living longer and that this
trend is expected to continue. Trustees are
now increasingly focusing on measuring and
managing longevity risk effectively.
There are two options to hedge longevity
risk in a capital markets format, namely
a customised hedge and a standardised
index hedge, with the end-investors taking
on the longevity risk. Each has different
advantages and disadvantages but the
decision ultimately comes down to a tradeoff between hedge effectiveness and cost.
A customised hedge can completely
protect against longevity risk and it is
tailored to reflect the actual longevity
experience of the members of the pension
plan. It is typically structured as a cash
flow hedge in such a way that the net cash
flow (liability cash flow and hedge cash
flow) is fixed with respect to changes in
longevity/mortality.
By contrast, a standardised index hedge is
based on the longevity experience of a broad
longevity index, such as a national population
index, but calibrated to match the sensitivity
of the actual liability (reflecting the specific
pool of members) to changes in mortality
rates. It is often structured as a hedge of value,
rather than a hedge of cash flow, so that
any increase in the value of liabilities due to
changes in mortality rates would be offset by
a compensating payment provided by the
hedge. In other words, the net value of the
liabilities at a future date (liability value and
hedge value) is locked in.
Unlike a customised hedge, a
standardised hedge does not completely
eliminate longevity risk, because of the basis
risk between the pension plan’s longevity
experience and that of the longevity index’s
mortality. This means the degree of risk
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With the unrewarded risks having largely
been removed, the next step is to optimise
the asset portfolio to ensure that the
return-seeking assets produce the best
risk-adjusted returns. Traditional pension
plan asset allocation consisted of equities,
bonds and sometimes a relatively small
allocation to property. The focus has
now changed substantially, with trustees
looking for diversification from alternative
asset classes to reduce their over-reliance
on listed equity markets and to reduce
their funding deficit with its associated
dependence on a sponsor covenant.
The introduction of alternative asset
classes, such as hedge funds, private equity,
commodities, infrastructure and active
currency management has opened up new
investment opportunities. These can provide
higher expected returns, lower volatility,
lower correlation with traditional asset
classes and absolute return strategies.
More pension plans have incorporated
these alternative asset classes to expand
their efficient frontier and improve their
risk-return characteristics, subject to having
the necessary governance structures in
place. However, there is still a long way to
go for pension plans to reduce their historic
reliance on listed equity markets.

A large number of pension plans and
corporates would like to maintain exposure
to equities to generate outperformance
above their liabilities, but are looking for
ways to provide protection against falling
equity markets, while still maintaining
equity upside exposure.
Most pension plans, however, do not want
to pay the upfront premium that would be
associated with a put option protection
strategy. Therefore, they have typically looked
to finance the downside protection by selling
some of the unrequired upside potential. This
is referred to as a ‘costless’ collar strategy, and
entails buying a put option at the desired
level of protection required, while selling a
call option at the level that would equate to
the cost of the put option in order to provide
financing for the protection. Trustees are
increasingly using equity derivative protection
strategies that are tailored to their specific
risk/reward trade-off.

»
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Conclusion
Optimising the allocation of the risk budget
is imperative to ensure efficient portfolio
management. With trustees and corporate
sponsors more comfortable with, and proactive
at, using derivatives structures to manage risk,
these strategies will be more prominent in the
pension solutions set going forward.

Figure 1: Improving portfolio efficiency
Finishing point
Hedged out longevity
risk and increased returnseeking assets

Excess return over LIBOR

reduction, while still significant, will be
less than 100% and hence there will be
some residual risk remaining after hedging.
However, this basis risk can be reduced to
acceptably small levels by calibrating the
standardised hedge to match the mortality
sensitivity of the plan’s liabilities —
providing hedge effectiveness between 85%
and 90% as illustrated for a specific pension
plan in Figure 1.
While customised hedges can provide
complete risk mitigation, they are generally
more costly, more cumbersome to adjust or
unwind, and provide more counterparty credit
exposure than a standardised hedge. They also
require detailed data on the benefit structure,
demographics and mortality experience of
the pension plan to be disclosed to the endinvestors. In addition, customised hedges are
sometimes implemented on a first-life-only
basis, providing only single life cover for a
joint life benefit — another form of basis risk.
Standardised hedges, on the other hand,
are more economical, less complex,
potentially much more liquid and do not
require disclosure of data to the end-investors.
The key disadvantage is that standardised
hedges do not completely eliminate the
longevity risk, but they do reduce the
exposure significantly.

Portfolio protection

Reallocate risk
budget saved by
hedging unrewarded
risks into returnseeking assets

Introduction of risk
management derivatives

Introduction of
longevity hedging

Introduction of
alternative asset classes

Starting point
Current
investment
strategy

Asset-liability risk
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Be fair and share
Alistair Sclare argues the case for sharing claims data for small
to medium-sized businesses in the health insurance market
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underwriting at
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for technical
underwriting, pricing
and operations

C

laims data is accepted as being of
pivotal importance to the accurate
pricing of most commercial insurance
policies.
The brokers that arrange the bulk of UK
commercial insurance routinely obtain this
information from the holding insurer, and
then pass it to competing underwriters with
other relevant risk information so they can
choose whether to quote and, if so, how
much to charge. This has become standard
operating procedure.
Except, that is, in one area — health
insurance for small to medium-sized
enterprises (SMEs). Here, the tradition is for
the handful of insurers who dominate the
market to hold on to claims information,
often ignoring the requests of brokers.
This prevents brokers from working
with rival insurers to generate accurate,
tailored quotations. The result is that most
policyholders renew with the holding insurer
because any other quote they see — if they
see any — seems to have little relevance and is
not based on all the relevant information.
It is not difficult to divine the motivations
at play. The insurers that hold the business
naturally do not want to lose it, so they
refrain from facilitating a competitive market.
Brokers and rival insurers, meanwhile, rail at
the injustice of not being able to expose their
wares on a level playing field.
The major insurers say this is a
redundant argument because the past
claims experience of a small group cannot
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be taken as an accurate predictor of future
claims performance.
They argue that the health insurance
claims submitted by a firm employing,
say, 50 staff are unlikely to evidence a
trend that might affect pricing. Unless, of
course, everyone is suffering from the same
industrial illness or injury, in which case it
should be the employer’s liability policy that
is under the microscope.
Their point is that the 50 employees, as
individuals, will suffer a random and varied
selection of ailments over the years. Therefore,
it is unlikely that these will coalesce into a
pattern that is sufficiently unique to that
organisation to have genuine impact on
underwriting calculations.
According to holding insurers, if you want
to price the firm’s health insurance risks,
simply build a model using 50 sample people
of working age who are fit for employment in
that sector.
However, the emerging market argues that,
if past claims data is of no use in determining
accurate pricing, why keep it secret?

Fair play
The disagreement is given added impetus
by the Financial Services Authority’s (FSA)
Treating Customers Fairly (TCF) principle.
The TCF provisions are notoriously thin
on detailed requirements but the overall
obligation is overwhelming — firms must act
in a way that treats their customers fairly by
promoting their best interests at all times.
Indeed, the first of the FSA’s TCF outcomes
requires that: “Consumers can be confident
that they are dealing with firms where the
fair treatment of customers is central to the
corporate culture.” (Outcome 1: www.fsa.gov.
uk/Pages/Doing/Regulated/tcf/index.shtml)
Okay, say the competitive insurers, if claims
information is of no use, there’s no barrier
to sharing it. If it is of use in setting accurate
premiums, the precepts of TCF give you, the
holding insurer, no option but to release it.
Not to do so means you are denying your
customers access to a competitive market that
might improve the terms of their insurance,
provide them with access to superior risk
management and deliver better value.
As stated at the outset, it is common
practice for commercial insurers to share

claims data via the broker market. Indeed, if a
seasoned commercial insurance practitioner is
introduced to the corporate health sector, the
first question they ask is how the business can
function without the essential underwriting
lubricant of shared claims information.
The current situation has endured for
years and has only come to light because new
entrants to the underwriting market, who are
primarily pro-broker in distribution outlook,
are making a fuss. What is more, these brokers
and insurers have recognised the implications
of TCF for this sector.
By the end of 2008, the FSA expects all
firms to have systems and controls that
ensure cultural adherence to TCF, and which
document the effectiveness of TCF activity.
This matter has ceased to be a competitive
squabble between insurers looking to secure
a larger slice of pie. Neither is it an arcane
debate about the use of claims data from a
small group of individuals in underwriting
and forecasting. It is now one of regulatory
compliance and, as such, cannot be ignored.
Search for more articles on this topic at
www.the-actuary.org.uk
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Careers

ERM

Opening new doors
Roger Dix examines the opportunities available to actuaries within
enterprise risk management in light of the changing economic climate

Roger Dix is head
of group insurance
and investment risk
at HBOS

O

pportunities for actuaries to work
in enterprise risk management
(ERM) are set to increase as
companies learn the lessons
from the credit crunch and Solvency II
and Basel II are implemented. The new
focus on risk management has made it
more important than ever for actuaries to
develop their ‘softer’ skills to complement
their traditional technical acumen.
Companies are increasingly recognising
the need for effective ERM strategies. Recent
issues, such as the credit crunch and the
troubled opening of Terminal 5 highlighted
the need for a better approach.
It often takes a disaster for companies
to realise they have to do something, even
though the time to consider risk is when
things are benign. After all, the best time to
mend the roof is when the sun is shining,
not when a monsoon is occurring. Better
risk management processes might not have
prevented the credit crunch from happening
but it would have meant that managers
were better prepared for the possibility, and
mitigating actions could have been taken.

An integral part of business
Companies needed to consider ERM as a more
integral part of their business if they wanted
to operate effectively and be prepared for
the future. It should be a foundation upon
which you build your company. It is not only
relevant to insurers and financial managers
but in all walks of life. Quite simply, it is about
assessing your risks, the return obtained from
accepting them and the capital required to
cover future risks.
As the head of a team of risk managers,
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about half of whom are actuaries, I believe
actuaries are well-placed to work in risk
management roles as a result of their technical
skills. They should aspire to be leaders in the
field. Their core training and way of thinking
of the world is highly suited to working in
ERM. Their ability to create quantitative
models and manipulate figures is valuable in
risk management, and their structured way of
thinking can also be beneficial.

Important skills
‘Softer’ skills, such as communication,
are also highly important in the field.
The key skills that I look for when I am
recruiting are solid technical skills and an
ability to communicate well — not just to
other actuaries but to colleagues in other
departments and at different levels. Risk
managers don’t work in a vacuum, but as
part of a wider company or organisation.
The value of these skills is increasingly
being recognised and actuarial students are
required to pass a communication skills
module as part of their education to qualify
for the Profession. The organisers of this
year’s Momentum Conference for newly
or soon-to-be qualified fellows have also
acknowledged the importance of non-

technical skills by including sessions for a
range of ‘soft’ skills in the programme.
Actuaries who are interested in working
in ERM should attend networking events to
build their communication skills and gain
a better understanding of the area. It can
be exciting because there are no textbooks,
t-shirts or films with a unified theory on
risk management. People who become
involved are coming in at an early stage in
the evolution of risk management and can
embrace the creation of new structures and
processes. It is a broad sector that can have a
significant impact on a company.
The problem-laden opening of Terminal 5
at Heathrow was an example of where a more
embedded culture of risk management could
have helped to prevent problems. There would
have been various clues telling the managers
of the project that the terminal wasn’t ready,
although hindsight makes that a lot easier to
see. Perhaps if there had been an ingrained
risk culture where staff in different areas could
flag their concerns, scenario-planning had
been carried out and the appropriate processes
put in place, that would have helped. With
the appropriate risk processes one would have
hoped that it would have opened successfully,
or a decision might have been made to
postpone the opening until the problems were
ironed out.

Increased demand
Increased regulation involved with the
introduction of Solvency II and Basel II,
as well as companies’ bad experiences is
likely to increase demand in enterprise risk
management. The implementation of the
new forms of regulation will mean that
companies will have to prove their risk
management credentials, leading to the
creation of further risk management roles.
Actuaries are very well placed to undertake
these roles. They have a strong role to
play in creating quantitative models and
potentially leading risk management teams.
They will be invaluable to companies, and
I am confident that they will prove their
worth in the risk space.
For the latest career opportunities, turn to the
Appointments section on page 47, or visit www.jobs.
the-actuary.org.uk
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Equitable Life

Ombudsman’s report

A decade of regulatory failure
Roy Colbran reviews the Ombudsman’s July 2008 report on Equitable Life and
wonders whether lessons will be learned in future

P
Roy Colbran was a
with-profit annuitant
of Equitable Life,
now transferred
to Prudential. He
currently leads
the Government
Policy Group of the
UK Shareholders’
Association.

More features online
The following features can be
found exclusively on The Actuary
website this month:
n What’s up doc? Why one
Northamptonshire rabbit caused
a headache for water authorities
and insurers
n Playing with fire The dangerous
misuse of modern finance models
that sparked the credit crunch
n Net working Johan Strydom
looks at networking opportunities
for actuaries online
n 100 not out The development of
actuarial science at the University
of Pretoria.
Visit www.the-actuary.org.uk/
category/features
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arliamentary and Health Service
Ombudsman, Ann Abraham,
clearly wanted to leave no doubt
about the tone of her final report
on Equitable Life — Equitable Life: a decade of
regulatory failure — when she put the above
words prominently on each cover.
The report examines the performance
of the regulators between June 1989 and
December 2001. Although it runs to five
substantial volumes, for the most
part it is only necessary to read part
1, the main report, to achieve a
good understanding of the process
and conclusions. She preserves the
anonymity of the regulating officials
but we learn the names of her own
legal and actuarial advisers, the latter
being Tony Leandro.
Next month, it will be five years
since I wrote in these columns, “Has
Ann Abraham been too ready to
accept the justifications given by
regulatory officials for their actions?”
Such a suggestion certainly cannot
be made this time. The Government
Actuary’s Department (GAD), The Treasury
and the Financial Services Authority (FSA)
— collectively “the public bodies” — were
given the opportunity to comment at
each step of the process and each time put
forward a combined reply. They took 119
pages to deny all the complaints set out
in the terms of the investigation. Then,
in each of the 10 cases where she told
them she was minded to come to the view
that their work had fallen short of what
was reasonable to expect, they denied
vehemently any
such wrongdoing.

at 65). She finds no evidence that GAD
considered this information.
In the 1993 returns there appeared for
the first time a description of the differential
terminal bonus policy that was used until
the House of Lords decision in 2000. While
the GAD scrutinising actuary noted the
new policy, this was not taken forward
in his process and neither notified to the
prudential regulators — the DTI — nor

» In response to this

proposed criticism of their
actions, the public bodies
produced a litany of reasons
why any such finding of
failure would be wrong, the
most significant being their
view that Ann Abraham was
making an impermissible
use of hindsight

Maladministration
I will take just one of the 10 instances
of maladministration she found, the
introduction of the differential terminal
bonus policy, to illustrate the process by
which she reached her conclusions. After
explaining why Equitable took this step,
the report tells us that Schedule 5 for both
1985 and 1990 stated the value of the
business to which the guaranteed annuity
rate (GAR) applied and gave examples of
the rates (for example, £11.55% for a male

«

taken up with the Equitable. She finds this
omission inexplicable and sees three issues
that should have been addressed:
n The impact on reasonable expectations
— these being central to the role of the
prudential regulators
n The description of policy to potential
policyholders not reflected in bonus
statements and with-profit guides
n The impact on reserving.
Important opportunities that were lost as
a result are then described.
In response to this proposed criticism of
their actions, the public bodies produced a
litany of reasons why any such finding of
failure would be wrong, the most significant
being their view that Ann Abraham was
making an impermissible use of hindsight.
The section of her chapter on this subject
explains why she is not persuaded and
concludes that GAD fell short of the
standard that could reasonably be expected.
Having established in Chapter 10 that
there were 10 such instances where the
regulators’ actions similarly fell short,
Chapter 11 is devoted to deciding whether
they constituted maladministration. In
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Ombudsman’s report

Recommendations

Chapter 12, the consequences of each item
of maladministration are considered and
whether injustice resulted. For example, in
criticising the dual role of chief executive
and appointed actuary being permissible
for six years, she states this compromised
the operation of the system of prudential
supervision and governance. Nevertheless,
she is unable to say whether injustice
resulted and makes no determination.

Moving on to the question of remedy, the
first recommendation is that the public
bodies should apologise for their failure.
This does not seem too likely, given that,
when the question of compensation came
up, the public bodies immediately said
that their comments would be without
prejudice to their submission that no
maladministration occurred, and no
injustice had resulted.
Ann Abraham once again was not to
be deterred by the public bodies and her
second, and central, recommendation is
that the government should establish and
fund a compensation scheme. She has no
detailed suggestions as to how the fund
should be distributed but describes an
approach put forward by the Equitable
Members Action Group (EMAG). While the
method put forward would undoubtedly
have rough edges, it would mean that
payment could be made before the ageing
group of those affected went beyond the
point of benefiting.
Ms Abraham is well aware of the time
that has already elapsed to reach this
point. She declares that her predecessor
complained as early as July 2002 of the
failure of the government to set up a
single inquiry and she sustains that
complaint. Apart from her own first
review, with its limited brief, she reminds
us that we have had Baird, Corley, a report
from the Treasury Select Committee,
determinations by the Financial
Ombudsman Service, litigation by
Equitable, Penrose, the European
Parliament Report and disciplinary
investigation by the accounting
and actuarial professions.

» There must be a number of
consulting actuaries (myself
included) who have it on
their conscience that they
recommended Equitable
as suitable investments for
AVCs or DC schemes

«

On the other hand, her conclusion is that
policyholders were unable to take informed
decisions about their financial affairs in full
knowledge of Equitable’s exposure to GARs
and the associated risks, and this was an
injustice. Overall, she concludes that in five
cases some injustice resulted.
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A matter of conscience
There must be a number of
consulting actuaries (myself
included) who have it on their
conscience that they recommended
Equitable as suitable investments for AVCs
or DC schemes. They may possibly find
some comfort from the report. Unusually,
Equitable used a valuation method (bonus
reserve) different from that set out in the
applicable regulations, as it was entitled
to do, but showing the reserves on a

Equitable Life

basis compatible with the regulations
in an appendix.
However, the latter omitted the amount
of the resilience reserve. GAD never pursued
its suggestion from the 1992 returns that
this figure should be included in the
published returns. Ms Abraham includes
a table showing the surplus assets and
free asset ratios as calculated by Standard
and Poor’s and the true values. As a result
Standard and Poor’s gave Equitable high
ratings for financial security and she
describes this as leading “to financial
analysts misunderstanding the true financial
position of the Society and to misleading
information being disseminated about the
‘hidden’ strengths”.
Apparently, as late as November 1997, the
administrators of the NHS scheme told the
DTI that they were considering appointing
Equitable as their AVC provider and asked
if there had been any points of contention
in the previous three years and whether
there were any material facts of which the
secretary of state should be made aware.
After due consultation, an encouraging
response was given. If the DTI could do this
with the access they had to informed advice,
perhaps outsiders may be forgiven.
Ann Abraham makes no finding in
respect of over-bonusing, despite the tacit
support given by Penrose to that view. Even
so, all those who have long felt that the
regulators had let them down can now feel
vindicated. As part of her conclusions, Ms
Abraham refers to a “huge gulf” between the
duties and powers that Parliament had put
upon the regulators and the responsibilities
that those regulators actually accept were
imposed on them. She suggests that a
similar gulf may have existed with Vehicle
and General and Northern Rock, and that
there is a need for absolute clarity as to
what can and cannot be expected from the
system of financial regulation. To me, the
most disturbing part of the report is the
reluctance of the regulatory bodies to admit
any mistakes; can we hope that they will
learn lessons for the future?
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk. Previous articles on
this topic can be found using the ‘search function’ at
www.the-actuary.org.uk

October 2008

39

16/9/08 16:36:03

International

IAA

World association
As the IAA celebrates its 10th anniversary, Chris Daykin traces the association’s
heritage and looks at its significant achievements to date
establishment of the International Forum of
Actuarial Associations (IFAA) as a section of
the IAA at the Brussels Congress in 1995.

Special interests

Chris Daykin is a past
chairman of the IFAA
and is chairman of
the PBSS section of
the IAA.

I

n June, the International Actuarial
Association (IAA) celebrated its 10th
anniversary. In reality, however, its roots
can be traced back over 100 years.
In the late 19th century, a draft law
was submitted to the Belgian Parliament,
assigning an important role to actuaries.
During the debate, an MP asked what
an actuary was, as he could not find
a definition of the word, and it was
subsequently dropped from the text.
To demonstrate that actuaries were
active in other countries, a group from the
Belgian actuarial profession organised the
1895 Congress of Actuaries in Brussels and
persuaded the Belgian government to invite
delegates from other nations.
The IAA flourished as the body responsible
for organising an International Congress of
Actuaries every few years, at venues all over
the world, with the 1898, 1927 and 1964
Congresses being held in the UK.
In 1992, at the Congress in Montreal,
Paul McCrossan, then President of the

No sooner was the IFAA established than the
IAA began to warm to the idea of turning
itself into an association of associations,
with the 1998 Congress in Birmingham an
important turning point.
The individual actuary focus of the old
IAA was carried forward by the continued
organisation of congresses and the
proliferation of sections, supervised by the
member services committee. In recent years,
sections have been formed to meet the needs
of life actuaries (IAALIFE), health actuaries
(IAAHS), pensions and social security actuaries
(PBSS) and consulting actuaries (IACA), the
latter having previously been an independent
organisation established in 1968.
The last of the new sections is called
Actuaries without Frontiers (AWF) and seeks
to identify and meet demands for actuarial
services in less developed areas.

High achievers
After 10 years, it is healthy to look back
and review what the new IAA has achieved.
It now has 58 actuarial associations as full
members and 23 as associate members. Full
members have in place a Code of Conduct
meeting the IAA requirements, a fair and
effective discipline system, a due process
for approving standards of practice and
an education system to ensure minimum
IAA requirements are met. In total, the 81
associations represent more than 43 000
actuaries in 102 countries.
The main activities of the IAA are
carried out by its many committees,
with strong efforts being made
to achieve consensus. Impressive
progress has been achieved by
the committees that deal with
international accounting standards and with
insurance solvency.
Each of these committees has built up
strong relationships with corresponding
international bodies, such as the
International Accounting Standards Board
and the International Association
of Insurance Supervisors. They work

» In total, the 81 associations
represent more than 43 000
actuaries in 102 countries «
Canadian Institute of Actuaries, suggested
the establishment of an international body
to represent the actuarial associations,
with a focus on promoting professionalism
and addressing public interest issues.
This group continued to meet, expanded
its membership, and became known
as the McCrossan group. It led to the
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relentlessly, responding to consultation
documents and exposure drafts, seeking to
bring an actuarial perspective and influence
developments for the public good. Other
committees deal with pensions, social
security and financial risk and have good
links with other international bodies.
Another group is concerned with the
development and policing of the IAA
education requirements, the vetting of
applications for membership and discussion of
professionalism issues.

Continued expansion
The past 20 years have seen an extraordinary
expansion of the profession, with more than
30 new actuarial associations established. In
May 2008, the China Association of Actuaries
held its launch meeting, with representatives
present from the IAA and major associations,
including the UK profession. The latest
initiative from the IAA is an ambitious
International Actuarial Education Programme.
The new IAA has been extraordinarily
successful in its first 10 years in developing
a global profession with a huge range of
activities and influence. With hundreds of
volunteers participating from around the
globe, including a generous share from the
UK Actuarial Profession, we can expect the
IAA to go from strength to strength in the
next decade.
.
For the full version of this article visit www.theactuary.org.uk/814432
More information on the International Actuarial
Association can be found at www.actuaries.org
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Richard Thaler

Interview

A nudge in the right direction
Richard Thaler and his colleague Cass Sunstein have taken the business world by storm with
their new book Nudge. Peter Tompkins caught up with Professor Thaler to get the inside view
Your book Nudge seems to have
caught the mood of the moment.
That is mostly luck. The book is based on
30 years of research, and now seemed like a
good time to aim at a larger audience.

Peter Tompkins chairs
the Editorial Advisory
Panel of The Actuary.

Beneath your theory lies the
assumption that there are experts
who are best able to understand good
choices. Is that a feature of an
increasingly complex society?
Yes. Just consider telephones. In our
grandparents’ generation there was only one
kind of phone, and one colour: black. Now,
choosing a phone is a complex problem
worthy of a Masters thesis, so a group of
experts might design a programme to help
you find the right package.

What do you think deﬁnes an expert?
Take one illustration. There was a recent
study about when men should stop
being tested for prostate cancer. A small
interdisciplinary team collectively brought
the required knowledge to act as a good
‘nudge’. They suggested that men stop being
tested at 75 but allowing them and their
physicians to overrule that guideline. Notice
that there is a strong actuarial component in
the right decision here. Since prostate cancer
is usually slow, men should avoid treatments
with a high risk of bad side effects if they are
likely to die of something else first.

Are journalists a help or a hindrance
in telling the public what to think of
the experts?

Reader offer
Readers wishing to purchase a copy of Nudge
at the special price of £16.20 (RRP £18), with
free postage (UK only), should contact the
sales department at Yale University Press on
+44 (0)20 7079 4900, or send a cheque made
payable to ‘Yale University Press’ to: Sales
Department, Yale University Press, 47 Bedford
Square, London WC1B 3DP.

BOOK REVIEW
You can read Peter Tompkins’
review of Nudge by Richard H
Thaler and Cass R Sunstein at
www.the-actuary.org.uk/814232
www.the-actuary.org.uk
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We all think that everything in a news story
is completely right until we read one about
a subject in which we are an expert, and
then we realise there can be errors. Still,
most journalists I talk to try hard to give an
accurate picture.

Do you think actuaries do enough to
educate others about the merits of
long-term ﬁnancial planning?
My father and uncle were both actuaries,
so I know full well that actuaries think
they understand everything better than
anyone! Still, you could probably be doing
more to explain the importance of saving.
Certainly the ‘downside’ of increasing life

expectancies is a message you are uniquely
qualified to deliver.

Where do you see the boundaries for
libertarian paternalism? In
particular, why do you think the
State is reluctant to leave pension
saving to individual choice?
In some domains, making things
compulsory is quite popular. Here in the US,
the social security system is wildly popular.
If societies want to decide collectively to
tie themselves to the mast, then libertarian
paternalists have to shrug and say ‘okay’.

Where do you think the balance
should be between something that is
good (and needs a nudge) and
something that is less so? How do you
apply this to pensions?
It is important to make sure that the costs of
opting out are small. We strive for policies we
call ‘one-click’ paternalism, because someone
can opt out with one mouse click. It is also
important to give advice to people for whom
the default might not be a good choice.

You have described the world as
consisting of ‘humans’ and ‘econs’, a
rational creature that is half-actuary.
What do you like best about
actuaries today?
Actuaries have a rare mix of skills and
knowledge. In many situations they can be
just the ‘experts’ we are looking for. I hope
they take the idea of choice architecture
seriously, and go into that line of work!

Did you ever think of being an actuary
yourself – and if not, why not?
I didn’t think I had the self-control to take
all those exams so I did something easier
— a PhD in economics!

Richard Thaler
is a professor of
behavioural science
and economics at
Chicago University’s
Graduate School
of Business
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Student page

Jen & Jean

With exams out of the way, it’s time for some lighthearted reading.
This month, we investigate the wonders of actuarial dating

Love, actuarially
It has often struck me that the actuarial profession is a rather incestuous one, in that
you often ﬁnd actuaries dating or married to fellow actuaries. This leads me to wonder
— how much actuarial theory carries over into the world of romance? Imagine this…
Your eyes meet over the golden edge of the formulae and tables book and you bond
over the complexities of an annuity function. You both take a leaf out of the actuarial control
cycle and, after specifying your purpose (to see if you ﬁnd each other mutually acceptable),
you develop a solution (let’s go on a date to ﬁnd out). You then monitor the experience
(over several dates), and over time, you ﬁne-tune your solutions (she likes surprises, he
hates coffee). After taking into account the lifestyle and business environment (families
and friends, work colleagues), you consider the advantages and disadvantages of your
relationship, including all risks. Upon thorough analysis, projecting all outcomes, you ﬁnd that
the present value of emotional cash ﬂows is, in fact, hugely positive, thereby prompting you
to contemplate your preference for a single or joint life existence. Sound familiar?
I’ve been told that approximately 10% of the entire UK Life practice at Deloitte &
Touche have actuarial partners. Therefore, I’ll leave it to Ross Fleming, a manager at
Deloitte in Glasgow, to tell all (before my writing gets any more nauseating)…
Jean

Are two actuaries better than one?
A patient was at her doctor’s office
after undergoing a complete physical
examination. The doctor said, “I
have some very grave news for you.
You only have six months to live.”
The patient asked, “Oh doctor, what
should I do?” The doctor replied, “Marry
an actuary.”
“Will that make me live longer?” asked
the patient. “No,” said the doctor, “but it
will seem longer.”
Having recently married a fellow member
of the actuarial profession, I am now no
longer faced with the question of “so what
is an actuary?”. Instead, I now find myself
having to explain why two actuaries are
better than one.
It is commonly stated that you are most

STUDENT NOTICEBOARD
We are still intending to put
together an ultimate guide to
studying – written for students
by students, for publication in a
future issue. So please keep your
top tips coming to jenandjean@
the-actuary.org.uk
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likely to meet your ideal partner when
you settle into your career. I can see the
logic in this argument, given that you are
often surrounded by people with common
interests and a like-minded approach to
life. However, given that I know of at least
10 actuarial couples, I felt I owed it to the
critics to see if these actuarial pairings are
more down to the lack of social life that
comes with sitting exams and, therefore,
the lack of alternative options — or does
an actuarial relationship have something
else to offer?
After carrying out general research
and prying into some colleagues’
personal lives, I found that the common
‘additional extras’ you find with an
actuarial partner are: the benefit of a
sympathetic study companion/mentor,
free advice when you want to bounce
around some work ideas, someone who
appreciates why you work longer hours
as a ‘year-end’ approaches and who
knows what you are talking about when
you mention longevity (even if life and
pensions actuaries have different views on
the subject).
There may also be less appealing

Ross and Kathryn Fleming on their wedding day
consequences — it can be harder to
switch off from work when you leave
the office if you ask “How was your
day?”, since you actually understand your
partner’s response. Also, if a competitive
nature exists between you and your
partner, there is the added pressure of
who manages to qualify first. For example,
if my wife passes the ‘communications’
exam before me... well the less said about
that the better!
Based on my not so extensive research,
the conclusion I have reached is that all
successful relationships are a blessing
but when you find one that comes with
‘additional extras’ to make life that little bit
easier, it really can’t be a bad thing.
So, for all those people who dwell that
bit longer at the coffee machine for that
special someone to walk by, take the chance
and ask them out — by all accounts, two
actuaries are better than one.
Ross Fleming
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Matt & Finn

Arts

Festival fever

Not for the ﬁrst time, Matt and Finn ﬁnd themselves facing
‘an evening without dignity’ but at least this time there’s culture involved
This month we turn our attention to one
of Britain’s greatest artistic and cultural
events – the Edinburgh Fringe festival.
To fully explain the Fringe we turn to
an actuary’s favourite tool — statistics.
The 2008 festival featured 31 120
performers, across 2088 shows in 247
venues, covering comedy, theatre, music,
opera, dance, and more. The Fringe

experience is ﬁnding yourself surrounded
by a 5000-strong crowd watching a
famous comedian one moment, then in a
small pub watching a bunch of students
perform for an audience of three the
next. It’s the sheer variety that we love.
So if you ﬁnd nothing at the Fringe to
entertain you, you should probably
go back to memorising mortality

tables. Of the 31 120 performers in
Edinburgh over August, we know of
at least one who holds down a day
job as an actuary. George Lewkowicz,
an actuarial assistant at Travelers
Insurance, journeyed to the Fringe to
perform in his sketch show An Evening
Without Dignity. Here he tells all.
Matt and Finn

We eventually settled on a comedy style
that involved cling-film men, terrorism, and
a man with a colander on his head. It was
intelligent sophisticated humour that we
— if perhaps no-one else — were proud of.
We liked to think we were the Marmite of
sketch comedy.
Although I looked, I didn’t find any
other actuaries. Instead I was surrounded
by hoards of arts students, except for
Jack Heal, the other mathematician in

our show, who won the Chortle Student
Comedy Award. So if anyone reading this
is looking for a funny grad…
Performing for the whole month was an
exhausting and exhilarating experience. We
had to fight to pull in our audience each
day. When they left still laughing, we knew
we had done our job.
The festival was amazing. It felt as though
anything and everything could happen.
Would I do it all again? Well certainly not
for the full three weeks, but the festival had
such a buzz that I can’t wait to go back. The
fund-raising has started — our production
company Tea Fuelled Art will be holding an
Arts Party that will feature the best of the
Fringe on the 21 October in the Candid Arts
Centre in Islington, and you’re all invited.
For more information, visit
www.teafuelledart.co.uk

The George Lewkowicz experience…
Over a year ago a group of us from Warwick
University decided we were funny enough
to write a sketch show for the Edinburgh
Fringe festival. Why? I have no idea.
A year later, as I walked down the Royal
Mile with an ice-cream in one hand, pink
umbrella in the other, I thought how aptly
this reflected my time in Edinburgh, a city
where you never know if the sun will shine
or you’ll be trapped by floods.
The first performance of our show An
Evening Without Dignity was a disaster
— wrong lines, disappearing props, and
people appearing on stage instead of
remaining firmly in the wings. Yet it was
this performance that won us our best
review — a happy four stars out of five
from a lovely, but slightly deluded, man
from The List.

Recommended galleries

Art by an actuary

The Tate and Tate Modern

Matthew Fewster

Starting late September the Tate brings to London
two exciting exhibitions. Tate Britain is showcasing
Francis Bacon’s work, and includes one of my
favourite Bacon pictures, the portrait of Pope
Innocent X — which I ﬁnd terrifying. After freaking
out with Francis, get on the Tate taxi-boat and relax
with Rothko. Tate Modern is putting on the ﬁrst major exhibition of
Rothko’s work for more than 20 years. The Rothko Room is a cerebral
experience. Seeing this collection of work reunited with his earlier
work will be sublime.

This month’s art by an actuary is a photograph by the arts page
co-editor Matt. The picture of Norman Foster’s ‘Gherkin’, framed
by the Lloyd’s building, is an example of two of London’s most
famous and architecturally intriguing constructions, housing
actuaries in their working day. If you have any examples of ofﬁces
you work in that are of architectural interest then let us know.
If you would like your work in this space, please e-mail arts@the-actuary.org.uk

Client entertaining
Anthony’s Restaurant, Leeds
The KLF once sang ‘It’s grim up north’ but a trip to Anthony’s
would perhaps alter their expectations. Situated in the centre
of Leeds, this family-run restaurant has a reputation for creative
and innovative food. Any restaurant where the head chef has
spent the last two years reﬁning his skills in a three-Michelin-star
restaurant is likely to be a culinary experience and Anthony’s is
just that. The KLF also famously burned a million pounds — dining
in Anthony’s isn’t cheap but won’t cost you quite that much....
www.the-actuary.org.uk
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Puzzles

Coffee break

Puzzle 407

Hello and goodbye
This month sees my debut as The Actuary’s puzzles editor.
I am proud to be taking the reins from Rakhee Raja who
has been testing the ﬁnest actuarial minds on these
pages for many years. The editorial team would like to
extend its sincere gratitude to Rakhee for her sterling
work and to wish her the very best for the future. I hope I
can keep you similarly challenged and entertained in the
months to come.
Tom Bratcher

Puzzle 406

Killer 60 Sudoku

Killer Sudoku, with a twist. Place one of nine natural numbers
(1, 2, 3 etc.) in each blank cell. Within the grid every column,
every row and every 3x3 box should contain the same nine
numbers. The numbers within each coloured shape add up to
the printed top left-hand ﬁgure. Within each shape, a number
cannot be repeated.
16

23

15

29

18

CFOSKTBAS
XTYTG
HTCTHTI
YQCEQUIYTAR
VARZNQFS
HQRTSCO
BTXXFEET
RTIITM
PARIS
WFAKARJ

11

16
11

18

Hidden capital

The same simple encryption has been applied to several
world capital cities listed below (also two of the capitals
have had spaces removed). Reverse the encryption to give
the original names.

23

38
19

21
30

37

27
23

16

52

13
24

12

27

21

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 on puzzles@the-actuary.org.uk
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Puzzles

Coffee
break
Xxxxxxxxxxx

Solutions for September 2008
Puzzle 408 Keep dividing
(In this problem, a number written as a,bcd
means (a*1000) + (b*100) + (c*10) +d, etc.)
Find a nine digit number abc,def,ghi made
up of the digits 1 to 9, so that the first n
digits of the number make a smaller number
divisible by n. (For example, a,bcd,efg is
divisible by 7.)

Puzzle 404
1

B
O
U
N
D
L
E
S
S

9

11

NOTES

14

18

22

2

U C
H
N I
M
O E
R
L A
C

P I
I
C O
K
S T

26

28

Cryptic crossword solution
3

4

5

6

K S U P
M A R
E
A
O
A
C O R N Y
O N
K
T
E
O
D O W N
S I N
M
R
L
I L L G O
T E
E
G
F
N
F
R A T C H E S
T
M
E
S
T I A B L E
R O
I
T
U
A
M
N T A I N E D
E
L
C
D
N
U
S E T
E A L T H
10

12

13

15

16

20

19

Puzzle 405

23

24

25

27

29

7

B L
O
J O
K
M O
U
T T
21

L A
N
P I
M
R A
T
T E

8

E S
H
K E
E
S T
17

E N
O
I R
E
N G
R
S E
T
R S

Sum squares solution

7 x 2 + 4 18
x
+
+
9 – 8 – 6 -5
/
x
–
5 x 1 + 3 8
10
8
11

www.the-actuary.org.uk
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Appointments

People moves

Legal & General has expanded its buyout team
with three new senior
hires. Barbara Morrison,
left, has been appointed
head of installations. Ms
Morrison has worked in
the consultancy environment for over 20 years, most recently for
PricewaterhouseCoopers and LCP.
Julian Hobday
and Ben Johnson,
right, have joined
L&G’s pensions
buyout sales team.
Mr Hobday has
worked as an
actuarial consultant
at Watson Wyatt for
the past five years. Prior
to that he worked for another
global HR consultancy. Mr Johnson
joins from KPMG where he advised
a range of corporate pension clients
primarily on scheme funding and
liability management.
L&G has also
appointed Joseph Lu,
left, as mortality risk
actuary within its annuity
business, leading the
analysis of mortality/
longevity trends. Mr Lu
rejoins L&G having spent
two years working for
pension buyout start-up Synesis.
In addition, L&G has appointed Tim
Thornham as head of systems and
development, in its UK reporting centre. For
the past 10 years, Mr Thornham has worked
at Classic Solutions and as a principal at
Tillinghast, helping clients around Europe
and the US to install and run the latest
actuarial software.
Buck Consultants
has announced that
Mark Stocker has
joined as principal
and senior consulting actuary. Mr
Stocker joins Buck
from Lane Clark &
Peacock LLP, where
he was a partner. He

worked for Mercer
for 19 years.
MetLife has appointed Dan DeKeizer
as chief executive
officer of its UK
pension liability
transfer business.
Mr DeKeizer previously held a senior
executive role within
MetLife’s retirement
strategies group in
New York.
Peter Jauhal has
been appointed to
the main board of
directors at Winton
Capital Management,
a $16bn hedge fund
based in London.
Mr Jauhal has also
been appointed chief
administrative officer
(research). His main
role is to implement
strategies that enable
the company to grow
more effectively.
BlueCrest Capital
Management has
hired Richard
Williams as one
of the founding
principals of a new
division called
Alignment Investors.
BlueCrest said the
new division has
been set up to
provide institutional
investors with lower
risk, absolute return
strategies focused
on fixed income.
Mr Williams
started his career
as a consulting
actuary prior to
working as a fixed
income researcher
at Deutsche Bank.

currently serves on
the Council of the
Institute of Actuaries
and is a member of
both the Pensions
Practice Executive Committee
and Qualifications
Executive Committee. Prior to LCP, he

Actuary of the future
Is your career on the up?
Are you the golden boy or girl of the actuarial world?
If you think you deserve to appear as an Actuary of the
Future, then we would like to hear from you.
Either ask a colleague to nominate you or send your
contact details direct to editor@the-actuary.org.uk

Mark Schneider, above left, and Martin Sher, above right,
previous owners of Classic Solutions and formerly managing
principals at Tillinghast Software Solutions, have started a new
business, SolveXia.com, developing insurance-focused, internetbased risk management software.
In 1995 he joined
Fischer Francis
Trees and Watts
where where he
later became chief
investment officer.

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