Deloitte

Partner
Actuarial & Insuranct
Solutions

Deloitte LLP

Hill House

1 Little New Street
London

EC4A 33TR

. Tel: +44 (0) 20 7936 3000
Board for Actuarial Standards Fax: +44 (0) 20 7583 1198
5th Floor www.deloitte.co.uk

Aldwych House Direct: +44 (0) 20 7303 3372
71-91 Aldwych Direct Fax: + 44 (0) 20 7303 0760
London dxmurray@deloitte.co.uk

WC2B 4HN

FAOQ: Louise Pryor, Director

16 July 2010
Dear Louise
Exposur e Draft on Insurance TAS

Deloitte is pleased to respond with comments on yoursexpalraft for the Insurance TAS (“ED”) and, as
always, we welcome your consultative approach. Whektthiat the proposed commencement date of 1 April
2011 is reasonable, subject to the Insurance TAS being pedlgifficiently in advance of this date. We set
out below our key comments on the exposure draft.

I. Scope
a) Work for internal decision making

We reiterate our view expressed in response to the Gatimu Paper in November 2009 that the scope of the
Insurance TAS should be limited to (i) areas of puldimnce and (ii) reporting of a regulatory nature. We do
not agree that actuarial information intended for the@ses of internal decision making should be within the
scope of the Insurance TAS. Ifitis, users of inteataiharial work who wish to reduce costs may instruet th
actuary responsible for the work to depart from TAS{qa®&rmitted under paragraph 24 of the Scope &
Authority of Technical Standards). Another consequencealdmifor other professionals, not caught by this
standard, to undertake work that can be performed by a tusrgceven if an actuary might be the most
appropriate person to do that work. Opting out from TA& enatter of routine would bring the standards into
disrepute, so in our view, a better alternative wouldbbartit the scope as above, whilst recognising thatdirm
could opt-in as good practice to areas outside this scope.

b) Pricingwork

For similar reasons to those highlighted above (intefeeision making), we think it is not appropriate to
include product pricing in the scope of the Insurance WAlSout further field work being performed by BAS
on how firms will apply it in practice. In any cases think the difficulties presented by its introduction mean
that this is a particular area where BAS should detayndlusion within scope. However, we comment below
in paragraph Il(b) on how the definition of materiatiyuld be amended to assist with the inclusion of aspects
of pricing work within the scope of the Insurance TAS.
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Actuarial involvement in pricing work takes on many amded forms. There are many instances where it
would be either impractical or inappropriate to applyltteeirance TAS to pricing work. For example, certain
types of business are typically priced on a transact{ofiein case-by-case) basis, involving rapid turn-around
and advice on a “best-efforts” basis under the circantss. Pricing can involve the repeated running of
models (often many times a day) whose inputs, otherpiblicy data, are directly related to market conditions
at a particular date. Whilst we acknowledge issuedriialve model or parameter uncertainty should be
addressed by firms following a periodic recalibration oeadment to such a model, applying the TAS each
time a model is run or a contract cost is calculatgaa@asible interpretation of the current wording) appears
disproportionate and of little or no benefit. Weentsio that there are many instances, especiallyridifen
where non actuaries perform an equivalent function (seeoouments below undérhe application of TAS-|

to multidisciplinary teamsf'— your proposals would disadvantage actuaries in this context.

¢) Audit work

We think it is unclear whether you intend the workrieal out in support of an audit to be within scope of the
Insurance TAS or not. We do not think it should Bée understand from paragraph 18(b) of the “Scope and
Authority of Technical Standards” document (version 3, Rdser 2009) that the BAS does not intend to set
standards on monitoring the work of another actuagreby excluding the Reviewing Actuary’s work.
However, paragraph 2.27 and C.1.5 of this ED suggests ofieenliien actuaries are supporting an auditor in
reviewing the work of another actuary, on the basisttiigtelates to the financial statements of a firm.

Often, work in support of an audit will involve the rawvief the work of another actuary or insurance
professional, and will not result in the Reviewing dsaty preparing his / her own estimates. In some
circumstances, the auditor will only require a high-leeelew of the quality of the actuarial information
supplied to them. In such circumstances we think it willalways be easy for the actuary to comply with the
Insurance TAS and the generic TASs. Neverthelesgan see that some of the disciplines proposed in the
TASs are helpful to Reviewing Actuaries. We therefarggest that review work of this nature be explicitly
excluded from scope unless the person commissioning tleswésiich as the auditor) requires otherwise.

It is worth noting that the standards for audit workalready covered by ISAs (UK and Ireland) and other
auditing pronouncements issued by the Auditing PracticasdB@PB) and should not be covered by two
separate standards. It should be remembered that PN2@see auditor to agree the scope of work with the
Reviewing Actuary and this, inter alia, is likely teinde the format of reporting. We think that the Insuganc
TAS should deal with thprepar ation of actuarial information only and this distinction ghibclearly be made.

As pointed out in a previous response, this would leave anghp standards for the role of Reviewing Actuary
used by the auditor of a life insurer. If the BAS fakls part of its remit to establish such standard= this
should be clearly separated from the guidance on actuamiklthat is performed in connection with financial
statements, which is quite different from the Revigyctuary’s work agreed between him / her and the
auditors. We suggest you also liaise with the APB torerthat its Practice Notes 20 and 24 are aligned with
this material.

[I. Definitions
a) Actuarial information / work

Throughout the ED, “actuarial work” is used without beéxglicitly defined. Similarly, the question of what
constitutes “actuarial information” is of utmost imgorte in applying the standards, and should be clarified.

The intuitive definition of actuarial work is “work perfoed by an actuary” and that could easily lead to
misinterpretation of scope in particular cases. Fomgi@ consider the case of an actuary working in aseni
management roles such as CEO or CFO of a financiéLitnst. That individual would have responsibility for
financial statements in their entirety. We do natktthe intention of the Insurance TAS is to includthin
scope the entirety of a set of company’s financiaéstants as a result of the professional qualificatdxfns
certain senior members of management, but it couldtbgpireted this way as currently worded. We
recommend that “actuarial work” is defined appropriatelovercome this.
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We welcome the inclusion in Part C of more detailedrijgtsans of the work which will be within the scope of
the Insurance TAS. Although we acknowledge your comnheniittis not possible to cover all possible aspects
of actuarial work, we would recommend that some exampldsgariptions are given of “non-actuarial work”.

In our view, many aspects of business planning work artanttarial work”. For example, estimating future
new business, future expenses or total projected overbsteveould not normally be described as “actuarial”,
even though actuaries might on occasion be involved imwsock. We would therefore recommend that
business planning be removed from scope or defined moréydieaxclude those aspects which are “non-
actuarial” by nature. As currently drafted, we feelwlneding places an excessive burden on an actuary with
overall responsibility for business plans comparedrtoreactuary performing this work.

b) Materiality

We believe that the inclusion of various areas of aclark within the scope of the Insurance TAS

highlights difficulties with interpreting materialitysas currently defined and used throughout the TASs.
Although it is right to exclude from the scope work thdt mat affect decisions, we do not think that the
opposite can be assumed to be true. Many business de@s@minor in nature and a simple cost benefit
analysis would suggest that they do not merit the oveflagtuarial standards. We think that this (and the time
pressures and other relevant circumstances) is foattad is intended by the phrase “and the context in which
the work is performed and reported” in the material@finition, however we do not think this is stated in a
sufficiently transparent fashion. We therefore sugthedtthe definition of materiality is amended throughout
the TASs to the following:

Matters are material if they could, individually or collediy, influence the decisions to be taken by users of the
related actuarial information. Assessing materiality is a eraif reasonable judgement which requires
consideration of the users and the context in which the work isrperl and reportedThe context of the

wor k includes the significance of the decison relativeto therisk profile or framework of the affected

insurance entity.

We believe that this “two hurdles” approach will assisny actuaries, particularly those in management roles,
in situations where they are called upon to advise uirderpressure or are otherwise required to exercige the
judgement. We believe it will enable the TASs to aligore effectively with the forthcoming Solvency |l
regime. Furthermore, it should also help rather thamplisvell-run firms that have an established approach to
risk management.

c) Exerciseof discretion

We note that “discretion” is not defined despite being usgdinciples which could have significant impact on
our work. “Discretion” is potentially broad in scope anithout being clearly defined, could lead to
unintended consequences. We think the BAS intends itda wiscretion in deciding the amounts of policy
benefits granted to policyholders. Since “actuarialkivis also not defined, the meaning of C.1.22 as drafted i
obscure. For example, a decision to move to new gffiemises could be regarded as an exercise of discretion
in the normal use of the word. We would thereforememend that the text provides a definition of

“discretion” and possibly examples of what might be drbeoincluded within the definition.

I11. Reports concerning the exercise of discretion

A consequence of including “work concerning the exercisesof efion by an insurer” within the scope, is that
aggregate reports sent to policyholders (e.g. benejggifons) should comply with the TASs. The extensive
disclosures required by the TASs around assumptions andainteunderlying the figures in such reports
would not be understood by the average policyholder. Furtimerrsuch detailed and technical disclosure
would be in conflict with the objectives of the Insur@d®S as set out in Part A, one of which is to enthae
“information provided to policyholders is relevant, coetpensible and sufficient for its purpose”. It wouldbals
be in conflict with guidelines from the FSA that conmitations to policyholders should be clear, simple and
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understandable. We would therefore welcome furtherfickation within the TASs concerning the extent and
detail of disclosures which should be included within pbladgier communication.

IV. Theapplication of TAS-| to multidisciplinary teams

The Insurance TAS purports to apply equally to actuamek performed by actuaries and non-actuaries; it is
not clear how, in practice, the standards could be esdarpon, and what action could be taken against, non-
actuaries who are not compliant with TAS. We would weledanther clarification on how the standards
would apply to a) actuaries reporting to non-actuaries andrizactuaries reporting to actuaries. We believe it
is essential that any standard such as this does ndtinglyireduce the quality of work, and thus potentially
put the end customer at risk, by introducing an unleveinieiield between actuaries and non actuaries.

We hope that you will find our response useful in developimgppropriate standard on insurance. If you
would like to discuss further any of the points we have daigsiease contact David Murray (Life Insurance, 020
7303 3372), Alex Marcuson (General Insurance, 020 7303 3378) oAAkton (Audit, 020 7303 5996).

Yours faithfully

Deloitte LLP
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