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Editorial
September 2008

The price of graduate employment
A warm welcome to our new graduates entering the profession this
month. I hope that you settle into your new role quickly and work
out that tricky work/study balance that will allow you to enjoy
yourself and qualify in a reasonable time!
A couple of things you may find entertaining this month.
One is the fantastic re-brand of the younger members’ conference
as ‘Momentum 2008’. It is great to see young people in the
profession taking time to consider how they market and present
their products and services.
For me, the ‘Momentum 2008’ brochure was a ray of light
amongst the dryness of the other correspondence crossing my
desk this summer. For instance, the massive four-part report on
the Equitable case from the Parliamentary and Health Service
Ombudsman. Has anyone read it all yet?
I think that the ‘Momentum 2008’ programme looks great,
including sessions on emotional intelligence and managing
professional relationships. We should not underestimate the
importance of soft skills and I hope that these sessions are well
attended. After all, it is no good having a full tool-kit if you do
not have the soft skills to employ them.
The second point, and slightly related to tools, was the case
of Gemma McCoyd featured in the 7 August edition of Metro.
For those of you who missed it, Gemma, a maths graduate,
“has turned down a £100 000-a-year job in the City to join
the building trade”. The Profession is concerned about
losing good graduate candidates to the banking sector
but it appears that we need to widen our concern to
other professions. Perhaps the lure of a six-figure salary
was not enough for Gemma who, according to Metro,
will be the only girl on her building course and will be
working with “16-year old lads”.
Oh, and will the company offering basic annual
salaries of £100 000 to first-year graduates please contact
me at the usual address. I am qualified and come with a
range of soft skills, although I cannot plaster a wall.
Margaret de Valois
Editor
editor@the-actuary.org.uk
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Writer of the month

The following features can be found exclusively on The
Actuary website this month:
n Shreyas Shah discusses the IFRS Phase II proposals
and suggests that the way general insurance liabilities
are measured will change significantly
n Previously enjoying a light touch under the selfassessment tax regime, Louis Baker says business
partnerships are now coming under closer scrutiny
Visit www.the-actuary.org.uk/category/features

Solomon Green is the editorial team’s
choice for September for his article on
financial models and receives a £50
book token courtesy of SIAS.
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Letters

Your view

Letters to the editor
Please e-mail your letters
to letters@the-actuary.org.uk

Letter of the month
Merging realities
As a fellow of the Institute, I view the merger question as being one primarily for the
Faculty to decide. I don’t think it matters greatly to the Institute whether the two bodies
merge or not — subject to the comments that follow. I do agree that if we weren’t where
we are it would be hard to justify two separate bodies for such a small profession. But we
aren’t starting from scratch.
As far as I am concerned, there are only two arguments that could justify a merger. One
is efficiency, both in terms of cost and fleet-footedness, and the other is image. Efficiency is
the easier, so let’s take it first. A single body, once established, should be somewhat more
efficient than its two predecessors, operating as at present. However, we need to take into
account the not insignificant costs of establishing the new body and dissolving the existing
bodies. Against this we must also set the opportunities for further efficiencies that exist
within the current structure, many of which have been identified already by others.
I now want to turn to the more difficult issue of image. This is more difficult because
it is impossible to prove anything. All the arguments are really no more than beliefs
— and so, I admit, are mine. First, I find it hard to believe that the images of the
current bodies — and ‘the Actuarial Profession’ — are really that tarnished. I think it is
still more that the majority of the public just don’t understand our role at all. Second, I
find it hard to believe that the ‘trick’ of renaming ourselves will remove all chance of
the problems of the past sticking to the new body too. We would need to steer a very
careful path between burying the past entirely and our desire to still have a history. It
seems to me that if the amount of money that is going to be needed to achieve the
merger was instead applied to a PR budget with the sole aim of improving the image
of the profession in the UK we would end up a good deal further forward. The SOA
has been tackling a very similar image problem in the States over the past few years.
Perhaps someone should take a look at what they have achieved.
My overall feeling was that many of the younger generations of actuaries didn’t care
much for the profession beyond obtaining a qualification, thereafter their focus has been
on career and family. They may be in line for a rude awakening when the new professional
standards emerge.
To put my conclusions in a nutshell, I would propose: no merger, cut costs harder and
examine the sacred cows, work more closely together, become much better at delegation
— and really go on the offensive with PR.
Adrian Saunders
20 July 2008
For the unabridged version of this letter, visit: www.the-actuary.org.uk/issue

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

Communicating change
Communication skills are increasingly
important in the modern actuarial world as
evidenced, inter alia, in the August editorial
and in recent BAS publications.
I am writing in response to the article on
CA3 [Communications] on the student page
(The Actuary, August 2008). As the article
helpfully points out, it is not a lack of ability
that causes candidates to fail but a lack of
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preparation. According
to ActEd, the pass rate
for those attending their
preparatory course for
CA3 was 65% compared
to the overall 29% pass
rate achieved in the April
examination.
The other generic reason
for the low pass rate in CA3

is that candidates attempt the examination
too early in the exam sequence and before
they have gained enough practical experience
to help them communicate difficult actuarial
concepts effectively.
The revised version of CA3, due to be tested
later this year and rolled out from 2009, has
been the subject of extensive research with
students, employers, universities and others.
The revised version of CA3 will involve
communication specialists [non-actuaries]
in delivering material and being involved
with actuaries in assessing a candidate’s
performance. Candidates will also have to
complete tasks from a workbook before
attending the two-day course and completing
the assessment to help ensure they are
adequately prepared. In addition, candidates
will have to have passed the CT subjects and
CA1 before entering for the CA3 assessment.
We hope the measures we are taking
will legitimately increase the pass rate in
this subject and help future actuaries to be
well prepared for the challenges of modern
business life.
Dr Trevor Watkins
31 July 2008

Solvency 2, Practicalities 2, after
extra time
The roundtable discussion on Solvency
II from August 2008 was fascinating. It
was interesting to read some of the issues
affecting areas other than the life insurance
sector, and the snippet on Pillar 3 was
intriguing. Yet, several of my own key
concerns were not raised fully and I assume
that I am not alone in wondering about the
practicalities of implementing Solvency II.
My first concern was hinted at as Roger Dix
stated that his hope was that “Solvency II was

Letter of the month - “V”
“V” stands for variety. We’re strongly positioned to lead the market
across a variety of areas, including pricing, capital management,
and multi-brand profit. Which should come as good news if your career
could do with a little variety. Find out more by emailing
actuaryopportunities@hbosplc.com
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Equal opportunities for all - our policy is as simple as that.

www.the-actuary.org.uk

19/8/08 14:59:29

Letters

Your view

not just a geeky thing for actuaries...”. With
so much stock apparently being placed on
the company’s risk management model being
used for key company decisions, how are
actuaries and risk management teams going
to convince the rest of their business that the
model must be used? I sincerely doubt that
when a marketing or pricing team dreams up
a new product variant, they would pay more
than lip service to any such model. Would
it be the responsibility of the actuaries who
come into contact with the variant to adapt
it into the model? The practicalities of using
the model on a company-wide basis have
never been made clear; they have always been
assumed to happen.
The second idea that came to mind when
reading the discussion related to the less
financially sophisticated countries in Europe.
There were some comments about whether
all countries would have enough resources to
implement Solvency II — I wonder whether
all would have the commitment. Is there no
chance that some countries veto or amend
the legislation at QIS4 or later? CEIOPS
may have worked closely with the main
regulators in Europe, yet I cannot believe
that a smaller country (Freedonia, say) would
stand by if it discovers that all its insurers
are suddenly far less competitive than their
neighbours, especially if their neighbours are
free to market in Freedonia itself. European
legislation that is most likely to fail is that
where some of the countries feel that they are
at a significant disadvantage, so just because
lots of progress has been made does not mean
that it will come to fruition. We shall see.
Despite my apparent negativity, I do think
that even if everything relating to Solvency
II does not actually happen, then at the least,
the insurance industry will be doing more to
protect the policyholder by being yet more
aware of risks in general, and each company’s
relative strengths and weaknesses will be more
comparable across Europe. There is a lot of
good that should come out of Solvency II,
whether it all comes off or not.
Graeme Cluskey
3 August 2008

Pastures new
I read with interest last month’s supplement
on working overseas, and would like to

www.the-actuary.org.uk
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present the virtues of working as an actuary
in New Zealand. As most people will know,
New Zealand is a beautiful country with a
high standard of living. I myself emigrated
from the UK some 25 years ago. We have
approximately 100 practicing actuaries,
most operating in Auckland or Wellington.
While the small numbers make for a close
knit community, recruiting the right person
can be a problem for actuarial employers.
Anyone wishing for more information on
working in New Zealand should visit www.
actuaries.org.nz
Ian New
President, New Zealand Society of Actuaries
24 July 2008

majority of moves going to the cheaper
body. Thus we will have a price war, which
is always thought to be in the ‘customer’s’
(sorry, member’s) interest.
Any attempt by the bodies to standardise
the subscriptions will be ‘price fixing’ and
illegal. Any official proposing it will be liable
for prosecution, as BA executives are finding
out. If any members are resident in the US
then their laws will come into effect, leaving
the officials liable to extradition.
Will the prospect of this scenario mean
that the merger will definitely go ahead? No,
because another aspect is that the Monopolies
Commission will have to ban it as, between
them, the combined body will have more
than 95% of the actuarial people in the UK.
Robert Steel
7 August 2008

Shortage of actuaries?

Freedom of movement?
Recent developments in European,
Westminster and case law have created an
interesting scenario if the merger between
the Institute and Faculty fails.
Mobility of professional qualifications
should mean that members must be able to
move freely between them. The regulator
should encourage members to swap whenever
they feel like it and as often as they wish.
Any entry or exit barrier erected by either
body would be removed immediately by the
regulator. This is already the aim with bank
accounts and energy supplies. Why should
providers of other services be exempt?
Consequently, actuarial people will look
at each body at regular intervals (usually
when subscriptions are due) and decide
which to belong to. Intangible features will
have some effect, for example the state of the
headquarters, the eminence of the president,
and the strictness of the discipline procedure.
However, the level of subscription will,
and should, be the main reason, with the

In her letter (The Actuary, August 2008) Dr
Geraldine Kaye alerted members to the fact
that actuarial roles have not been on the
government’s National Shortage Occupation
List since 2006. New requirements of the
Migration Advisory Committee of the UK
Border Agency mean that onerous evidential
industry-wide data needs to be produced, and
may need to be independently verified, in
order for occupations to be included in future.
The Profession’s Management Board
has decided that this is not a matter which
warrants action on the part of the professional
body. We are already encouraging multiple
routes to qualification which should increase
supply in coming years.
The change does not impact on intrafirm transfers and there is no indication
that employers cannot get work permits for
non-EU actuaries when required if they can
demonstrate that recruitment advertising
has failed to attract suitably qualified EU
actuaries. The Management Board does not
wish to divert resources from other member
services to undertake a time-consuming
exercise which may prove to be of little
benefit to our members.
John Hylands
Chairman, Management Board
11 August 2008
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Soapbox

Sponsored by

David Worsfold

David Worsfold looks at the government’s intentions to strengthen
protection and advance equality with the introduction of the Equality Bill

A right to fair treatment

A

ctuaries will find themselves
dragged across the political
battlefield during the next year
as Harriet Harman and her
Government Equalities Office take aim at
the insurance and financial services sectors.
Ms Harman has made it clear that the
new Equality Bill will include provisions to
end age discrimination in financial services
unless “actuarially justifiable”. [Framework
for a Fairer Future — The Equality Bill.
Published by The Stationery Office]
This should send shivers down
actuarial spines. The last time legislation
went down this route — with gender
discrimination laws in the early 1980s
— the profession found itself literally
in the dock as the Equal Opportunities
Commission took insurers to court to get
them to prove that they had the actuarial
data to justify the higher rates women
are asked to pay for health insurance,
and what we now call income protection
products. It looks as if we are set for a
replay of the arguments previously
played out.
Just as it was then, the onus will again
be on the industry and its actuaries to
justify what the government sees as the
downside of age-related underwriting
decisions — the upside will be fine. For
instance, nobody challenged the right of
the industry to charge women drivers less
for their motor insurance but they queried
every extra penny women were asked to
pay on the premiums for other classes of
cover. This time around, the Equalities
Office has made it clear that it is all in
favour of premiums that discriminate
in favour of older people. “We want to

Specialists in Actuarial Recruitment
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make sure we only outlaw unjustified
discrimination without unintentionally
stopping things that are beneficial to
particular age groups”, it says.
This raises a lot of questions, such as
what data can be used? Will companies be
allowed to rely on their own data or will
they have to refer to industry-wide data, in

policy. It does need to take the sting out of
this debate by looking hard at its current
conventional wisdom.
It seems as if the government is
setting out its stall for a long run at this
issue, however, it is promising lots of
consultation — and actuaries need to make
sure they are right at the heart of that.
Ms Harman has
also said that the
specifics of the new
laws will be dealt
with in secondary
legislation. This
means the Equality
Bill itself, when it is
presented later this
year, could be no more than a few clauses
of lofty principles — with the devil in the
detail to follow over the months and years
to come.
Another financial services cage the Bill
will rattle is labelled equal pay, or rather
lack of equal pay. In the consultation
paper, the Equalities Office highlights the
financial sector, which it says employs
over one million people and has a dreadful
record in gender discrimination, with the
gap between men and women now 41.5%,
compared to a national average figure
of 12.6%. It wants to know why and is
proposing to give itself some tough new
powers to find that out and fix it.
It promises to be an interesting year
in Parliament.

» There are already grumbles from

insurers who want to use good quality
social and economic data to help them
underwrite, not just a very narrow
selection of actuarial data

«

which case what happens to competition?
There are already grumbles from
insurers who want to use good quality
social and economic data to help them
underwrite, not just a very narrow
selection of actuarial data. Others are
concerned that the depth of data
simply won’t exist as the ageing
population is a new phenomenon: do
we really know enough about the risk
profile of an 80-year-old that commutes
to work every day — a rare beast now
but likely to be much more common
in the future? Old assumptions will be
challenged and altered.
All that said, the insurance industry
has brought some of this on itself through
its sheer lack of imagination. Making it
almost impossible for many over-75s to get
affordable travel insurance is not a clever
move. The industry should be looking at
much more flexible lifestyle packages that
wrap up a wider range of covers in a single

UK: +44 (0)20 7283 4004

David Worsfold is group editorial services director
at Incisive Media and secretary to the All-Party
Parliamentary Group on Insurance and Financial
Services www.appgifs.org.uk

South Africa: +27 (0)11 881 5576

www.elliottbauer.com
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Outcome of Faculty survey and Institute vote confirmed
The deadline for responding to the
Faculty consultation survey and the
Institute in-principle vote, both relating
to a proposed merger between the
Faculty and the Institute, was on Friday
8 August at 5pm.
The survey and the vote were
managed independently by Electoral
Reform Services (ERS), supported by
printed and electronic communications
from the Profession. ERS has confirmed
the following information.

Faculty survey
A total of 2791 fellows, honorary
fellows, associates and students of
the Faculty were invited, by e-mail
or mail, to take part in the survey. Of
these, 1366 (49% of those invited to
take part) responded — 1329 by email
and 38 by mail. One response was
found to be invalid.
Those who were invited to take
part were asked to indicate their

preferences on three options relating
to a proposed merger between the
Faculty and the Institute.
Of the responses received, 65.1%
of the valid responses gave their
first preference to Option 1 (‘merge
on negotiated terms’), 31.3% of
the valid responses gave their first
preference to Option 2 (‘don’t merge
— have formal agreement’), and
3.7% of the valid responses gave
their first preference to Option 3
(‘Faculty as a community’).

Institute vote
A total of 15 937 fellows, honorary
fellows, associates and students of the
Institute were invited, by e-mail or
mail, to take part in the vote. Of these,
6931 (43.5% of those invited to take
part) responded — 6670 by email and
261 by mail. Three responses were
found to be invalid.

Institute members were asked to
answer ‘Yes’ or ‘No’ to the question
‘Do you support a merger of the
Faculty and the Institute?’.
Of the responses received, 84.2% of
the valid vote was ‘Yes’ and 15.8% of
the valid vote was ‘No’.

Council meetings
The Councils of the Faculty and the
Institute will consider, separately
and jointly, the outcome of the
survey and the vote before a further
announcement is made, following the
next meeting of the Joint Councils on
19 September 2008.
If you would like to share your views
about the outcome of the survey and
the vote, please visit kan.actuaries.
org.uk and log in to the merger
discussion board.
Detailed analysis of responses and
comments to the survey and vote will
be shared with members.

Managing fraud risk:
process and failures

Past presidents’ dinner

The Past Presidents’ Dinner was held on 10 July 2008 at Staple Inn.
Pictured, front row: Stewart Ritchie, Nigel Masters, Nick Dumbreck and Stewart Lyon.
Back row: Roger Corley, Paul Thornton, Duncan Ferguson, Hugh Scurfield and Marshall Field.

Japanese television comes to Staple Inn
The Profession’s historic archives attracted
the attention of the largest Japanese
television station in July. The crew was
from the NHK Joho Network, based in
Tokyo and London, which broadcasts
NHK World Premium, a 24-hour Japaneselanguage channel.
The library’s special collection of books
and its archives were used as illustrations
for the television series entitled Beginnings,
on how aspects of modern life originated.
The first programme, filmed in part at

10
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Staple Inn, will look at early life assurance
and its role in modern society’s approach
to risk and financial provision from the
18th century.
It will focus on the life and work of
little-known James Dodson, who in 1755
devised the notion of ‘level premium’
calculated by age and paid throughout life,
for a life assurance policy that would then
be paid to dependants on death. Dodson
also mapped out how a life assurance
office would operate.

Managing fraud risk will be the subject
of a networking event at Staple Inn on
17 September.
Speakers include Julian ColborneBaber, a director in Deloitte’s forensic
and dispute services practice, and
David Hicks, who lead KPMG’s forensic
practice in insurance.
For more information, please visit
www.actuaries.org.uk/media_centre/events_
folder/?a=137191
The next networking evening will be
looking at the subject of financial fraud.

The archives were explained to the film
crew by Trevor Sibbett FIA, with the assistance
of Staple Inn librarian David Raymont.
Items of interest filmed for the
programme included James Dodson’s First
Lecture on Insurances and archives of the
Society of Equitable Assurances, which from
1762 first put Dodson’s ideas into practice.
Mr Raymont said the interest in the
Profession’s archives was indicative of their
international significance in the history of
insurance and ‘actuarial’ thinking on society.
The editing of the programme is expected
to be completed in September and is due to
air within three months.
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Younger members’
event gains Momentum
A new name, an international
location and an emphasis on
‘softer’ skills are expected
to make this year’s conference
set a new benchmark. Recently
retitled Momentum: the convention
for actuaries of today and tomorrow,
the event will be held in Berlin
between 3-5 December.
Organiser and conference
chairman Chris Venables
said: “We work on three key
principles: that the conference
should offer the same standard
of technical content as other
conferences for more senior
actuaries, that we take a holistic
approach towards the planning
to ensure that it provides a
balanced experience as well
as ensuring key themes are
reinforced, and that we go the
extra 5% to ensure we provide
the feel-good factor.”
He said that while technical
content and CPD requirements
would be met, other skills such as communication, teamwork and strategic thinking would
also be highlighted throughout the conference.
“We want to provide delegates with the skills that will allow them to take the next step
in their careers and we see real value in offering them the opportunity to develop their
softer skills.”
As the event targets actuaries who are newly or nearly-qualified, with up to around five
years’ post-qualification experience, he said these skills were essential for actuaries as they
developed their careers.
As chairman of the event for the past three years, Mr Venables has seen the numbers
attending increase steadily year on year since it was first held eight years ago, with
350 attendees in 2007. The newly named conference, formerly the Younger Members’
Convention, reflects an increasingly popular and successful event ideally placed to
offer delegates, hailing from a range of disciplines, the opportunity to network
and work together on group tasks. Mr Venables said that the importance of multidisciplinary teams and an increased focus on softer skills were two of the key challenges
faced by actuaries, according to research carried out for the recent strategic review
of the profession. He said the Momentum convention was unique in that it directly
addressed both of these issues.
Providing an enjoyable experience has also been a priority for the organisers, as the
conference tends to be the first for many delegates. In past years, activities have included
drumming workshops and Nintendo Wii games sessions.
The move to an international location in Berlin also signals a step forward for
the conference and Venables hopes to attract diverse delegates from across the UK
and Europe.
“You look at where the conference was five years ago, and it has really moved forward.
It has grown in every way, from the speakers and sponsors that we now attract to the effort
put into making the entertainment unique and memorable,” he said.
More information is available at www.actuaries.org.uk/conf_flyer/momentum2008.pdf and it
can be booked online now at www.actuaries.org.uk/members/transactions/conference_booking
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Life Conference goes
to Amsterdam!
The venue for this year’s Life Conference,
9-11 November, is the Amsterdam RAI
Convention Centre. It will be the first time
the event takes place outside the UK. The
Amsterdam RAI is conveniently located
in the southern centre of Amsterdam and
has excellent access by road and public
transport. For more information on
travelling to Amsterdam, the following
independent website www.seat61.com
provides excellent detailed information
on the various options available for
getting to Amsterdam.
For more information please visit www.
actuaries.org.uk/conf_flyer/life2008.pdf. To
register, visit www.actuaries.org.uk/members/
transactions/conference_booking or contact
Dawn McIntosh at dawn.mcintosh@actuaries.
org.uk or +44 (0)20 7632 2144.

Calling all mentors and
career models
Would you like to be a mentor for an
actuary moving from a traditional
practice area into the field of finance
and investment? You can find out more
about career models at www.actuaries.org.
uk/finance_invest/people/career_models and
mentors at www.actuaries.org.uk/finance_
invest/people/mentors.
If you are working in finance and
investment and would like to offer someone
moving into these fields the benefit of your
knowledge and experience, please contact
patricia.rustem@actuaries.org.uk

Credit crunch open forum
The credit crunch, the drying up of liquidity
and the corresponding increase in credit
spreads, has practical consequences for
actuaries in various fields. This open forum,
to be held at Staple Inn, at 5.30pm for
6pm on 10 September, will focus on the
implications for pensions and insurance, for
assets and liabilities. For more details or to
book a place, please visit www.actuaries.org.
uk/conf_flyer/CreditCrunch20080910.pdf

Keep on top of your CPD
The CPD reporting year has recently started,
so why not take the opportunity to plan
how you will keep on top of your CPD
requirements. You can find details of how to
maintain your CPD record, the courses and
activities available to help you fulfil your CPD
requirements, and the CPD Scheme at www.
actuaries.org.uk/members/cpd
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News in brief
Conference papers now available
Did you miss a session or a conference?
You can now access conference papers
presented at the health and care,
pensions, finance, investment and risk
management conferences. Please visit
www.actuaries.org.uk/knowledge/
publications_archive/conferences for
more details of these and other events.
CPD monitoring
Monitoring of CPD compliance for the
reporting year 2007 to 2008 is continuing
for Category 1 and Category 2 members.
A number of members who were noncompliant for the reporting year 2006 to
2007 and have continued to be noncompliant during 2007 to 2008 may be
referred to the Profession’s disciplinary
investigation team.
Presidential address
Institute president
Nigel Masters gave his
presidential address
at the Institute AGM
on 30 June 2008.
To read a copy of
the address, please
visit www.actuaries.
org.uk/presidents/
inst_add_2008.pdf. To listen to the
address, please visit www.actuaries.org.
uk/media_centre/news_stories/2008/
july/new_institute_president.
Join a research working party today!
Would you like to present a paper or
be involved in a research working party
for next year’s Finance, Investment and
Enterprise Risk Management conference?
The conference will take place in
Brighton, 21-23 June 2009, and the
organising committee is keen to hear
from anyone interested in contributing
a paper, an idea for a paper, or
volunteering to join a research working
party. Delegates are encouraged to
join no more than two working parties
to get the maximum benefit from the
event. If you would like to join a working
party or suggest a topic, please visit
www.actuaries.org.uk/practice_areas/
finance_invest/topics/firm_conference_
2009 or contact kate.harris@actuaries.
org.uk. For listings of suggested topics,
visit: www.actuaries.org.uk/__data/
assets/word_doc/0005/135842/
FinalCall_forWorkshopsForm.doc

?
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DWP changes interpretation of the transfer of
contracted-out liabilities without members’ consent
The Department for Work and Pensions
(DWP) has changed its interpretation of
the Contracted-out (Transfer and Transfer
Payment) Regulations 1996 [SI1996/1462],
and some members involved with tidyingup scheme arrangements may not be aware
of this change.
A bulk transfer of guaranteed minimum
pensions (GMPs) and/or post-97 contractedout salary related (COSR) scheme rights
without members’ consents can only take
place if it is a “connected employer transfer”
in accordance with these regulations. One
condition for a connected employer transfer
is that the transferring scheme and receiving
scheme are both “live” COSR schemes. The
DWP (supported by HMRC) is now of the

view that a former COSR scheme that retains
COSR rights (whether GMPs or post-97 COSR
rights) for former active employees does not
qualify as a “live” COSR scheme.
However, the DWP cannot provide
definitive interpretation of legislation and
has pointed out that pension schemes
considering such transfers would be best
advised to take independent legal advice.
The DWP has acknowledged that the
current legislation is unclear and has
confirmed that an amendment to the
regulations is being drafted, but this is
not likely to be forthcoming before April
2009. The DWP will also decide in due
course whether the amendment should
be made retrospective.

CMI publishes critical illness paper
The CMI has published Working Paper 33, A new methodology
for analysing CMI critical illness experience.
The paper further develops the methodology previously
used by the CMI Critical Illness Committee to analyse critical
illness experience. It also describes the derivation of best
estimate assumptions of the claim development distribution
and off rates.
The methodology and assumptions are used to produce
results for accelerated critical illness experience on a lives
basis for the years 1999 to 2004. These are the first results
the Committee has calculated that properly match claims
to exposure, but they do so in terms of settled claims,
not diagnosed claims, and so need careful interpretation.
Results for
1999 to 2002
are contained and the interpretation of these
results is discussed. The paper also illustrates
the sensitivity of the results to some of the key
assumptions.
To view a copy of the paper, please visit www.
actuaries.org.uk/knowledge/cmi/cmi_Working_
Papers/cmi_Working_Paper_33. Please send any
feedback, preferably by 30 September 2008, or
enquiries about the paper to ci@cmib.org.uk

Have your say
on pensions
The pensions practice executive committee
has launched a questionnaire to find out
what pensions actuaries want and expect
from the committee, and to make sure
support and services are developed to meet
members’ needs.
You can find the questionnaire at www.

actuaries.org.uk/media_centre/news_stories/2008/
august/pensions_practice_executive_committee.
The pensions area of the website, www.
actuaries.org.uk/practice_areas/pensions, has
recently been updated to include more
information about the committee and the
groups that report to it — communications,
consultations, CPD, developing issues and
research. If you would like to know more
about the committee, please contact martin.
hewitt@actuaries.org.uk
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A focus on the international community
Some 40% of the Profession’s membership
is resident overseas. In recognition of this,
the Profession has refocused its support to
its overseas members, and the international
committee has been reconstituted with a
challenging new set of objectives. Over the
next 12 months, the committee intends,
inter alia, to:
n Develop a section on the website for
overseas members and on international
matters
n Ensure that there is sufficient CPD
activity available for overseas members
who remain fully regulated by the
Profession (for information about partial
regulation see www.actuaries.org.uk/members/
communications/ealerts/subscription_changes)
n Develop an information resource for
UK-based members who are considering
moving abroad as part of their career.
More and more decisions affecting
actuaries at a local level are being made at
a supranational level and the Profession’s
strategy is to influence supranational
bodies through the International Actuarial
Association (IAA) and, within the EU, the
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Groupe Consultatif (GC). In this context,
the committee coordinates the Profession’s
input to the IAA and GC, ensuring that it
is proactive and forward looking. We also
ensure that the Profession is well represented
at the half-yearly meetings of the IAA and
Groupe Consultatif committees, which are
held in a different country on each occasion.
The most recent IAA meetings were
held in Quebec City and Peter Dingwall,
secretary to the international committee,
gives a personal perspective on these
meetings (see box, right). A full summary
of the IAA meetings in Quebec City can
be found at www.actuaries.org/LIBRARY/
Newsletters/June_2008_EN.pdf
Although the IAA is now principally an
association of associations, all Fellows and
Associates are also individual members of the
IAA. The primary benefit of individual IAA
membership is the eligibility to join any IAA
section. For more information about sections,
please visit www.actuaries.org/index.cfm?LANG
=EN&DSP=SECTIONS&ACT=INDEX
Michael Pomery, Chairman of the
International Committee

News

Impressions of Quebec City
Peter Dingwall reports on the recent IAA
meetings in Canada
As the diminutive Air Canada
Jazz turboprop crossed over Quebec
province, the captain advised
passengers a freak tornado was
passing though Quebec City and our
arrival would be delayed. Having
landed safely, I was taken to the
Loews Concorde hotel. Looking out
of the taxi window, I was astonished
at how much damage the storm had
inflicted in such a short space of time. I
pondered whether my eventful journey
to this province was a foretaste of the
excitement to come!
On arrival at the hotel, I noted a
cordoned-off area of the lobby,
where staff were clearing a large
pile of glass from the floor. The storm
had blown in a huge window, injuring
one person, and John Maroney, chief
executive of the Institute of Actuaries
of Australia, had been on hand to video
the incident.
For more on Peter’s adventure go to www.
the-actuary.org.uk/810717

September 2008

13

19/8/08 13:22:31

News

Education

New approach to
communications exam
Students are set to undertake pilots of
the revised CA3 Communications exam
in October and November. The changes
to the exam aim to improve students’
communication skills and to address the
poor pass rates in the past.
The changes have been designed to
provide students with the skills to both
pass the exam and become successful
communicators in their careers. If the pilots
are successful, the revised format will be
introduced alongside the existing exam
format in 2009.
The changes include:
n Introduction of a workbook that students
will need to complete before attending the
course
n A new two-day residential course during
which students will be assessed
n The opportunity for students to deliver
the presentations they have produced.
The completion of the workbook and
attendance at the residential course will
be compulsory.
Jenny Davenport of People in Business,
the external company developing and
delivering the exam, said students in focus
groups had reacted positively to the revision
of the exam.
“The students were very thoughtful and
enthusiastic and they all recognised the
importance of communication in their
careers. I think they have seen that in the
workplace, actuaries who have reached the
most senior levels are those with highly
developed communication skills,” she said.
“By revamping the course, we want to
increase the pass rate without reducing the
standard of the assessment.”
Ms Davenport said the communication

skills that the workbook and course aimed
to provide included the ability to plan
and structure writing, understand the
audience, identify key issues and deliver
effective presentations.
“Students need to understand the basics
of communication and have the confidence
to present their knowledge in the exam,”
she said. “I think the workbook and course
will help them do that.”
Head of learning, Trevor Watkins, said the
revised exam process came after extensive
consultations to ensure it provided students
with the skills they need in their careers.
“We have long recognised the need to
revamp the Communications exam in order
to test both oral and written skills. We have
consulted widely with students, employers
and universities to try to ensure we offer the
best in class course and assessment which
maintains standards and is an appropriate
test of communication skills,” he said.

Accreditation update
As part of the Profession’s ongoing
accreditation programme, two more
university schools are now offering
accreditation. The Management School
at Queens University Belfast is
delivering a BSc in Actuarial Studies.
Students who complete the programme
at the required standard may be eligible
to apply for exemptions from a
maximum of CT1 to CT8. The
School of Mathematics at the
University of Manchester is delivering
a BSc in Actuarial Science, and
mathematics students who complete
the programme at the required standard
may be eligible to apply for exemptions
from a maximum of CT1, CT3, CT4, CT5,
CT6 and CT7.

Business Awareness
by distance learning
A total of 20 students from countries
around the world, including Pakistan,
China and India, took part in the
Profession’s first business awareness
distance learning module. Developed for
students who are unable to attend a faceto-face course it includes online learning,
a business game, submission of exercises
and an online examination.
The business game proved popular with
students logging onto bulletin boards to
discuss strategies and submitting several
business decisions.
The winning team was Furnitures
Future — Rebecca Cichon (France),
Adrian Gurney (Switzerland), Samuel
Jackman (Israel) and Adhiraj Maitra
(India). For more information about
the distance learning module, please
visit www.actuaries.org.uk/students/
qualifications/bam/distance_learning

Are you up to the challenge?
Are you a fellow of the Profession? Would
you like to give something back to the
Profession while earning some CPD Hours?
If so, then why not think about becoming
an examiner?
The Profession is looking for volunteers
to join the Board of Examiners to set and
mark papers in all exam subjects. We
are particularly interested to hear from
you if you have been or are involved as
an assistant examiner. For more details,
including a job description and honoraria,
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please contact karen.brocklesby@
actuaries.org.uk.
We are also looking for volunteers
to become assistant examiners in all
subjects. The role includes: marking a
number of scripts for a particular subject
in one or two of the annual sessions of
examinations, ensuring that the marking
scheme is followed consistently, attending
a marking meeting before the marking
starts, and discussing with the principal
examiner of the subject any anomalies

in scripts or marking schemes during the
marking process. Full training is provided.
For more details, please contact susan.
owen@actuaries.org.uk.
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ASB closes discussion on pension reporting
The ASB has closed its invitation to
comment on January’s controversial
discussion paper The Financial Reporting of
Pensions. Among the proposals discussed
were the use of a risk-free rate to discount
pension liabilities and rejecting the
allowances made within the liability for risks
that are ‘unknowable’, for example, future
mortality changes.
The National Association of Pension
Funds (NAPF) claims that the proposals
could lead to increases in scheme liabilities
of between 25% and 100%. It also raised
objections to proposals to use actual rather
than expected investment returns in Income
Statements and the inclusion of pension
liabilities in scheme accounts.
Joanne Segars, NAPF Chief Executive,
said: “Like other regulators and standardsetters, the ASB cannot operate in a
vacuum, indifferent to the consequences
of its actions. Instead it must offer a ‘real
world’ solution to the issue of accounting
for pensions that, on the one hand, takes
account of the need for transparency, and
on the other the need to maintain good
quality defined benefit pensions that
provide valuable retirement income to
millions of working people.”

NAPF’s key concern is the likely
impact on current defined benefit
provision which could reduce further if
the proposals were adopted.
In a statement to the FT, Mike O’Brien,
the pensions minister, shared Ms Segars’
concerns about provision in the UK, adding:
“It is difficult to argue against greater
transparency. But while it is all very well
to be purist about transparency, in the real
world actions have consequences, and this
has produced a lot of concern.
“In the real world, employers could
suddenly be faced with a bill they were
not expecting and will consider whether
to close their schemes. I don’t want to
see that happen. There is a social need, as
far as possible, to keep good-quality final
salary schemes.”
The paper, which was intended to
“stimulate debate”, received over 90
responses. ASB chairman Ian Mackintosh
commented: “The responses contain a
variety of points of view and will be a
wonderful basis for redeliberating the
original paper. We now need to consider
the responses carefully to ensure the
aim to develop sound proposals for the
international community is fulfilled.”

Former Aviva boss honoured by University
Richard Harvey, the former CEO of
Aviva who left his career in the city to
support charitable projects in Africa, has
been awarded Manchester University’s
Outstanding Alumnus Award for 2008. The
award is presented each year to alumni
who have achieved distinction in their
profession, service to the University or the
wider community.
Harvey graduated from the University
of Manchester in 1971 with an honours
degree in mathematics. His degree was
sponsored by the Atomic Energy Authority
with the promise of a job upon graduation.
However, the changing economics of the
nuclear industry at the time meant that
the job never materialised.

Energy’s loss was the insurance industry’s
gain when Harvey then moved into
insurance, working his way up the ladder to
become chief executive of Norwich Union
New Zealand in 1992. In January 2007, he
stunned the industry by resigning from
his job and signed up to spend a year in
Africa working for Concern Universal (www.
concern-universal.org), a charity that aims
to improve the lives of people in some of
the world’s poorest communities.
Professor Paul Glendinning, head of
the School of Mathematics, said: “His
achievements are inspirational, and he is
undoubtedly an example to us all. We are
very proud to call him a graduate of the
University of Manchester.”

First Sharia-compliant insurer ready for business
Principle Insurance, the first independent
Sharia-compliant insurer in the UK, has
received approval from the FSA. Trading as
Salaam Halal, Principle will provide halal
home and motor cover and hopes to meet
the needs of the UK’s two million Muslims.
Sharia law requires the risk to be spread
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between all policyholders rather than being
transferred from the driver to the insurer.
Rather like a mutual insurer, policyholders
pay their “premiums” into a fund and
share any surpluses. Their payments are
invested by Principle in businesses whose
practices are in line with Islamic Law.

100 years of
state pensions
1 August 2008 marked the centenary of
state pension provision in the UK. The
1908 Pensions Act gave men and women
of good character and aged over 70 a
non-contributory means-tested benefit
of five shillings per week. This was
approximately 25% of the average wage at
the time according to a presentation by the
University and College Union (UCU) at the
2008 National Pensioners’ Convention.
Prior to the Act, the elderly relied on their
own capital, their families and, where these
were not sufficient, charity such as “Parish
relief”. Some of the worst off faced a future
in the workhouse.
Today’s state pension has come a long
way. Contributions-based and no longer
means-tested, the current basic provision
stands at £90.70 a week. This is now
paid to men from age 65 and to women
from age 60. According to the UCU
the 2008 basic state pension currently
equates to only 15% of average earnings.
However, it should be noted that a variety
of concessions, tax credits and other
subsidies are available to UK pensioners in
2008. Further details on the history of the
UK state pension can be found at: www.
direct.gov.uk

Pensions book planned
In January 2009, the Profession’s Ageing
Population Group plans to publish a book
to mark the centenary of the introduction
of state pension legislation.

Review of European
pensions directive
The European Commission has launched
a review of its European Pensions directive
outlined in 2003. The directive sought to
provide the regulatory mechanism needed
to encourage the development of panEuropean Occupational Pension schemes. It
was intended as the first step toward a single
market for occupational retirement provision.
A CEIOPS survey in 2007 found that there
were less than 50 cross-border occupational
pension schemes in existence, with most of
these based in either the UK or Ireland. The
vast majority of such schemes operated in
their home country and only one “host”
country. A very limited number operated
in more than four countries, with only one
scheme operating in over 10 states.
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Ombudsman reports on the ‘Equitable Affair’
Aegon Scottish
Abraham, the Parliamentary
Between July 1998 and December 2000
Equitable securitises Ann
Ombudsman, issued a substantial
■ They allowed Equitable to take credit for
a reinsurance arrangement which lacked
part of pension fund report in July on what she calls “The
Barclays Capital has completed the
securitisation of a portion of Aegon’s
unit-linked book. The deal monetises the
embedded value of the securitised business
providing a £250m injection of capital to
Aegon Scottish Equitable and enhancing the
business’ return on capital.
In addition, in each year for the first three
years, Aegon has the option to contribute
new business to maintain the level of
financing outstanding.
The transaction was rated single A by
Fitch, and is the latest in the insurancelinked securitisations’ market. The market
has grown steadily over the last 10 years,
however, entry is limited to investors
who have a sound understanding of
the dynamics of the insurance “assets”
underlying these contracts.
Aegon is likely to use the new capital to
expand its operations in emerging markets
such as the Far East.

Equitable Affair”.
As well as generally concluding that the
regulators (FSA, GAD and DTI/Treasury)
failed to properly exercise their regulatory
functions, her report catalogues 10 ﬁndings
of maladministration:

Pre-1998
■ They allowed the chief executive to
continue as appointed actuary rather than
insisting they were separate
■ Failed to question Equitable’s
solvency calculation or the
sustainability of its bonuses
■ Despite identifying the differential terminal
bonus policy (depending on whether the
policyholder took guaranteed annuity rates),
failed to follow this through
■ Failed to resolve apparently non-compliant
elements of Equitable’s regulatory returns
■ Allowed the returns to be
published without resolving the issue
of missing information.

economic substance
■ Failed to ensure that Equitable disclosed
the potentially serious impact of losing their
court case (Hyman)
■ Did not record the reasons for allowing
Equitable to remain open to business
■ Had unsound reasons for permitting
Equitable to remain open to new business.
After closure to new business between
December 2000 and December 2001
■ They provided misleading information to
policyholders and the public, announcing
that Equitable had been fully able to meet
its obligations.
After cataloguing the implications for
policyholders and the ﬁnancial losses, lost
opportunity costs and outrage caused to
them, Ms Abraham recommended the issue
of an apology by the regulators and the
establishment of a compensation fund. The
government is considering the matter with
a view to responding in the autumn.

Manage the Future
@RISK 5.0 sets a new standard in risk analysis. First released
in 1984, @RISK brings Monte Carlo simulation to Microsoft
Excel, showing different possible outcomes in any situation. Allnew version 5.0 builds on proven analytics with unprecedented
model sharing, new analyses, and total Excel integration. Browse,
navigate, analyze – while never leaving your spreadsheet.
MODEL Define risk in mere clicks with a gallery of thumbnail

@RISK 5.0
0

probability distribution functions. Share distributions with
others, or share your models with non-@RISK users.
SIMULATE Compute thousands of scenarios in seconds.
Illustrate the process to others with graphs and reports that
update in real-time during simulation.
UNDERSTAND New graphs and graph types are totally

www.palisade.com?actuary
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customizable and may be used in Excel, Word, or PowerPoint.
Combine with new analyses for greater insight than ever.
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From the world of general insurance
Asbestos, pollution and
health hazard developments
The Rhode Island Supreme Court has
rejected the state’s attempt to require
makers of lead-based paint to pay for the
inspection and remediation of hundreds of
thousands of buildings that may contain
lead paint. It is estimated that a decision
in favour of the state could have cost paint
manufacturers $2.4bn. The Court decided
that causation had not been proved and,
consequently, the manufacturers had not
created a public nuisance as contended by
the state.
The rating agency Moody’s has commented
on the significant reduction that it perceives
to have taken place in the US in relation to
the remaining exposures to asbestos and
environmental liabilities — this reduction was
a significant factor in the recent upgrading of
Travelers Insurance. The situation is, however,
a good deal different in the UK, where the
test cases on the liability to pay mesothelioma
claims continue in the High Court.

UK private motor insurance —
customer lies
According to a survey by the price comparison
website insurance.co.uk, 25% of motor
policyholders have lied to their insurers to
reduce their premiums. In particular, they
give incorrect information regarding the value
of their vehicle, the expected mileage and
use, and the security of their normal parking
arrangements. A spokesman also pointed
out that many motorists were unaware that
failure to provide correct information could
affect their cover. Another website, Uswitch.
com, has estimated that such untruths save the
motorists more than £1bn in premiums every
year, although it could cost them four times
this amount if their insurers refused cover on
the grounds of their lying.

UK injuries at work
A report by the Centre for Crime and Justice
Studies at King’s College, London has blamed
lack of strong Government regulation for the

For more news
The following items can be found on
the website:
n Other regulatory developments
n Premium rates across European
markets
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
18

September 2008

018_Actuary_0908_General.indd 18

high level of death and injury at work in the
UK. It pointed out that the Health and Safety
Executive prosecutions in relation to those
injured and killed at work had reduced by
37% over the past 4 years. It also suggested
that only 25% of reportable non-fatal
accidents are actually reported by employers.

Florida Hurricane Catastrophe Fund
The Florida Hurricane Catastrophe Fund has
issued a further $625m of bonds to meet
the claims from the hurricanes in 2005.
This follows earlier issues of bonds and
notes amounting to $7.65bn in relation to
these events. The latest issue will be funded
by a two-year extension of the existing
1% levy on policies in the state. The FHCF
provides hurricane reinsurance to insurers
in the state, but has recently been criticised
for charging considerably less than the
technical premium rate for this coverage.

Non-life claims reserving levels
A report by Conning Research and Consulting
suggests that the strength of non-life claims
reserves deteriorated slightly in 2007. This
is in spite of their findings that the reserves
for the 10 most recent accident years had
strengthened — their concern related to the
emergence of significant adverse development
from the older accident years, where an
additional $6bn emerged during 2007.

Lloyd’s
Lloyd’s has withdrawn its representative
in India in view of the lack of progress in
liberalising the Indian insurance market.
It will continue with a scaled-down ‘care
and maintenance’ office in Mumbai, but
will no longer have a full-time presence
in the country. Nevertheless, Lloyd’s is
said to remain committed to the Indian
insurance market, and would expect to
expand again when market conditions
make it appropriate.
The High Court in London has ruled
against a group of Lloyd’s names who
contended that they were misled by the
withholding of information regarding
the nature of ‘reinsurance to close’ (RITC)
contracts in the early 1990s. The main issue
at stake was whether documents provided
by Lloyd’s to names, when they joined the
market, indicated that a name could resign
from the market at the end of any year
and leave without any residual liability.
Lloyd’s successfully argued that the wording
of the documents showed the RITC to be
reinsurance, not novation of the business,

Solvency II
A group of leading German risk
managers are planning to form an
association to represent the interests
of captive insurers in Europe, and
particularly the threat posed by the
introduction of the Solvency II capital
adequacy regime. One specific concern
is that the European Commission may
not differentiate adequately between
captives that write parent business
only, those which include third party
business and those owned by insurers
or reinsurers who use them as a means
of maximising capital efficiencies or to
reduce tax liabilities.
The largest protection and indemnity
club, UK P&I Club, is aiming to raise
$100m by issuing capital securities
on the London Stock Exchange. This is
understood to be in preparation for the
new capital requirements under
Solvency II, which the UK Club’s
management believes will substantially
increase the minimum capital
requirements for the organisation.

and that, therefore, a continuing liability
existed. The names are expected to appeal
the judgment.
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1000th Irish Institute member
French actuary Anne Emily has been admitted
as the 1000th member of the Society of
Actuaries in Ireland. Ms Emily of Partner Re
in Paris became an Associate Member of the
Society under a European mutual recognition
agreement that facilitates actuaries to practice
in other countries.
With a BSc in Mathematics from Brest
University, Ms Emily is a fellow of the French
Institute of Actuaries (1994) and associate of
the Singapore Actuarial Society (2007). She is
pictured with Mr Philip Shier, president of the
Society of Actuaries in Ireland.

Anne Emily receives her Waterford crystal vase

Crossing the English Channel
In July, Kaise
Stephan swam
across the English
Channel to raise
money for the
Children’s Hospital
at Westmead in
Sydney. Here
he describes his
encounter with
jellyfish, and his
elation at reaching
the French coast
after more than 12
hours in the water.
Kaise likened the challenge of preparing
for the swim to his actuarial exams. The
fellow of the Institute of Actuaries of
Australia completed the crossing from
Dover to Cap Gris Nez in France after
two and a half years’ training. He said the
actuarial skills he had gained during his
career and education had prepared him for

Building blocks
Paul Thornton seeks funding for a new
mathematics building at Oxford
The Mathematical Institute at Oxford has
exciting plans for a new building to bring
together everyone from its current sites.
Designed by the internationally renowned
architect Rafael Vinoly, it is the first build
on the larger University redevelopment of
the Radcliffe Infirmary site on Woodstock
Road. Needless to say, this will complement
the beautiful listed buildings.
The Mathematical Institute has secured
a generous lead donation, which will be
matched by the University and go some
way towards the building cost of £70m.
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the gruelling challenge.
“Skills that I have learnt in my career
as an actuary were a big help,” he said. “I
had to research the swim, fully understand
what was involved, know the risks that
could lead to possible failure, and prepare
myself against each. It was a mental and
physical challenge requiring tremendous
toughness, not unlike the actuarial
qualification exams!” he said.
He said the crossing had been difficult
but enormously rewarding. “It was an
amazing day for me. After 12 hours and
32 minutes in the water, it was emotional
to touch ground again. I was exhausted,
but exhilarated.”
If you would like to donate to the appeal
to raise money for equipment for the
Oncology Department at the Children’s
Hospital at Westmead in Sydney, please
visit www.channelcrossingforlife.com.
For an unabridged version of this article,
visit www.the-actuary.org.uk/810689
However, a substantial amount still needs to
be raised.
A large proportion of Oxford
mathematicians notably join the actuarial
profession and maintain close Oxford
links. As a member of the Development
Committee, I have been asked to seek help
and support for the new building from the
actuarial profession.
The actuarial courses at Oxford are
among the most heavily subscribed
options for both mathematics and statistics
undergraduates. The new building will
provide an open and inviting working
environment for students, academics and
visitors alike.
If you would like to make a donation,
please contact paul.thornton19@btinternet.com

Three generations of ‘Jecks FIA’
This summer’s recently published examination
results brought a buzz of excitement to the
Jecks household, as they celebrated Martin
Jecks (Watson Wyatt) joining the ranks of his
father and grandfather as an Institute fellow.
The line of Jecks actuaries began more than
80 years ago, when a young Peter Jecks (born
in 1920) decided to embark on an actuarial
career and unknowingly started a trend that
would continue for three generations.
It is not easy to pin down exactly why
Peter Jecks decided to become an actuary. He
believes it was because another boy at school
had chosen that career, and because his father
thought it was a promising occupation. Peter
started his career at the Phoenix Assurance
Company in September 1937. After the War,
he became a ‘lifer’ at Legal and General;
qualifying in 1951 and becoming the UK’s first
IT manager for an insurance company.
In 1957, Keith Jecks, son of Peter, was
born. Officially, Keith followed in his
father’s footsteps out of a respect and
passion for actuarial science. The reality
is that at 14 years old, he was told that
actuaries were highly paid professionals
and that was reason enough to set about
establishing the second generation of Jecks
actuaries. Keith realised that Peter had
enjoyed a good working life and following
the ‘old man’ did not seem such a bad idea.
Keith qualified in 1982, has spent most of
his 33 years in the industry in the investment/
banking world and is currently an investment
consultant with Watson Wyatt.
Third-in-line, Martin Jecks, born in 1980,
qualified this year. When asked why he
decided to join what was beginning to look
like the family business, he said: “because
accountancy makes me want to cry, and it’s
harder than CFA.” Martin has worked at
Watson Wyatt for the past five years where
he is also an investment consultant. Not to
be outshone by his father and grandfather,
Martin is keen to point out that he was the
first Jecks actuary to join Watson Wyatt,
and is the only one of the three generations
of actuaries with a ‘proper’ degree — Peter
having studied for his at night school and
Keith not having a degree at all.
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Win tickets to A Disappearing Number
Following its triumph at the Barbican last
year, multi-award winning play A Disappearing
Number returns by popular demand.
It is inspired by the collaboration
between English mathematician GH Hardy
and Indian prodigy Srinivasa Ramanujan
— one of the most mysterious and
romantic mathematical collaborations of
all time.
It’s a story about connections between
ideas, cultures, and times, crossing
three continents and several histories.
In London, a man attempts to unravel
the secrets of his lover. In Bangalore, a
woman collapses on a train. In Cambridge
in 1914, Professor GH Hardy seeks to
comprehend the ideas of Srinivasa
Ramanujan. Simultaneously a narrative
and an investigation, A Disappearing
Number weaves a provocative theatrical
pattern about our relentless compulsion to
understand.
Conceived and directed by Simon
McBurney, with original music by Nitin
Sawhney, A Disappearing Number runs from
10 October to 1 November at the Barbican
Theatre, Barbican Centre, Silk Street,
London EC2Y 8DS.

To be in with a chance to win a pair of
tickets to see A Disappearing Number on
Saturday 11 October, please answer the
question below and e-mail your answer to
readeroffer@actuaries.org.uk together with
your contact details.
The closing date for entries is 2pm on
Friday 19 September. The editor’s decision
is final.

Question: Who wrote the music
for A Disappearing Number?

For full details about A Disappearing Number
or to purchase tickets, please visit www.
barbican.org.uk/bite or call 0845 120 7515.
Terms and conditions
1 The promoter is the UK Actuarial Profession.
2 Entry is open to members of the UK Actuarial
Profession. No purchase necessary.
3 The prize is two tickets to see the evening
performance of A Disappearing Number on
11 October 2008 at The Barbican Theatre,
London. Tickets cannot be exchanged for
a different performance and there is no
cash alternative.
4 Completed entries must be received by 2pm on
19 September 2008.
5 Only one entry will be accepted per person.
6 The winner will be decided by a random draw
from the correct entries received by the closing
date.
7 The winner will be notified by e-mail on
22 September 2008 and the winner’s name
announced in the November 2008 edition of
The Actuary.
8 The judges’ decision is final and no
correspondence will be entered into.
9 Employees of organisations connected with
this competition are not eligible for entry.
10 The Actuarial Profession reserves the right to
use the winner’s name in promotional materials.

More than just an actuary: finding peace and calm
Abigail Caldwell discusses her volunteer work
for the Samaritans
Stress down day and Time for tea; two
campaigns that by the sound of them
would have my full backing even before
I knew who was running them! So what
sort of organisation encourages us to make
time for a cup of tea and a chat and to wear
slippers to work as part of a ‘stress down
day’? The answer is the Samaritans.
I started volunteering for the Samaritans
when I moved down to London to start
my job at Ernst & Young. I had done some
very similar charity work at university and
had always found it gave me peace of mind
and a sense of calm that I could not find
anywhere else. That was four years ago and
I have not looked back since.

Through volunteering I have
encountered some of the most incredible
people that I would otherwise not have had
the opportunity to meet. I also feel that
the training I have received, and continue
to receive (CPD is not just for actuaries!),
makes me a better listener. We are all
very good at hearing each other but the
Samaritans training taught me how to really
listen to other people.
So what does being a Samaritan involve?
It really depends on how you want to get
involved. The Samaritans provide many
services ranging from listener schemes
in prisons and developing emotional
awareness and learning in schools, through
to our festival branch, which offers an
empathetic ear to any welly-clad festival-

goer who needs someone to talk to. There
is so much you can do as a volunteer;
organising information evenings,
helping with recruitment drives, running
training sessions and, most importantly,
organising socials.
As a listening volunteer I find the shifts
fit quite easily around my job and the
fundraising events I have attended have
always been fantastic — energetic and fun
with a real sense of achievement at the
end of the day. In joining the Samaritans I
wanted to help other people find peace in
their lives. Little did I realise that it would
bring such a sense of peace to my life too.
If you would like more information on
the Samaritans, or find out how you can get
involved, please visit www.samaritans.org

Births

Deaths

Marriages

n Garry Swann (Mercer) and his
wife Elesa are pleased to announce
the birth of their twin sons Phillip
Cameron and Matthew David, born on
3 June.

n Robert Hogarth died on 12 July, aged
68. He became a fellow of the Faculty
in 1966.
n David Hepburn Craighead died on 2
August, aged 89. He became a fellow of the
Institute in 1949.

n Otto (Tillinghast) and Marguerite (Ernst
& Young) Beyer married on 23 February in
Pretoria, South Africa.
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Tuesday 30 September 2008

SIAS Social Event

Welcome Drinks

This is an opportunity
for new members of
the profession to visit
Staple Inn. They will
meet some fellow
professionals and learn
about the challenges
and opportunities
that are faced by new
entrants. There will also
be entertainment and
refreshments.

Staple Inn
6.30pm

Thursday 30 October
SIAS Pool Night
Rileys IQ Pool Bar
16 Semley Place,
London,
SW1W 9QJ
6.30pm

Friday 14th November 2008
Annual Supper
The Brewery,
Central London

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 Social Event
Enjoy a well deserved reward for a year of
hard work. Come and join us at the sophisticated
Brewery venue for a sparkling wine reception

and delicious three course meal. Music and
dancing until late — see the website for
more details.

6.30pm

For details of events, visit www.sias.org.uk
22
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Events

Events
Actuarial Profession
Wednesday 10 September
Open forum on the
credit crunch: practical
consequences for actuaries
Staple Inn Hall, London
Thursday 11 September
CPD event: Professionalism
event for experienced
actuaries, London
Thursday 18 September
Highlights of the 2008
Pensions Convention
Staple Inn Hall, London
Monday 22 September
Sessional Meeting:
Mortality Scoping Group

Staple Inn Hall, London
Tuesday 23 September
Conference: General
Insurance Convention
(GIRO) 2008, Sorrento, Italy
Wednesday 24 September
Evening meeting: The role
of the CRO in ERM
Clydesdale Bank Exchange
Building, Glasgow

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
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Wednesday 8 October
Seminar: Life insurer
taxation, KPMG offices,
Edinburgh

International
Actuarial Association
Wednesday 1 October
18th International AFIR
Colloquium, Rome, Italy

Tuesday 23 to Thursday
25 September
Training course:
Trusteeship for today’s
trustee,
Westminster,
London
Tuesday 30 September
Training course:
Inside investment,
Westminster,
London

Monday 29 September
One-day workshop: Using
strategic concepts (CPD)
Staple Inn Hall, London
Tuesday 30 September
One-day seminar: CILA II
Royal College of
Physicians, Edinburgh

Wednesday 3 September
Regional meeting and
dinner, Radisson SAS Hotel
Birmingham

National Association
of Pension Funds
Thursday 4 September
Meeting: Local Group
Liaison Committee,
Westminster, London

Thursday 4 September
Regional meeting and
dinner, Holiday Inn
Theatreland, Glasgow

Monday 15 September
Hot topic seminar:
Trustee self-assessment,
Westminster, London

Pensions Management
Institute
Tuesday 23 September
PMI Autumn Conference
Sheraton Park Lane Hotel,
London

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

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

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

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

Norwich Actuarial
Society
Meetings usually held at
the offices of Norwich
Union, Surrey Street,
Norwich NR1 3NG.
Hon sec Gemma Thompson
T +44 (0)1603 684 460
E gemma.thompson@
norwich-union.co.uk

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

Actuarial Profession
Actuarial Profession
events
See event listing for
location details. See also
www.actuaries.org.uk

Thursday 18 September
Sessional meeting,
Jolly Hotel St Ermin’s,
London

Association of
Consulting
Actuaries
Tuesday 2 September
Regional meeting and
dinner, The Midland Hotel,
Manchester

Event listings

Contacts

Monday 6 October
Faculty Presidential Address
Royal College of
Physicians, Edinburgh

Association of
Consulting Actuaries
Meetings held at Jolly
Hotel St Ermin’s, Caxton
Street, London SW1 unless
otherwise stated, 5.30pm,
dinner at 7pm for 7.30pm.
Secretariat
T +44 (0)20 7382 4594
E tracey.gleed@aca.org.uk
Birmingham Actuarial
Society
Meetings held at 5pm
for 5.30pm, followed
by drinks locally. Nonmembers welcome.
Hon sec Thomas Alden
T +44 (0)121 633 6786
E thomas.alden@
landg.com
Bournemouth
Actuarial Society
Meetings held at 6.30pm.
Non-members welcome;
contact hon sec.
Hon sec Jacky Cheung
T +44 (0)1202 292333
x2149
E jacky.cheung@liverpoolvictoria.co.uk
Bristol Actuarial
Society
Meetings held at 5.30pm,
with tea from 5pm.
Hon sec Nicola Smith
T +44 (0)117 989 3144
E nicola.j.smith@axasunlife.co.uk

Faculty of Actuaries
Students’ Society
Sessional meetings
held at Standard Life
House, Edinburgh, 5pm
for 5.30pm.
Contact hon sec
for details.
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

London Market
Actuaries Group
Thursday 18 September
Sessional Meeting

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

Wednesday 8 to Friday
10 October
NAPF Annual Conference
2008, Scottish Exhibition
& Conference Centre,
Glasgow

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 Actuaries
in Ireland
Wednesday 17 September
Evening meeting
and dinner
Society of Pension
Consultants
Thursday 25 September
Evening meeting,
Appold Street, London
Worshipful Company
of Actuaries
Monday 29 September
Election of Lord Mayor,
Guildhall, Gresham Street
Wednesday 8 October
Autumn Livery Dinner,
Armourers’ Hall, Coleman
Street, London
Other
Sunday 21 September
11th Actuaries’ croquet
tournament, Bath

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

Modelling

Look closer
Solomon Green challenges us to question
the reliability of financial models

Solomon Green
spent most of his
career managing
investments. Since
retirement, much of
his time has been
devoted to his other
roles as a charitable
trustee and as an
expert witness.

the results were so different that the model
would be useless for prediction.
From this observation, Chaos Theory was
born. It is not necessary to understand the
mathematics that describes the behavior
of these non-linear dynamical systems
to draw lessons from them. One that
springs immediately to mind is to question
the credence that can be placed on the
predictions of some modern climate models,
which include as many as forty variables,
when inaccuracies of less than one in a
thousand caused Lorenz’s twelve variable
model to fail as a predictor.
It is not only sophisticated models that
should be treated with circumspection.
As events over the past two
years have shown, even the
simplest of models can be
flawed. For example, the model
that permitted banks to bundle
loans into collateralised debt
obligations and peddle them
to each other made insufficient
allowance for the migration
of risk. It ignored evidence
that, in certain conditions, poor quality
risk invariably infects higher quality risk.
The same model also failed to recognise
that a package of risk that was rated AA,
because it was guaranteed by an insurer
or a bank, might only remain AA so long
as that guarantor retained its own AA
rating. If the investment bankers, their
institutional clients and their regulators all
failed to detect the basic errors in the simple
collateralised debt models, how likely is it
that they will recognise fundamental flaws
in more complex models?

which Fischer Black, in his dissertation How to
Use the Holes in Black Scholes, pointed out no
less than 10 flaws.
While this formula can be derived from
the binomial distribution, for which the
normal distribution may provide a useful
approximation, the assumption that price
changes follow a Gaussian distribution
is a specific requirement for many other
financial models. More than 40 years
ago, Benoit Mandelbrot, the father of
fractal geometry, showed that any such
assumption was fallacious. Since then, the
distinguished financial economist Eugene
Fama has written: “If the population of
price changes is strictly normal, on average

» The sheer elegance of the

mathematics used in the
construction of a model often
obscures the flaws in the basic
underlying assumptions

Insofar as the propositions of mathematics
give an account of reality they are not certain;
insofar as they are certain they do not describe
reality. Albert Einstein

F

ollowing the death earlier this year
of Edward Lorenz, several obituaries
reminded us of his eureka moment.
He was re-running a weather model
on his computer when he found that the
results were very different from those of the
previous simulation. In the first simulation,
the readings, which he had entered into his
twelve-variable model, were accurate to six
decimal places, whereas in the rerun the
same readings were only accurate to three.
The maximum margin of error in each
reading was less than one tenth of 1%, yet
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Matters of elegance
In the preface to his popular exposition
of relativity, Albert Einstein quotes with
approbation the precept of the theoretical
physicist, Ludwig Boltzmann, that matters
of elegance should be left to the tailor and
to the cobbler. The sheer elegance of the
mathematics used in the construction of a
model often obscures the flaws in the basic
underlying assumptions. A much-quoted
example is the translation of the basic heat
exchange equation into finance using the
Black-Scholes Option Pricing formula, in

«

for any stock… an observation more than
five deviations from the mean should be
observed about once every 7000 years. In
fact, such observations seem to occur about
once every three to four years”. Even now, a
number of academics still continue to base
their stock market models on the discredited
bell-shaped curve.
All distributions that assume price
continuity are potentially flawed because
share price movements are discrete and
not continuous.
Asset liability models introduce yet
another potential flaw since most of them
make assumptions about the volatility of
equities. To what extent, however, are such
assumptions valid, since not only does
equity volatility fluctuate with time but it
is also discontinuous? These discontinuities
can be both frequent and substantial. The
correlation ratio between individual shares
and the equity market is so inconstant
that instantaneous changes of sign are
often observed. Perhaps it is for this reason
that the best-known volatility index, the
VIX, has been based on the movement
of the derivatives of the S&P 500 index,
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rather than directly on movements in the
underlying index. In passing it is noticeable
that the Chicago Board Options Exchange
has stopped using the Black Scholes Option
Pricing model when calculating the VIX.
Of course, sign changes can be overcome
by squaring, as in the Sharpe model. It places
equal weight on both positive and negative
returns, even though this risk evaluation
makes the risk of profit appear as undesirable
as the risk of loss. More than 15 years ago,
thanks to the intervention of two actuaries
Clarkson and Plymen, even Harry Marcowitz
recognised that his use of standard deviation
was erroneous and switched back to using
semi-variance in his models. Despite that,
most investment salesmen still quote Sharpe
ratios rather than the more technically-sound
downside-risk Sortino ratios. As the famous
mathematician Georg Cantor observed, when
propounding the law of conservation of
ignorance, a false conclusion once arrived at
and widely accepted is not easily dislodged
and the less it is understood the more
tenaciously it is held.

Playing havoc
Another mathematician, Morris Kline, has
explained such obstinacy in the following
terms: “…mathematics deals with the
simplest concepts and phenomena in the
physical world. It does not deal with man
but with inanimate matter. The behaviour
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of matter is repetitive and mathematics can
describe it. But in economics… mathematics
is far less useful.”
When asset liability modelling first
became fashionable, there might have been
some justification in assumptions about the
volatility of ordinary shares. Price variations
of as little as 1% or 2% were noteworthy.
Today, with the exponentially increased
use of short-selling, derivative trading and
lower trading margins, it is not unusual for
the price of even a FTSE 100 stock to vary
more than 10% in a single day without any
apparent cause. If this plays havoc with
assumed volatility, imagine how much
more havoc it can play for those such as
derivative traders who are required to mark
to market. How often should they mark?
At what time of day? How does one justify
using the closing price when, on the next
day, the opening price of the underlying
can be marked up or down by 5% or more?
No wonder if, occasionally, losses are so
great that even the banks are forced to
acknowledge them. When that occurs
the trader is always blamed but should
not the fault be placed on the bank’s own
inadequate trading model?
While behavioural finance is now widely
accepted there are many, even within our
own profession, who prefer to ignore the
human element in markets. Although
Fama, one of the earliest proponents of

Investment

the efficient market hypothesis, has now
recognised that markets are not efficient,
many financial models are still based on the
assumption that efficiency exists and man
plays little or no part. As an interesting aside
the mathematician John Paulos has shown
that logically markets are efficient if, and
only if, no one believes them to be efficient.
So, how useful are models in the real
financial world? Although they may have
been verified by back-testing, the best models
can still provide only a guide and no certainty
as to the future. There are usually too many
variables, of which the human element is but
one, for more substantial reliance to be placed
on them. Because the elegant mathematics
used in the derivation of the more abstruse
models often obscures the invalidity of the
assumptions upon which those models have
been based, it is not possible to ascertain with
any certitude the frequency or magnitude of
possible failures.
Two Nobel Laureates were among those
professors of financial economics who
created the models on which Long-Term
Capital Management was based, on the
“belief that tomorrow’s risk can be inferred
from yesterday’s prices and volatilities”.
But this belief “was Long-Term’s basic
mistake, and its stunning losses betrayed
the flaw at the very heart — the very brain
— of modern finance”. These excerpts
from Lowenstein’s When Genius Failed are
followed by his conclusion that: “The next
time that a Merton proposes an elegant
model to manage risks and foretell odds, the
next time a computer with perfect memory
of the past is said to quantify risks in the
future, investors should run — and quickly
— the other way.”
As Lowenstein indicated, even those
models that accurately reflect every aspect
of the market, if such models exist, may
well be suspect. For markets reflect price not
value. A past generation of actuaries were
not afraid to question market prices. Today
neither the regulators nor the auditors
permit such arrogance. If there is a role left
for the actuary in modern finance it should
surely be to ensure the validity of all the
assumptions underlying any model that is
being used, no matter how simple or how
complex that model.
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Probability theory

A short guide to the Kelly Criterion
William Ziemba introduces the Kelly Criterion, a formula used to maximise the long-term
growth rate of wealth for both gamblers and investors alike

Odds

Expected return

Likelihood of being
chosen in the simulation

Optimal Kelly wager

0.57

1-1

1.14

0.1

.14

0.38

2-1

1.14

0.3

.07

0.285

3-1

1.14

0.2

.0475

0.228

4-1

1.14

0.2

.035

0.19

5-1

1.14

0.1

.028

Table 2: Results of 1000 simulated trials with £1000 initial wealth
Final wealth

The Kelly Criterion dates from the 1956 paper
where John Kelly sketched the idea that by
maximising the expected logarithm of final
wealth in every period, one would have good
final wealth. In 1961, Leo Breiman proved
that the Kelly strategy would give more wealth
than any other “sufficiently different” strategy
in the long run. Indeed, the ratio of the log
investor’s wealth to the “other strategy” is
wider and wider as time increases without
limit. Later, Thorsten Hens and Klaus ShenkHoppe proved that if there was one Kelly log
better and a finite number of other betters all
competing for the same wealth, then the Kelly
better would, in the end, not only get the
most wealth but would get all of it.
Sports betters and investment
professionals (including some of the greatest
hedge fund managers of all time) have all
used such strategies. An understanding of

Number of times the final wealth out of 1000
trials was...

Strategy

Min

Max

Mean

Median

>500

>1000

>10 000

>50 000

>100 000

Kelly

18

483 883

48 135

17 269

916

870

598

302

166

Half-Kelly

145

111 770

13 069

8043

990

954

480

30

1

the mathematics of gambling risks versus
rewards helps these investors.

Flawed applications

In the short run, Kelly wagering is quite
risky, since the log function is the most risky
utility function that one would ever want
to use. This is measured by the Arrow-Pratt
risk aversion index, which for the utility
function u(w) of wealth is: -u”(w)/u’(w)=1/w
and is essentially zero for even moderate sized
wealth as Figure 1 illustrates. Observe that
for the half-Kelly strategy (50% in cash, 50%
in the Kelly strategy), final wealth is usually
lower but the wealth path is much smoother.
To win, you must have a strategy with positive
expectation, as the
Figure 1: Wealth level histories from betting on
Kelly and halfKelly strategies
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Table 1: The wagers
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book, Fortune’s Formula. Indeed, Motley Fool,
Morningstar and other investment advisers
recommend the strategy. Unfortunately, most
applications like the discussion in Poundstone
are flawed. One needs to use multivariate
non-linear programming to compute optimal
policies and there are dangers, as well as
benefits, from these strategies.
A simulation Donald Hausch and I carried
out in 1986 illustrates the medium-term
properties of Kelly and half-Kelly strategies.
You have five possible investments, each with
a 14% advantage. So, a £1 investment returns
£1.14 on average. The wagers are odds of 1:1
with a 57% chance of getting £2 and a 43%
chance of losing. Then there are 2-1, 3-1, 4-1
and 5-1 wagers, as shown in Table 1.
You make 700 independent bets starting
with £1000. Table 2 shows the results from
1000 simulations. The full Kelly strategy
multiplies initial wealth by over 100 times,
16.6% of the time and by over 50 times, 30.2%
of the time. This is huge growth but the cost
is that there is only an 87% chance of being
ahead, such as ending up with more than
£1000. Half-Kelly loses the great growth but
is ahead 95.4% of the time. Hence, there is a
growth-security trade-off. However, even with
the half-Kelly strategy, you are not assured to
win in the end. Indeed, the minimum pay-off
is £18 for the Kelly from £1000 and £145 for
the half-Kelly. How can this be? You have 700
independent bets, all with a 14% advantage.
Unfortunately, a bad scenario can occur and
lead to losses. The Kelly strategy is not a sure
thing but, if used carefully, is very valuable.
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Striking the perfect balance
Price optimisation is one of the hottest topics in personal lines pricing.
James Tanser looks at the benefits and challenges
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premiums with regard to a particular business
objective. It involves determining an
optimum price for a service or product that
incorporates an understanding of market,
consumer and competitor behaviour. It uses as
building blocks:
n Information on how customer
characteristics affect claims experience
n Retention and conversion behaviour
n Propensity to purchase additional cover
and products.
These components are combined in a
model that allows a company to investigate
how different pricing strategies might affect
the profitability of the company and the
number of policies written. This model is then
used to determine, on a policy-by-policy basis,
the premium that delivers the company’s
objectives. The actual methodology used
to deliver this can vary but all the methods
have a common aim of balancing
profitability, practicality and
retention (and new business) rates.
The final pricing strategy selected
will depend just as much on the
company’s objectives as the data
and models used. The same models
and data will produce radically
different premiums if the target is to
grow volume at 10% a year, rather
than to maintain current volume and increase
profitability. Similarly, models that consider
cross-selling may lead to premiums different
from those calculated by models that do not.

lower uncertainty over costs; their cash flow
involves a fixed net premium rather than an
unknown claims cost, and they often have
access to a wealth of customer information
unavailable to the insurer.
Direct writers, although they have less
information than some intermediaries,
are also well placed to benefit from
optimisation. The ability to change rates and
monitor the resulting changes in consumer
behaviour in close to real-time allows the
construction of accurate models of customer
behaviour. It seems likely that optimisation
will continue its move into the mainstream
for this area of business.
Other insurers may find themselves
struggling to build accurate models, as a
result of these information asymmetries.
Smaller insurers may simply not have
sufficient volume or flexibility to apply

» The ability to change rates

and monitor the resulting
changes in consumer behaviour
in close to real-time allows the
construction of accurate models
of customer behaviour

P

rice optimisation has become
established in the UK and a small
number of other markets as the best
way to build or maintain a profitable
business. The price should be set so that the
costs of doing business are covered, and it
should include a reasonable margin for profit.
In personal lines insurance there has been a
technological and informational arms race to
find the perfect balance between inadequate
and excessive premiums. Finding this balance
forms the essence of price optimisation.

What is price optimisation?
The term ‘price optimisation’ can describe
a whole range of techniques that combine
information about expected claims experience
and customer behaviour to calculate optimum
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Why optimise?
Optimisation offers the possibility of
achieving higher profitability compared
to a straightforward cost-plus approach.
The method allows potentially profitable
segments of the market to be identified and
targeted with attractive premium rates, for
example, by accepting low profitability on
a policy because of its future cross-selling
potential. In particular, these methods
enable a company to adjust premiums to
allow for differing price sensitivities in
different segments of the market.
The more information you hold on an
individual, the more accurately you can
predict their behaviour. This means that
affinity groups and similar intermediaries have
a key advantage. An intermediary has much

«

these methods. For larger companies that
place a significant portion of their business
through intermediaries, the problems will
relate to the amount of data their partners
are willing to give them. In the worst case,
these companies may be forced back to a
bare-bone, cost-plus model, producing a
completely commoditised policy at the
lowest cost possible, effectively ceding all
the customer value to the intermediary.

Practical considerations
So, if optimisation is right for your company,
what are the key areas to consider? Before you
even start work there are a number of issues
that need careful thought, including legal
considerations, price promises, market and
brand positioning.
In the European Union, the gender
directive allows, subject to the local
implementation, the use of gender as
a rating factor if it is accompanied by
published information on the underlying risk
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characteristics. While it seems unlikely that
any one individual will challenge the price
differential between two policies, it remains a
possibility that a pressure group will require
an insurance company to explain its practices.
If the optimisation assumes different price
elasticity for men and women, the resulting
premium differential may be hard to justify
on the basis of the published risk data.
Marketing material often includes price
promises, such as “10% off if you buy
online”. Where this is the case you will need
to include a restriction in the optimisation
model, as it is unlikely that the exact promised
differential will hold equally across all policies.
Additionally, there is often an implicit price
promise in the brand positioning, so that it
might be desirable for a ‘premium’ brand to
have a higher cost even if the optimisation
implies a lower value is appropriate. Finally,
a company will often also have a market
position in mind, wanting to achieve a
certain level of performance in terms of
competitiveness by segment.
It should be remembered that placing
additional constraints on the optimisation
model will dampen the improvement in the
final position. Re-running versions of the
model with some of the constraints removed
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highlights how these limitations affect the
results. This sensitivity testing can show some
of the constraints should be removed, and
this may of course require changes to the
corresponding marketing messages.
It is important that the customer is not
subject to confusing price changes following
minor policy changes; this is true at the
quotation stage as well as mid-term. It is
not unusual for policyholders to ask about
different excess levels or additional drivers.
This problem can be managed by optimising
only once for each customer, then using a
schedule of adjustments based, for example,
on the risk relativities for these minor
alterations. For larger changes, a change of
address or a change of vehicle, it is probably
reasonable to re-optimise to ensure that the
quotation remains competitive.

Implementation
There are two main ways to implement
optimisation: ‘back office’ and ‘point of sale’.
The back-office approach involves
conducting the optimisation at regular
intervals, alongside the regular rate review.
At this point, all the key models are updated,
and the optimisations run over a suitable
portfolio. The output from this is an

Insurance

individually tailored premium for every policy
reviewed. This output can be used directly
for renewal premiums, with the tailored
premium being fed straight into the renewal
systems. Alternatively, a model can be fitted
to the optimised premium in order to derive a
traditional rating structure approximating the
true optimal premium. The approximation
can be poor but the rating structure will
give premiums that are likely to perform
better against the key targets than premiums
calculated under the cost-plus approach. The
results of the model of optimised premium
can be used to price all business, or it can be
used just for new business, using the fully
optimised premium for renewals.
The back-office approach is useful where a
rating structure is still required, for example,
where intermediaries do not have access
to a live pricing system. Most companies
will have some systems that assume the
existence of a rating structure, and so this
approach allows rapid implementation of
price optimisation at relatively low cost.
The point-of-sale approach seeks to
set a premium using the most up-to-date
information available at the time the
quotation is prepared. This potentially
means that an identical risk is automatically
offered different premiums on different days
only because the system’s perception of the
market is different. This makes the premium
responsive to the market and the model will
move quickly to take advantage of changes.
The point-of-sale algorithm still requires
regular calibration, however, and it will need
careful monitoring.

Conclusion
Price optimisation is here to stay, and
many companies have been using these
techniques with great success. There
remain considerable challenges for small
to medium-sized companies, and it seems
likely that some of these will decide that
optimisation is not the right choice for
them. Intermediaries are the surest winners
where they have a strong relationship with,
and good data about, the customer. For all
who decide to follow the optimisation route,
there are considerable technological and
management hurdles, and careful thought
and preparation is vital to ensure success.
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The last post
Matthew Edwards considers how postcodes can most effectively be
used in predictive mortality modelling
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T

he use of postcodes in mortality
investigations has become increasingly
common in the UK, both for individual
annuity pricing and in pricing bulk
transactions. This article explores some of
the pros and cons of the use of postcodes in
mortality analyses, and considers how they
can most effectively be used.
It is clear that mortality varies with
postcode. For instance, Figure 1 shows
a map of London in which age-adjusted
population mortality for over-50s is
displayed. The total range of mortality
differentials represents approximately a
doubling of mortality, from low (dark blue)
to high (red), ignoring extremes of the
distribution. Given the existence of such
differentials, how can we best use postcodes
in designing predictive mortality models?
There are two main ways in which
postcodes can be used to help in deriving
mortality assumptions:
n Estimating directly the immediate mortality
experience that might be expected in a
(typically small to medium-sized) pension
scheme or annuity portfolio. Postcodes are
used here as a direct proxy for expected
mortality rates, allowing for age and gender.
n Using postcodes as one of a number of
factors in a multivariate analysis of the
mortality experience of a (typically large)
pension scheme or annuity portfolio.
Although superficially similar, these uses are
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conceptually quite distinct and we consider
them separately below. However, they share a
common dependence on postcodes, and it is
worth noting some immediate weaknesses:
n Many annuity and pension portfolios
have incorrect or missing postcodes on
significant proportions of the data, typically
ranging from 2% to 3% to around 10%
n Many annuity and pension portfolios
have pensioners living overseas
n Postcodes provided in pension scheme
data almost always relate to a current
postcode. However, house moves shortly after
retirement are common, as are moves later in
life, especially after the death of a partner.

Using postcodes as an immediate
mortality proxy

postcode groupings used in this process may
lead to substantially misleading results
n The information provided is unlikely to be
helpful in informing the choice of mortality
improvement assumptions
n The analysis by a commercial provider
may not be transparent and may not permit
interrogation or ancillary investigations.
This increases the risk of undetected model
and user error.

Using postcodes as a factor in a
multivariate investigation
In this method, an analysis of a scheme’s
mortality experience is conducted with
postcodes used as one of the ‘explanatory’
factors. The output of the investigation
would typically be a ‘best fit’ table for the
scheme’s experience of the form:
“x% of Male standard table 1 or y% of Female
standard table 2
× factor relating to postcode group
× factor relating to benefit amount
× factor relating to [other influences
as relevant]”
This table would then be applied on a
member-by-member basis in any cash flow
projection of the scheme. The predictability of
this approach depends on how the postcodes
are grouped. As far as this aspect is concerned,
there are two common ways in which the

In this method, a base mortality table for
a scheme is derived from the results of a
prior mortality analysis conducted on some
much larger ‘reference dataset’ grouped into
postcode clusters. No mortality analysis is
conducted on the scheme — the mortality
basis is derived by comparing the scheme’s
postcode distribution with that of the larger
dataset, having regard to the observed
mortality of the postcode clusters of the
reference dataset.
This method has the notable advantages
of speed and simplicity, and the opportunity
to find some common
Figure 1: Age-adjusted population
ground between negotiators
mortality differentials in London
in transactions, leaving
aside the question of
whether the common
ground is or is not correct.
However, there are several
disadvantages, in addition to
those already highlighted:
n The base table will reflect
the mortality experience
of a different group of
people. The extent of this
difference will depend on
how the method used to
‘cross-index’ the scheme’s
postcodes with those of
the larger dataset validly
reflects the scheme’s
mortality characteristics.
The presence of mortality
heterogeneity in any
Range: Low (dark blue) to high (red)
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method can produce misleading results.
First, the postcode modelling may place
too much emphasis on pre-defined postcode
clusters, for instance those provided by
geodemographic or ‘lifestyling’ companies.
These can hide significant mortality
variations that exist within each postcode
cluster, giving a set of postcode factors
that do not fully reflect the mortality
characteristics of the scheme.
Secondly, if starting with a large number of
lifestyle groups and a typically sized scheme, it
is easy to fall into the trap of producing a ‘selfprophesying model’ that will be unreliable in
predicting experience. If the same data is used
both to allocate members to different groups
of lifestyle categories and then to calculate
the mortality factors relating to those groups,
the factors are likely to be wrong. The extent
to which they are materially wrong depends
on the size of the dataset analysed and the
number of lifestyle categories available: the
smaller the dataset and, counter-intuitively,
the larger the number of lifestyle categories,
the greater the probable error.
Having spoken to many life and pensions
actuaries about this aspect of modelling, it is
clear that most are unaware of this problem
— despite it being commonly recognised in
the non-life sector.

Problems with lifestyle clusters
Both postcoding methods discussed above
are vulnerable to the deficiencies of the
method used to group postcodes. Although
lifestyle-derived postcode clusters have been
shown empirically to be reasonable proxies
for mortality, by definition a mortality
proxy is only ever an approximation.
Lifestyle postcode clusters are typically
derived with reference to such census statistics
as educational attainment levels, as observed
in 2001. Each lifestyle group, typically
containing in the order of 10 000 to 50 000
postcodes, is likely to hide a large variety of
different mortality characteristics, even after
allowing for age and gender and so on.
Given the substantial mortality variations
that can remain in lifestyle groupings, it
is interesting to consider postcodes can be
used more precisely. How can we construct
more homogeneous postcode clusters that
better explain mortality characteristics?
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Intelligent postcoding
It is possible, with large datasets, to conduct
detailed postcode analyses of mortality
by using the scheme’s own mortality
experience to derive mortality-related
postcode clusters. This is done by first
arriving at a decent predictive model for the
data in question, without any geographical
component. This model allows us to
calculate an ‘actual versus expected’ measure
in every micro-region, typically postcode
sector. This indicates the apparent effect
of the micro-region on mortality. These
mortality effects are often termed ‘residuals’,
as they indicate the residual mortality effect
reasonably attributable to the postcode, or
other micro-regions, in question.
These apparent effects will be somewhat
influenced by random fluctuations,
particularly in those parts of the
portfolio with low exposure. We
can, therefore, use credibility-based
spatial smoothing algorithms to
improve the estimated mortality
effect of low-exposure microregions, with reference to a suitably
independent data portion.
Having arrived at smoothed
mortality residuals, we can combine all
postcode sectors with similar residuals into
mortality ‘clusters’. These scheme clusters,
where each cluster will generally comprise
many potentially distant and unconnected
postcodes, can then be calibrated in a
fuller multivariate model to the scheme’s
mortality experience. Great care is needed to
partition the data into independent portions
at the various stages of the analysis, in order
to avoid over-fitting and deriving a ‘selfprophesying model’.
Mortality-derived postcode clusters can
also be derived from population statistics, and
these can give good predictive results when
applied as ready-made mortality groups to
model the experience of a scheme. Public
domain information allows the derivation of
such groups at below the postcode sector level.
To date, we have found that on large
portfolios, mortality-derived postcode clusters
can give factors with an ‘explanatory power’
of well over 200%. This compares extremely
favourably with the effect of basing models
around such proxies as lifestyle groupings. As

we might expect, mortality-derived postcode
clusters will generally be more predictive
of mortality than lifestyle-based postcode
clusters. Mortality-based clustering is also
substantially cheaper than lifestyle clustering,
the only cost being that of some basic
cartographic coordinates — for example, of
postcode sector centroids — and is typically
a one-off cost of several thousand pounds,
an order of magnitude lower than the cost of
geodemographic and lifestyle information.
The methods noted so far — scheme
mortality-derived clusters, population
mortality-derived clusters and lifestyle
(and related) clusters — are not necessarily
exclusive. It may be the case that the models
based on mortality clusters can be made
even more predictive by incorporating the

» It is possible, with large

datasets, to conduct detailed
postcode analyses of mortality by
using the scheme’s own mortality
experience to derive mortalityrelated postcode clusters

«

information provided by other clustering
methods, especially in areas where the
dataset in question lacks good exposure.
Wise practitioners should test a variety
of approaches. Mortality modelling is a
completely empirical field, and what works
is what can be shown to be predictive on an
independent part of the data.

Conclusion
Mortality models can, in general, be made
more predictive by deriving postcode clusters
with reference to mortality experience, ideally
that of the portfolio in question, otherwise
some population mortality equivalent. We
have found such ‘mortality clustering’ to be
extremely predictive.
Given the competitive nature of the
current bulk purchase annuity market, and
the general proliferation of postcoding
techniques based on crude proxies, it
is interesting to consider the extent of
competitive advantage open to those players
who switch from proxy-based clustering to
mortality-based clustering.
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Happy 25th birthday!
25 years on from the inception of the Pensions Advisory Service, Allan Martin
comments on the enduring presence of free advice and assistance for all
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he Pensions Advisory Service (TPAS)
has just celebrated 25 years of
providing free advice, information
and dispute resolution services to
members of the public. It is arguably a
shining light in an otherwise bleak pensions
world at present. The Pensions Ombudsman
refers all complaints to TPAS for an initial
dispute resolution service. Mediation is
also offered — in conjunction with the
Association of Pension Lawyers. TPAS’s work
encompasses the following areas:

State pensions
Many actuaries and other pensions
professionals will be familiar with key pension
dates, such as 19 May 1990 (sex equality), 11
June 2003 (wind-up debt) and the potential of
14 April 2008 (deal clearance). Yet, how many
actuaries are familiar with the significance of 6
April 2010?
April 2010 marks changes to early
retirement and the state pension age
for women but, more importantly, the
introduction of the 30-year qualification
for state benefits. This will be of significant
benefit to women who have maternity breaks
or home responsibilities, for example, those
who have acted as carers for elderly relatives.
Highly technical actuarial, legal and
pensions administration legislation tends
to take actuaries away from the basics of
state benefits. It is, therefore, important that
an organisation like TPAS is available, free
at the point of advice, to help members of
the general public with their basic pension
entitlements. Why not check your own state
pension date at www.pensionsadvisoryservice.
org.uk/state_pensions/spa_calculator?

hotline callers were interested in whether
they would be affected by these changes.
It is this focus on the needs of the general
public that differentiates TPAS from many
others within the pensions industry.
Other areas of specific interest to women
included:
n Voluntary national insurance
contributions — what can be paid, what
needs to be paid and how that might change
in 2010 or in other circumstances
n Married women’s reduced rate national
insurance contributions — the practical
implications of decisions made with their
pre-May 1997 elections
n Basic state pension qualification conditions
— the reduction to 30 years for qualification
for full state pension after April 2010
n Equalisation in State Pension Age (SPA)
— a gradual increase in SPA spans the period
April 2010 to April 2020
n Death benefits, pension credit and divorce.
The TPAS website provides the top
20 questions asked via the hotline,
together with answers at www.
pensionsadvisoryservice.org.
uk/Women_&_Pensions/Twenty_
Questions/index.asp

Women’s helpline
In February 2008, TPAS re-launched a
dedicated telephone hotline for women. More
than 6000 calls were received in the first six
weeks. This undoubtedly reflected the fact
that twice as many women than men rely on
means-tested benefits and that only 30% of
women qualify for a full basic state pension.
Not many actuaries will be fully aware of
the changes to qualifying conditions to state
pensions being made in April 2010 — which
some have described as the most radical
changes for more than a century. Many
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DC pension schemes
Another area where TPAS has recently
focused its attention is in relation to
member problems with defined contribution
(DC) schemes. It has found that:
n Member problems are often connected
with a basic misunderstanding as to how the
scheme works, what it is expected to deliver
and how it is run
n A total of 58% of DC scheme members
don’t use their open market option
n The way schemes are run is a major factor
in their success or otherwise
n Attitudes to the handling of complaints
can be another crucial contributing factor.
TPAS has recently launched an online
annuity planner — visit the web site home
page www.pensionsadvisoryservice.org.uk for
direct assistance for a client pension scheme,
a client pension scheme member, for yourself
or a friend. It is intended that this type of free
web-based service will be extended to other
pension-related topics in future.

Personal accounts and money guidance
The government has proposed greater savings
for retirement through a new national
pension saving scheme (personal accounts).
Scheduled for 2012, personal
accounts are designed
to extend the benefit of
private pensions to around
seven million workers,
mainly on moderate to
low incomes, who do
not have access to good
employer pension

employee will have to actively opt out of
the employment-based arrangement if the
saving is not desired. The government expects
that the inertia effect of auto-enrolment and
the extension of compulsory saving to even

» The current existence of

«

very small employers will increase pension
provision nationally, as well as reduce reliance
in the future on means-tested benefits.
The current existence of additional
means-tested state benefits is just one of
the factors that makes advice for this group
of future savers problematic. Indeed, it is
probably not too strong a statement to
suggest that independent financial advisers
and receiving saving institutions are worried
that several million such savers could
provide the next pension mis-selling scandal
— possibly two million of these new savers
could lose means-tested benefits.
A crucial factor in the success or
otherwise of personal accounts will be the
availability of generic financial advice.
TPAS believes that it is well placed to make
a significant contribution and has already
had extensive discussions with the Personal
Accounts Delivery Authority and the
Thoresen Review — which has been taken
up by the Money Guidance team at the
Financial Services Authority.

Age discrimination legislation is arguably
set to mirror sex discrimination as the main
generator of additional legal, administration
and actuarial fees for the next decade. It is,
therefore, comforting to see helpful advice
for the general public already published.
Visit: www.pensionsadvisoryservice.org.uk/
pension_rights/age_discrimination for some
useful questions and answers, and potential
consultancy advice.
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n Provide free CPD with technical support,
seminars and training as well as access
to real-life disputes, common pension
problems and their solutions
n Enhance your CV — current and future
employers will see your greater
experience
n Personally benefit from a
rewarding experience.
All that is required is that you
are professionally qualified or have
a minimum of 10 years pension
experience. The voluntary advisory
work is a rare opportunity for pension
professionals to give something back to the
community and gain personal satisfaction
from being able to use their expertise in a
giving and caring way. Why not give it a go?
In an increasingly complex and difficult
pensions environment in the UK, TPAS is an
established, and successful source, providing
free advice and information to the general
public. TPAS aims to help frame the future.

means-tested state benefits
is just one of the factors that
makes advice for this group of
future savers problematic

Age discrimination

schemes. The
introduction of personal
accounts will be accompanied
by auto-enrolment, where the lay

Pensions

Can you help?
Yes is the answer. You can help by becoming
a voluntary adviser and will be able to:

Key facts
n TPAS provides free pensions advice,
information and dispute resolution
assistance to the general public
n The TPAS web site www.
pensionsadvisoryservice.org.uk has more
than 500 000 visitors per annum
n The TPAS telephone hotline handles in
excess of 60 000 enquiries each year
n Correspondence between TPAS and the
general public involves more than 10 000
enquiries per annum
n More than 500 work place talks are given
annually to get face-to-face with members
of the public that don’t complain or don’t
know what help to ask for
n Last year TPAS dealt with in excess of
7000 disputes and resolved 90% of them,
a very small proportion then being referred
back to the Pensions Ombudsman
n Constitutionally, TPAS is an independent
non-departmental public body funded by
the Department of Work and Pensions via a
levy on occupational and personal pension
schemes. The 2007/08 expenditure was
only £3m — reflecting the involvement and
expertise of more than 430 volunteers from
the pensions industry.
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Regulation

FRC

To regulate or not to regulate?
Paul Kennedy provides an overview of the options open to
the Profession regarding the regulation of actuarial firms

Paul Kennedy is head
of actuarial oversight
at the Financial
Reporting Council

S

hould the Profession regulate
actuarial firms? This question may
surprise many actuaries, for whom
it is almost an article of faith that
the Profession regulates only individuals. If
so, do we mean any firm that employs an
actuary, or any firm which provides actuarial
services to external clients? Actuarial
firms come in all shapes and sizes: sole
practitioners, partnerships (often multidisciplinary), companies, insurers and other
financial institutions.
This is one of the questions posed in a
discussion paper Monitoring and scrutiny of
actuarial work issued by the Professional
Oversight Board — the operating body of the
Financial Reporting Council (FRC), which
oversees the Profession in regulating its
members. Sole practitioners aside — much
of the monitoring and scrutiny of actuaries’
work comes from, or is arranged by, their work
colleagues. An obvious place to look is the
quality assurance arrangements operated by
actuarial firms. The FRC’s parallel discussion
paper Promoting actuarial quality makes a
similar proposition: one of the main factors
influencing the quality of actuarial work is the
working environment for actuaries.
The Profession already regulates certain
actuarial firms through the Institute’s role
as a Designated Professional Body under
the Financial Services and Markets Act 2000.
Professional regulation also impacts on
employers, and sole practitioners are
effectively regulated at the ‘firm’ level. In
considering whether to award a practising
certificate, or approve a student’s workbased training, the Profession will assess the
arrangements operated by the relevant firm.
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It often requires a firm’s co-operation to
investigate alleged misconduct by members.
The ‘senior actuary’ role in the existing
Professional Conduct Standards operates
at the firm level, as does many actuaries’
handling of conflicts of interest, quality
assurance and professional indemnity
insurance. While reinforcing individual
professional responsibility, firms play
a significant role in promulgating, coordinating and enforcing regulatory and
professional obligations, and in formulating
a ‘house view’. Many external clients regard
their relationship with the actuary’s firm
rather than the individual actuary. The
Profession might choose to formalise these
existing indirect arrangements.

Formalising arrangements
One such way of doing this is through
the issue of a practising certificate, which
could be monitored by the Profession, or an
independent body.
Alternatively, the Profession might seek
to streamline its regulation by allowing
firms to hold group or corporate practising
certificates directly. Individual actuaries could
be permitted to hold a subsidiary certificate
subject to fewer direct requirements. If desired,
statutory requirements, restricting certain

actuarial roles to individuals could be relaxed
through legislation to allow the appointment
of such qualifying firms, as with audit.
In considering the advantages and
disadvantages for the Profession, the
Oversight Board is distinguishing between
life and general insurance actuaries, who
often work in-house and whose work is
closely scrutinised through arrangements
operated or regulated by the Financial
Services Authority; and pensions actuaries,
most of whom work for consultancy firms.
The strategy suggested in life and general
insurance is for the Profession to support
existing regulatory and market mechanisms,
by equipping actuaries to review each
other’s work, through education, research
and non-binding guidelines. In pensions, we
suggest the Profession adopts a more direct
strategy for monitoring, either through
professional requirements imposed on
individual actuaries (or their firms) —
such as peer review — or by arranging for
direct inspection.
Given the important issues raised in both
papers, we have set an extended period
for responses until 30 September 2008. We
welcome comments from actuaries and nonactuaries alike, so visit www.frc.org.uk/about/
actuarialregulation.cfm

Recommendations for quality assurance
The Financial Reporting Council’s
discussion paper Promoting Actuarial
Quality tackles the problem of
assessing actuarial quality. It describes
current actuarial practices, seeks views
on the drivers and threats, proposing
six factors for consideration:
n Reliability and usefulness of actuarial
methods
n Technical skills of actuaries
n Communication of actuarial
information and advice
n Ethics and professionalism of
actuaries
n Working environment for actuaries
n Other factors outside actuaries’
control.
The consultation closes on 30
September 2008. Visit: www.frc.org.
uk/publications/pubs.cfm

The Professional Oversight Board’s
discussion paper Monitoring and
scrutiny of actuarial work responds to a
recommendation by the Morris Review
that the FRC should satisfy itself that
appropriate monitoring of actuaries’
compliance with professional standards
and independent scrutiny of actuarial
advice is occurring through either direct
supervision by the regulator, audit or
external peer review. The paper considers
three strategies for the Profession:
n Support for existing regulatory and
market review processes
n Imposition of professional review
requirements
n Active external monitoring.
The consultation closes on 30 September
2008. Visit: www.frc.org.uk/pob/
actuaries/reviewmonitoring.cfm
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Arts

Matt & Finn

Beyond the Square Mile

Robin Michaelson, chairman of the City Heritage Exhibition, tracks down
some of the City’s most enduring artefacts from around the globe
Those working in London will have
noticed how much the City has been
evolving over the last few years. Around
St Paul’s, it seems as though the only
building not being re-erected is the
famous cathedral itself. It is with this
thought in mind we hand over the arts
page this month to Robin Michaelson,
who has been instrumental in organising
the City Heritage Exhibition.
Matt and Finn
As most actuaries know, Temple Bar was
re-erected in 2004 alongside St Paul’s
Cathedral. Designed by Sir Christopher
Wren, its return to the City set me
wondering what else had left the City,
only to emerge elsewhere in the
world. This innocent thought set in
motion a fascinating trail. As a City
of London Guide, our Association
decided to champion it as a
theme for a six-week exhibition
to celebrate its 25th anniversary,
which will open at Guildhall Art
Gallery on 18 September 2008.
Anything proven to have resided
in the City of London at any time,
and is now, for whatever reason,
domiciled elsewhere was considered eligible
for recording. Immediately, London Bridge
transplanted to Arizona sprang to mind
for obvious inclusion, and if you visit
Twickenham Rugby Ground along the A316
you will see the All Hallows Wren church,
Lombard Street, which has been re-erected
there.
More than 300 items have been located
including:
■ In New Zealand, a paperweight made
from the roof of Temple Bar, buried in the
earth for 50 years
■ In Melbourne, Australia, a statue of
“Young Bull and Herdsman”, originally from
West Smithfield
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■ In South
Africa,
golden
statues of the
nine Muses
at Speir
winery in
Stellenbosch,
previously
over the
entrance to
the Barbican
Centre
■ The bells of
St Dunstanin-the-East church currently in the Sterling
winery in the Napa Valley, California

Recommended television
The Wire
Strong press reviews and word
of mouth have described
the US police drama The
Wire as one of the best
television shows ever. A
strong statement indeed.
However, watching the
Baltimore-based series, now
in its ﬁfth and ﬁnal season, you will not be
disappointed. Covering a case at every level,
you get to enter the world of the detectives,
the criminals, the victims and the politicians.
The show is so realistic, it is rumoured that
police asked the makers to stop giving away
so many of their secrets to those they were
trying to catch.

Client entertaining
Cinnamon Club, London

■ From the bombed Baltic Exchange,
some surviving statues re-erected in
Tallinn, Estonia.
Closer to home, there are items from
demolished City churches all around the
London suburbs, statues of monarchs have
been removed, and City-made clocks have
been traced to Spain, Beijing and Latvia.
Due to boundary changes in the 1990s,
Staple Inn is now entirely within the City
but, as a ‘quid pro quo’, the Prudential
Building is now in Camden, and is thus the
largest item “no longer in the City”.
A vast variety of items — some
photographic — will be on view at the
Guildhall Art Gallery. Come and see for
yourself some of the City’s historic artefacts
surviving around the world. For more
details e-mail heritage@city-guide.org.uk.
The City of London Guide Lecturers
Association is especially grateful for the
sponsorship and support from the Institute and
Faculty, the Worshipful Company of Actuaries,
and Barnett Waddingham.

If your client is a fan of curries but Brick Lane
is not appropriate, then the Westminsterbased converted library turned Indian
restaurant, the Cinnamon Club, is the place
for you. The food is a fusion of classic
western dishes with a subcontinent twist
— for example the spicy kippers make for an
excellent breakfast — and with an extensive
wine selection, there will be no need to
drink lager (unless you wish to, of course).

Art by an actuary
Graham Johnston
This month’s art is
provided by Graham
Johnston, a seasoned
actuary now running
his own business.
An accomplished
photographer, Graham
has been pursuing his
passion for many years
and has lectured and
judged at a number of
photographic societies throughout Lancashire
and Cheshire. The picture entitled Little Girl
Blue is a digitally manipulated photograph
taken while on holiday in Prague.
If you would like your work featured in this space, please
e-mail arts@the-actuary.org.uk
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Puzzles

Puzzle 404
1

Coffee break

Cryptic crossword
2

3

9

4

5

6

7

8

10

11

12
13

14

18

15

20

19

22

17

16

23

21

24
25

26

28

36

27

29

Across

Down

1 Finding the dollar’s worth more has a cheering effect (5,2)
5 Senses they’ll be popular with little boys (7)
9 Consortium one takes over (5)
10 Does it get a rye smile? (5,4)
11 Kills the animal: an offence (4,2)
12 Right at the bottom are the hardest drinkers (8)
14 The former is on key, which does make one happy (5)
15 Obtained from the doctor? (3-6)
18 Barks when one won’t play (9)
20 A gift for just about a pound (5)
22 A bit out of place in the collection and pathetic (8)
24 Securing work in the arena (6)
26 Held to have cheated the soldiers I brought in (9)
27 Get rid of some character you don’t like (5)
28 The furtiveness of the last move (7)
29 They pose the dogs (7)

1 It’s really great having fewer ties (9)
2 Fancy him being in a race riot! (7)
3 Thought to have launched it to capture the soldiers (9)
4 Wear for rugby players (4)
5 Not the same quantity as before, but just about (4,2,4)
6 There’s a light shining in the drapers (5)
7 Search for the guard (7)
8 A male layabout in the paper (5)
13 Food that will be approved of by the hamper carrier? (5,5)
16 When one’s guard was down, at the time of leaving (3,6)
17 Not sorry for having Roger sent off (2,7)
19 The return half that is unfolded in the train (7)
21 I’m having to bet about it, to liven things up (7)
22 The tools one removes from the garden (5)
23 Not missing any in any way whatsoever (2,3)
25 Tots, one says, as well (4)
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Puzzles

Coffee
break
Xxxxxxxxxxx

Solutions for August 2008

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

Puzzle 402
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R
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N

D

E

D

The following puzzle has been contributed
by Mr Manoj Mistry.
Try to fill in the missing numbers.
Use the numbers 1 through 9 to
complete the equations.
Each number is only used once.
Each row is a mathematical equation.
Each column is a mathematical equation.
Remember that multiplication and
division are performed before addition
and subtraction.

+
–

25

I
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Puzzle 403

18

O

E

T

S
L

L

5

P

B

22

L

A

N

+
10

O

L

–

x
11

R

x

x

–

G

B

E

20

+
+

I

E

A

E

Sum squares

x

I

C

10

C
F

4

O

R

N

N
17

Puzzle 405
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2

Cryptic crossword solution
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Student page

Jen & Jean

Daniel Haxby and Grace Huang of Hewitt Associates share their
experiences as they take their ﬁrst steps into the actuarial world

Welcome to the real world
As this year’s fresh crop of summer interns arrive at our actuarial ofﬁces, eager to
impress and gain their ﬁrst actuarial roles, spare a thought for what lies ahead should
they be successful in securing a graduate position. This month, two trainee recruits give
an insight into their ﬁrst few days on the job. No graduates were harmed in the writing
of this article.
Jen and Jean

Daniel Haxby
Starting work as an actuarial trainee was as
daunting as any new job would be, and the
level of commitment required to pass the
rigorous exams was frequently emphasised
throughout the recruitment process. I
became really engaged by that same process,
and so began my first weeks in the office full
of enthusiasm. Our graduate intakes were
lucky enough to avoid an immediate plunge
into the murky waters of transfer values and
benefit calculations. We began with three
weeks of seminars and assorted training
sessions to teach us the fundamentals of
pensions actuarial work.
What struck me on my arrival in the
office was the average age of my colleagues.
I had assumed that the majority of actuaries
and consultants would be quite senior but
the office turned out to be an energetic,
youthful mix. Also, despite being told
that people around me were terribly busy,
everyone I went to with a question, no
matter how complex, gave me all the time
and attention I needed in a relaxed and
friendly manner. So ask questions I did.
The funny thing about actuarial work
is that the legislation it is governed by

STUDENT ALERT
Ever felt like the key to passing
the exams is a well kept secret?
We would like to uncover this key
by coming up with the “Ultimate”
guide to studying — written by
students for students. So if you
have any top tips or tales of what
worked for you, please write in…
38
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is so convoluted by successive regime
changes that nearly every pension scheme
is almost entirely unique. From my point
of view, the most important and interesting
part of the work at my level is client
intimacy. Satisfaction comes from knowing
your clients, and applying what knowledge
you have to produce a unique solution to a
specific problem. With numeracy, creativity
and an organised mind you can quickly find
yourself working on important, time-critical
projects to which neither the method
nor solution are known at the outset,
and it is that challenge which makes the
long apprenticeship before qualification
seem worthwhile.

Grace Huang
“I’m not sure what I was expecting, but it
definitely wasn’t this” was my thought as
I dangled ungraciously from a trapeze bar,
40 feet above my new work colleagues. Day
one of my new career as a Hewitt Associate,
and my ambition to be a “high-flyer”
had just taken on a whole new meaning.
The setting was Wokefield Park, where
30 fresh graduates spent three days in
activities ranging from daunting — a team
presentation to senior Hewitt consultants
— to downright silly, hence the trapeze bar.
By the end of the third day we had been fed
and watered nicely, new friendships had
formed, and we all shared the experience of
being “inducted”.
But there is nothing quite like learning
on the job.
Day 1 I changed one of my many
passwords and then immediately forgot
what I’d changed it to.

Day 2 I managed to change someone
else’s outgoing voicemail message.
Day 3 An expertly constructed Excel
model deteriorated into a mess of #VALUE!s
and #DIV/0!s within minutes of my
touching it. My panicked choke drew the
immediate attention of my official Hewitt
buddy, Celine, who rushed to my aid.
With the not-so-much-of-a-crisis averted,
she smiled sympathetically at my obvious
mortification, adding: “Don’t worry, we’ve
all been there.”
Later that week alarmingly large boxes
of ActEd study material arrived at my desk.
After eyeing them warily for two or three
days, I decided to get stuck in. The first few
weeks were every bit as painful as expected
(“Derive, from first principles...”). As I
had been warned, it’s not easy studying
for three exams while working full-time.
However, I’m happy to report that I’m
gaining momentum and, aided by in-house
tutorials, my studies seem to be running
along smoothly.
The last three months have sped by, and
I’m looking forward to the day when I too
will chuckle knowingly and say: “Don’t
worry, we’ve all been there...”.
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Appointments

People moves

Gary Crofts has
been appointed as
managing director
at Lucida Re. Mr
Crofts is an actuary
with more than 25
years of industry
experience, having
worked in pensions
management, life
assurance and reinsurance businesses.
Before joining Lucida Re, he was chief
executive of MetLife
Assurance. Previously, Mr Crofts was
chief actuary and
operations officer at
XL Re. The buyout
firm has been established to reinsure
some of the business
written by Lucida
in the UK as well as
writing business on
a standalone basis.

XL Re has announced that Susan
Cross, pictured
above, global chief

Ed Spencer

Andrew Roberts

Barnett
Waddingham has
promoted Andrew
Roberts (Liverpool),
Ed Spencer (Leeds)
and Nick Griggs
(Cheltenham)
to partners on
1 June. Barnett
Nick Griggs
Waddingham has
also promoted David Bailey (London),
David Connell (London), Stuart Daly
(Bromsgrove), Mark Futcher (Amersham),
Vanessa Smart (Amersham), Carol
Gilbert (Cheltenham) and Paul Higgs
(Cheltenham) to associates.
actuary, will join the
senior leadership
group with immediate effect. Ms Cross
was appointed XL
Capital’s global chief
actuary in March
2006, to lead and
oversee all major
actuarial functions
for the company
worldwide, including the establishment of unpaid loss

Redington Partners
LLP has announced the
appointment of Ian
Maybury as a senior
actuary within the
insurance and pensions
team. Mr Maybury
will be co-managing
the firm’s quantitative
analysts. He was
previously head of insurance actuarial in the
insurance and pensions structured solutions
group at Citigroup.

and loss expense
reserves, pricing
benchmarks and related financial provisions. In July 2008,
she was appointed
to XL’s senior leadership group by CEO
Michael McGavick.
Ms Cross is a fellow
of the Casualty
Actuarial Society,
a member of the
American Academy
of Actuaries and
an Associate of the
Society of Actuaries.
She holds a BS degree in Mathematics
from the University
of Maryland.
Credit-Suisse has
recruited Paul
Lloyd as a director
in Equity Research.
Mr Lloyd will be
responsible for

covering European
and UK insurance
companies. He
previously worked
at Goldman Sachs
where he held the
same position, and
prior to that worked
as a consultant at
Tillinghast.
Gavin Palmer, a
principal at Towers
Perrin is to manage
the operations of
Towers Perrin Capital Markets, a wholly owned subsidiary
of Towers Perrin.
TPCM will specialise
in risk-linked securities, retirement risk
transfer transactions
and asset risk management services
throughout Europe.

Royal London Asset
Management has recruited Shalin Shah,
pictured above, in
the role of quant and
fixed interest specialist. Mr Shah will be
providing support
to fund managers
and assisting with
communications to
clients. He will also
use his extensive
actuarial experience
to provide quantitative and analytical
support to RLAM’s
derivatives and
quant team. Prior to

Paul Coulthard

Amish Desai

Deloitte has
announced the
promotion of three
senior members
of its actuarial and
insurance practice.
Paul Coulthard has
been appointed as
a partner. He joined
Philip Olivier
Deloitte in 2002 and
specialises in capital management with a
particular focus on with-profits. A qualified
actuary, Mr Coulthard began his career as
a trainee with Commercial Union and then
joined Bacon & Woodrow. Amish Desai has
been promoted to associate partner. Mr
Desai joined Deloitte in 2002 following the
merger with Bacon & Woodrow. Based in
London, he is an actuary specialising in life
insurance M&A assignments and regulatory
roles. Philip Olivier has been promoted to
director. Mr Olivier is a qualified actuary
and also a CFA charterholder. He started his
career in South Africa before joining Deloitte
in 2004. Mr Olivier focuses on life insurance
M&A and restructuring in the UK market.
joining RLAM, he
worked at PricewaterhouseCoopers LLP
for five-and-a-half
years, where he was
involved in advising
clients on a variety of
investment solutions,
including liability
driven investment
and strategic asset
allocation. Terence

Nahar has also
joined RLAM as
interest rate derivatives manager. He
will focus on LDI
strategies and derivatives usage. Mr
Hahar joins RLAM
from Goldman
Sachs where he was
part of the pension
and insurance team.

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