GN41: The Role of the With-Profits Actuary

Classification
Practice Standard

MEMBERS ARE REMINDED THAT THEY MUST ALWAYS COMPLY
WITH THE PROFESSIONAL CONDUCT STANDARDS (PCS) AND THAT
GUIDANCE NOTES IMPOSE ADDITIONAL REQUIREMENTS UNDER
SPECIFIC CIRCUMSTANCES

Definitions
Defined terms appear in italics when used in the standard. b
Reference Definition Q
&
firm an insurance company or friend i;y in respect of
which the actuary is appoin
®
FSA Financial Services AUtW
governing body The board of direct@ committee of management of
a firm O
PCS Professio@nduct Standards of the Faculty of
nd Institute of Actuaries

Actua?
with-profits actuary ,@? of the Faculty of Actuaries or of the Institute
of Actuaries appointed by (or by the FSA for) a firm in
accordance with SUP 4.3.1R or SUP 4.3.3R of the
Q SA Handbook to perform the role specified in SUP
4.3.1R(1)(b)

The following terms haye the meanings given to them in the glossary section of the
FSA Handbook s and Guidance:

asset share
policy &,O
pol r

ieyho
Pri%ﬂs and Practices of Financial Management
realistic basis life firm

with-profits fund

with-profits business

with-profits insurance capital component
with-profits insurance component
with-profits insurance contract
with-profits policyholder
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In addition, the following abbreviations are used for sections of the FSA Handbook of
Rules and Guidance:

COB Conduct of Business sourcebook
PRU Integrated Prudential sourcebook
SUP Supervision manual

Legislation or Authority

The Financial Services and Markets Act 2000

The FSA Handbook of Rules and Guidance (the “FSA Handbook™)

The Financial Services and Markets Act 2000 (Communications by Actuaries)
Regulations 2003 (the “Regulations”) b

Application Q
With-profits actuaries of UK authorised insurance companies and friendly s ies
writing long-term insurance business. ¢

Where the duties of the with-profits actuary are related to: Q
o
eg and Practices of

(i) COB rules (in particular the parts relating to the Prngl
Financial Management), the requirements below should be taken as being
restricted to UK business, except to the extent thatther business has a direct
impact on the UK business, including wher@ A rules provide explicitly

for other business to be covered, :m
(i)  PRU, they apply to a firm’s overs iness as well as to its UK business,

except where PRU provides er%se‘.
Author
Life Board ‘%

Status
Approved under Due Ps (technical amendment)

Version e from
2.04

1.0

11 2.04
12 b,ogo.oa.%
1

E General

1.1 In this standard, requirements of legislation or of FSA rules and guidance are
specifically referred to as such. Any other guidance is that provided
additionally by the profession. The inclusion of summarized references to, or
quotations from, particular provisions of the FSA Handbook is not a substitute
for referring to the FSA Handbook.

1.2 GNs 37 and 39 are also applicable to with-profits actuaries. All or parts of one

or more of GNs 44-47 may also be applicable to with-profits actuaries when
carrying out their duties.
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1.3 The with-profits actuary must hold a practising certificate, with that certificate
covering with-profits business

1.4 Certain guidance notes referred to in paragraph 1.2 are not classified as
practice standard. Their status is not altered by references to them in this
practice standard guidance note.

15  SUP 4.3.1R allows a firm to appoint more than one with-profits actuary, each
in respect of one or more classes of business. However, because there can be
conflicts of interest between different classes of business, an actuary must
accept such an appointment only in accordance with paragraphs 1.6 to 1.8
below.

1.6 Where a firm has more than one with-profits fund it will normally o
acceptable for an actuary to accept appointment as with-profits actua ronly
some of those funds if: ®

(a) the Principles and Practices of Financial Manage tg funds
adequately describe the way in which the exercise’&sdetion impacts on
the interactions between the different funds, ano\

(b) the extent to which such interactions from t@ercise of discretion impact
on with-profits policyholders is unlikely aterial.

1.7 It would normally be inappropriate fo%ctuary to accept an appointment as
with-profits actuary in respect of somie of the classes of business in any
one with-profits fund.

1.8  Should more than one with-pr actuary be appointed by a firm, whether
each is appointed in res of only some with-profits funds of the firm (see
paragraph 1.6 abov: in respect of only some of the classes of the same with-
profits fund (seesparagraph 1.7 above), each must:

ance in respect of the with-profits fund or class(es) of
espect of which he or she has been appointed,

(b) i se of an appointment in respect of only some of the classes of the
e with-profits fund, provide advice in such a manner as takes into

: ccount the interests of all the with-profits policyholders of the fund,

(c) ascertain the opinion of the other with-profits actuaries in respect of the
with-profits fund or classes of business in respect of which they have been
appointed,

(d) follow the requirements of PCS when commenting on the
recommendations or reports of the other with-profits actuaries, and

(e) be satisfied that the arrangements put in place by the firm in accordance
with SUP 4.3.17R (see paragraph 3.3 below) are appropriate both as they
relate to the business in respect of which he or she has been appointed and
as they relate to all of the business of the with-profits fund or with-profits
funds of the firm.
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2 Regulatory requirements on the with-profits actuary

2.1  The duties of the with-profits actuary are set out in SUP 4, and in particular in
SUP 4.3.16AR. He or she must:

“()

@)

3)

4)

; (6)

(7)
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advise the firm’s management, at the level of seniority that is
reasonably appropriate, on key aspects of the discretion to be
exercised affecting those classes of the with-profits business of the
firm in respect of which he has been appointed;

governing body as to whether the assumptions used to calculat
with-profits insurance component under PRU 7.4 are cons
the firm’s PPFM in respect of those classes of the fmtsw oflts

where the firm is a realistic basis life firm, advise the firm’s E

business;

or after 1 January 2005, report to the firm’s ning body on key
aspects (including those aspects of the fir ication of its
Principles and Practices of Financial Management on which the
advice described in (1) has been glvengﬁhe discretion exercised in
respect of the period covered by h@o rt affecting those classes of
with-profits business of the fi

at least once a year, in respect of each financi g% mmencmg on

in respect of each finan ear commencing on or after 1 January
2005, make a written«repart addressed to the relevant classes of the
firm’s With-profit@ olders, to accompany the firm’s annual
report under COB 6.1¥.9R, as to whether, in his opinion and based on
the informati d explanations provided to him by the firm, and
taking inm@)u where relevant the rules and guidance in COB
6.12 | report and the discretion exercised by the firm in
respe; %&he period covered by the report may be regarded as
aki having taken, their interests into account in a reasonable
oportionate manner;

uest from the firm such information and explanations as he
reasonably considers necessary to enable him properly to perform the
duties described in (1) to (4);

advise the firm as to the data and systems that he reasonably
considers necessary to be kept and maintained to provide the duties
in (5); and

in the case of a friendly society to which this section applies, perform
the function of appropriate actuary under section 12 (Reinsurance) of
the Friendly Societies Act 1992 or section 23A (Reinsurance) of the
Friendly Societies Act 1974 as applicable, in respect of those classes
of its with-profits business covered by his appointment.”
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3.1

3.2

3.3
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Relationship between the with-profits actuary and the firm.

The with-profits actuary must ensure that he or she has sufficient information
and resources to enable him or her to carry out his or her duties. In particular
the with-profits actuary must seek to ensure that he or she has timely access to
all legal advice received by the firm that is relevant to his or her duties. SUP
4.3.16AR(5) (see paragraph 2.1 above) imposes upon the with-profits actuary
the duty to request the firm to provide such information. SUP 4.3.16AR(6)
(see paragraph 2.1 above) imposes on the with-profits actuary the duty to
advise the firm as to the data and systems that he or she reasonably considers
necessary to carry out his or her duties. The with-profits actuary must renew
his or her request to the firm for such information regularly, normally e%
year. He or she must retain a record of his or her requests and of hi
advice to the firm as to such data and systems for at least three &ags.

©

SUP 4.3.16DG states the following: Q

“Firms should normally obtain advice from the ac@ appointed to
perform the with-profits actuary function in resﬁst?f he affected class or
classes of with-profits business, whenever they are preparing to make key
decisions based on the exercise of discretioﬁecting their with-profits
business. Firms should also have risk m ent processes in place to
ensure that all relevant matters are-referredto the actuary for advice.”

The with-profits actuary must tak sonable steps to satisfy himself or
herself that risk management processes in accordance with SUP 4.3.16DG are
in place. %

The with-profits actuar st seek to ensure, when agreeing his or her terms

of reference, that h‘mue ill receive, on a timely basis, copies of all papers
issued to members o governing body that are relevant to the management
of the with-pro nd

SUP 4.3 &i@ﬂuires the firm to allow the with-profits actuary to perform his
or her s, and in particular:

\ keep him informed of the firm’s business and other plans (including,

these);

YV where relevant, those of any related firm, to the extent it is aware of

(2) provide him with sufficient resources (including his own time and
access to the time of others);

(3) hold such data and establish such systems as he reasonably requires;
(4) request his advice about the likely effect of material changes in the

firm’s business plans, practices or other circumstances on the fair
treatment of with-profits policyholders; and
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3.4

4.1

(5) pay due regard to his advice, whether provided in response to a
request under (4) or on the actuary’s own initiative; this will include,
if he requests it, allowing him to present his advice directly to the
firm’s governing body (that is, the board of directors or, for a friendly
society, the committee of management).”

The with-profits actuary must indicate to the firm’s management at the
appropriate level of seniority the range of information that he or she will need
under SUP 4.3.17R(1). He or she must also request that the firm take steps to
ensure that all the relevant information has actually been provided, and must
obtain confirmation from the firm’s management at the appropriate level of
seniority that the relevant information has been provided. b

The with-profits actuary must seek to ensure, when agreeing his,or her.terms

of reference, that he or she will have the opportunity to comme any

communications or reports issued from time to time by the @

(a) relate to the firm’s exercise of discretion affecting Qith—profits business,
and

(b) will be made available to some or all of the,firm’s actual or potential with-

profits policyholders, or to their actual o tial advisers whether
employed by the firm or independent of

The with-profits actuary must si ek to ensure that he or she will, as
far as is reasonably possible, be made aware, in time to be able to comment on
them before issue, of any s unications or reports which could
significantly affect the reader derstanding of the firm’s past or future
exercise of discretion affecting its with-profits business.

Reporting an d&

When givin e under SUP 4.3.16AR(1) or preparing a report under SUP
4.3.16AR$,t with-profits actuary needs to bear in mind the guidance in
SUP 4 . This guidance states the following:

“In“advising or reporting on the exercise of discretion, an actuary
erforming the with-profits actuary function should cover the implications

Y’V for the fair treatment of the firm’s with-profits policyholders. His opinion

on any communication or report to them should also take into account their
information needs and the extent to which the communication or report
may be regarded as clear, fair and not misleading. Aspects of the business
that should normally be included are:

(1) bonus rates to be applied to policies at maturity or on the death of the
policyholder, or when calculating the annual bonus;

(2) investment policy in the light of product descriptions disclosed to
customers;

(3) surrender value methodology (including market value adjusters);
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(4) new business plans and premium rates;

(5) allocation of expenses to with-profits business;

(6) investment fees to be charged to with-profits business;

(7) changes to the Principles and Practices of Financial Management; and

(8) communication with policyholders or potential policyholders on the
issues in (1) to (7).”

The with-profits actuary must include in his or her advice or report refe
to all those matters set out in the firm’s Principles and Practices of I
Management that he or she considers relevant to that advice or rfpor .

o
42  When: Q

o formally advising the firm’s management in writin%ie? SUP
4.3.16AR(1) on key aspects of the discretion tow cised affecting the
with-profits business of the firm, or

e making a formal report to the governing b der SUP 4.3.16AR(3),

the with-profits actuary must include ici@information and discussion

about each factor and about the resul ny relevant financial or other
investigations to justify, and enab verning body to judge, the

appropriateness of the conten%f e advice or report and for the governing

body to understand their i s for the future course of the firm’s
business. In particular, the with=profits actuary must state his or her:

@) interpretatiormat would constitute fair treatment of with-profits
policyholders having regard in particular to the firm’s Principles and
Practices inancial Management, policy literature, other publicly

information such as own-charge illustrations, and any legal

en to the firm constraining or potentially constraining the
geverning body’s discretion;

%’ inion on the extent to which past or proposed exercise of discretion,
including:

E e if asset share techniques are used, the way in which asset shares are
calculated and the way in which the levels of payouts relate to them;
and

e discretion affecting with-profits business exercised in connection
with the provisions of any applicable Schemes of Transfer,

is in line with that interpretation;
(c) opinion on the extent to which it is appropriate to distinguish between

groups of with-profits insurance contracts having regard inter alia to the
nature of the policies including the premium rates on which they were
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4.3

4.4

4.5

effected, their duration, their relevant pooled experience, and
communications with the relevant policyholders; and

(d) opinion on how his or her recommendations maintain fairness between
different categories of policy or policyholder and between policyholders
and the firm.

Where the with-profits actuary considers that there are particular issues
relating to the firm’s ability to meet its regulatory capital requirements, he or
she must advise the governing body accordingly.

each factor will depend upon the extent to which, if at all, the factor is r
or has been covered in other reports or advice formally presented to
governing body by the with-profits actuary in the previous elev %

The extent of the information required, and the discussion appropriate, for
{Bnt

When commenting on any communication addressed to wit

policyholders, the with-profits actuary must bear in m dance in SUP
4.3.16BG (see paragraph 4.1 above) to take into acco%th‘the firm’s
Principles and Practices of Financial Management&xqftI with-profits
policyholders’ information needs and the extent to whieh the communication
or report may be regarded as clear, fair and noﬁ,eading. The with-profits
actuary must also draw the attention of the ment of the firm, at the
appropriate level of seniority, to any cikcumstances in which he or she believes
that a further communication should %ued by the firm.

The with-profits actuary mus iv%ﬁ'ce to a firm on the future exercise of
discretion affecting its wit its business:

(@) whenever the firm requests it,

(b) whenever h omonsiders that in any respect a proposed exercise of
discretion v@ be inconsistent with the firm’s Principles and Practices
of Fman@ anagement, and

(c) w er he or she considers that the firm’s Principles and Practices of

ial Management have become inappropriate.

garding the extent to which the governing body can exercise its discretion
when allocating surplus, he or she must state in his or her report or advice the
nature of the uncertainty, the assumptions he or she has made with regard to
the uncertainty and the consequences were the uncertainty to be resolved
differently. The firm may have taken legal advice with regard to the
uncertainty. Where it has, the with-profits actuary must state in his or her
report or advice the extent to which he or she has relied on that legal advice
and whether in his or her opinion there is any conflict between that legal
advice and his or her interpretation of the fair treatment of the firm’s with-
profits policyholders having regard in particular to the firm’s Principles and
Practices of Financial Management.

“ \éwe in the opinion of the with-profits actuary, there is uncertainty
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4.6 If the firm is a realistic basis life firm, SUP 4.3.16AR(2) (see paragraph 2.1
above) requires the with-profits actuary to advise the firm’s governing body as
to whether he or she is satisfied that in the calculation of the with-profits
insurance capital component the assumptions made are consistent with the
firm’s application of its Principles and Practices of Financial Management.
This advice is not intended for publication, and may be prepared having regard
to the guidance in paragraph 4.8 below as if it applied to this advice. It must
cover the assumptions made in the calculation of the realistic valuation of the
liabilities and the other elements of the calculation of the with-profits
insurance capital component, including the assumptions made concerning
future bonuses, future investment policy and all other future management
actions. It must include the with-profits actuary’s opinion on whether he or
she is satisfied that all the assumptions are consistent with his or her
interpretation of what would constitute fair treatment of the firm’s
policyholders. When assessing what would constitute fair treat a% ith-

profits actuary must have regard in particular to the firm’s Prin sand
Practices of Financial Management and, as required by SU AR(2), to
the firm’s application of them. When assessing the im of the firm’s
application of them the with-profits actuary will need %xeSS the extent to
which the firm’s past actions are relevant to what Nc nstitute fair
treatment in the future and in different economic and other circumstances.

4.7 If the with-profits actuary is not satisfied wi Qassumptions described in
paragraph 4.6 above, he or she must consid ether this is a matter which
requires communication to the FSA L&;’he Regulations (see paragraph 1.2

above) YV

4.8  Areport to the governing r SUP 4.3.16 AR(3) (see paragraph 2.1
above) covers the key aspects of‘the way in which the firm has exercised
discretion affecting its with-profits business in respect of the period covered by
the report. This re%’s t intended for publication. SUP 4.3.16CG states:

“The report P 4.3.16 AR(3) should be proportionate to the nature of
the with- business. For smaller firms with fewer products, the extent
of re & would be proportionately less.”

he f reporting would also be proportionately less in the case of a
I m with only a small (in absolute terms) amount of with-profits

ess
4.9 Z When preparing a report under SUP 4.3.16AR(3) (see paragraph 2.1 above),
the with-profits actuary must make clear his or her views on:

@) the extent to which the actions of the firm in the period have been fair
to the different groups of with-profits policyholders and between with-
profits policyholders (as a class) and any shareholders, and

(b) the extent to which communications or reports issued to with-profits
policyholders or potential with-profits policyholders have met their
information needs, have been clear, fair and not misleading, and have
been consistent with the firm’s Principles and Practices of Financial
Management,
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and must refer to those aspects of the business that are mentioned in SUP
4.3.16BG (see paragraph 4.1 above) that are relevant, and to any other
significant relevant factors.

4.10 The with-profits actuary should normally present the report under SUP
4.3.16AR(3) in person to the governing body, so that he or she may identify
and address any areas of misunderstanding or concern that may arise. The

with-profits actuary has the right under SUP 4.3.17R(5) (see paragraph 3.3
above) to make such a presentation, if he or she requests to do so.

&
bOQ&
hag
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