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4.8

4.9

4.10

avoidance of doubt, these examples are purely illustrative - any proposals for
more detailed standards will be subject to separate consultation.

lllustration of top-level and sample lower-level standards
Generic standards
D Data

M Modelling, risk and uncertainty
R Reporting

Specific Standards

100 Long term insurance
105 Mortality assumptions in life office reserving
200  General insurance reserving and capital adequacy

300  Defined benefit pension scheme funding: advice to trustees and to

employers
301 Investment returns in pensions
305 Mortality assumptions in pensions

400  Pre-paid funeral plans

500 Business rearrangements

This structure would enable actuaries and users to bring together either all
the standards on an assumption such as mortality, or all the standards on a
functional aspect such as reporting. So, depending on whether mortality
assumptions were being determined, or reports being written, the relevant
parts of the book of standards could be brought together. This might not
work in all cases; for instance, if an actuary were working on a report on
pension scheme funding, the 300 series of standards might contain relevant
matter that was not easily separated from the matter on, say, data.
Nevertheless, the BAS believes this structure would be the most helpful to
actuaries and users, and invites respondents to submit their views on these
alternatives.

As discussed in paragraph 3.23, this type of structure would give some
flexibility for dealing with actuarial information provided for accounting
purposes, which could be included as either:

e A specific standard (number 600) with more detailed standards for long
term insurance, general insurance and pensions respectively; or

¢ Detailed standards under each of the practice area specific standards (ie
under 100, 200 and 300 respectively)

The BAS will also investigate how TASs might be structured on its website to
be most helpful to users. This might include considering the feasibility of a
personal book of standards along the lines of the FSA’s ‘Build your own
handbook’” tool, which enables registered users to build, view and manage
personal handbooks, containing just the rules and guidance the authorised
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person needs. The FSA’s personal handbooks are updated automatically and
takes into account future agreed rule changes.

This section describes a preferred structure for the BAS book of standards. Paragraph
4.4 proposes two criteria that the structure should meet. Paragraphs 4.5 to 4.9
describe how the criteria would be met by the preferred structure.

The BAS would welcome views on the two criteria as well as on the preferred
structure and its ease of use.
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5

IMPLICATIONS FOR ADOPTED
GUIDANCE NOTES

INTRODUCTION

51

The BAS has reviewed the 37 GNs that were adopted from the Actuarial
Profession. The results of the review are summarised in this section, together
with the implications for each GN, grouped by practice area. They indicate
that

¢ 7 GNs have content that is within the scope of the three proposed generic
standards;

¢ 23 GNs (including five of the category above) have content that is within
the scope of the six proposed specific standards;

e 2 GNs have no content that is within the scope of BAS standards, but are
specifically mentioned in regulations; and

¢ 10 GNs either have no content that is within the scope of BAS standards
and are not specifically mentioned in regulations, or will be in that
situation after forthcoming regulatory changes by the DWP and the FSA
take effect.

GENERAL INSURANCE GNS

5.2

5.3

There are five General Insurance (GI) GNs, of which four (GN12, GN20,
GNB33 and GNb50) are Practice Standard (ie compulsory, indicated by an S in
the tables in this section) and one (GN18) is Recommended Practice (ie
recommendations only, indicated by an R). Two of them (GN18 and GN33)
concern work performed by UK actuaries for UK insurers in order to meet
overseas regulatory requirements (see also paragraph 3.12).

Under the BAS's proposals, there would be just one specific standard for GI
once the proposed generic standards on reporting, data and modelling were
in place. The specific standard would address issues concerning the formal
Statements of Actuarial Opinion that regulators require, and would
incorporate content from four GNs (GN12, GN18, GN20 and GN33). Content
from all five GNs would be incorporated into the generic standards.

Summary

54

The following table shows the proposed treatment of the GI GNs, including
anticipated timings. The basis of the anticipated timings (together with the
timings shown in the other tables in this section) is discussed in paragraphs
6.6 to 6.10.

19



BOARD FOR ACTUARIAL STANDARDS APRIL 2008 ¢ CONSULTATION PAPER: STRUCTURE OF NEW BAS STANDARDS

Time-
GN | Class | Title Treatment table
12 | S General Insurance Business - Incorporate in generic 2Q
Actuarial Reports V4.0 standards and GI specific 2010
standard
18 | R UK General Insurance Some content incorporated | 2Q
Companies writing US in generic standards, and 2010
Regulated Business V2.1 GI specific standard. Other
content out of scope.
20| S Actuarial Reporting Under the Incorporate in generic 2Q
Lloyd's Valuation of Liabilities standards and GI specific 2010
Rules V7.0 (BAS Amendment 1) | standard
33| S Lloyds Syndicates writing US Some content incorporated | 2Q
business V4.0 in generic standards, and 2010
GI specific standard. Other
content out of scope.
50 | S General Insurance Principles Incorporate in generic 2Q
and Practice V1.0 standards 2010

LIFE INSURANCE GNS

5.5

There are 15 Life Insurance GNs, of which nine are Practice Standards and six
are Recommended Practice. Under the BAS’s proposals, three GNs (GN39
and GN42 Practice Standard, and GN22, Recommended Practice) would
cease to apply in the course of the transition to TASs. Twelve GNs have
content that would be incorporated into specific standards, including one
(GN 47, Recommended Practice) that also has some content that would be
absorbed into the generic modelling standard.

Specific standards

5.6

5.7

5.8

59

Content from ten GNs (GN1, GN2, GN8, GN40, GN41, GN43, GN44, GN45,
GN46 and GN47) could be incorporated into a single specific standard,
mainly addressing the reserving and capital adequacy roles in life insurers.
Two of the nine (GN2 and GN46) are Recommended Practice, but some of the
material seems suitable for promotion to TAS status.

One GN (GN7, Recommended Practice) would be absorbed into an
accounting specific TAS if a separate standard is developed, or else into the
long term insurance standard (see the discussion in paragraphs 3.22 and

3.23).

One GN (GN23, Recommended Practice) would be absorbed into the
business rearrangements specific standard.

GN41 concerns discretion in with profits business and therefore has
significant differences from the other GNs, which address reserving and
capital adequacy roles. As discussed in paragraph 3.9, the BAS currently
believes that it would be better to integrate all the life insurer roles in one
standard, and is therefore proposing to incorporate its content into the
specific standard on long term insurance business.
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Summary

5.10

including anticipated timings.

The following table shows the proposed treatment of the Life Insurance GNs,

Time-
GN | Class | Title Treatment table
1|S The Prudential Supervision in Incorporate in long term 1Q
the UK of long-term insurance insurance specific standard | 2010
business V6.2
2R Financial Condition Reports Incorporate in long term 1Q
V1.1 insurance specific standard | 2010
7R Role of Actuaries in Relation to Incorporate in accounting 4Q
Financial Statements of specific standard 2010
Insurers and Insurance Groups
writing Long-term Business and
their Relationship with Auditors
V3.1
8185 Additional Guidance on Incorporate in long term 1Q
valuation of long-term insurance | insurance specific standard | 2010
business V7.1
22 | R Disclosure - FSA Rules V2.2 Disapply from November | 4Q
2008 when abridged 2008
content will be
incorporated into FSA
rules
23 | R Life Insurance Company Incorporate in business 4Q
Takeovers V1.1 rearrangements specific 2010
standard
39S Reserved roles in long-term Disapply. Out of scope 3Q
insurance business V2.1 (relates to auditing 2008
process)
40 | S The Actuarial Function Holder Incorporate in long term 1Q
V2.0 insurance specific standard | 2010
41 | R&S | The With-Profits Actuary V2.0 Incorporate in long term 1Q
insurance specific standard | 2010
42 | R& S | The Reviewing Actuary V2.0 Disapply. Out of scope 3Q
(relates to monitoring) 2008
43 | S The Appropriate Actuary V2.0 Incorporate in long term 1Q
insurance specific standard | 2010
4 | S Mathematical Reserves and Incorporate in long term 1Q
Resilience Capital Requirement | insurance specific standard | 2010
V2.0 (BAS amendment 1)
45 | S Determining the With-Profits Incorporate in long term 1Q
Insurance Capital Component insurance specific standard | 2010
V2.0 (BAS amendment 1)
46 | R Individual Capital Assessment Incorporate in long term 1Q
V2.0 (BAS amendment 1) insurance specific standard | 2010
47 | R Stochastic Modelling of Incorporate in long term 1Q
Economic Risks in Life insurance specific standard | 2010
Insurance V2.0 (BAS and generic modelling
amendment 1) standard
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PENSIONS GNS

5.11

There are 14 Pensions GNs, of which eight are Practice Standard and six are
Recommended Practice. Under the BAS’s proposals, eight GNs would cease
to apply in the course of the transition to TASs. Six GNs have content that
would be incorporated into specific standards, one of which (GN9, Practice
Standard) also has some content that would be absorbed into the generic
reporting standard.

Cease to apply

5.12

5.13

Eight GNs would cease to apply (GN3, GN11, GN19, GN49 and GNBbI,
Practice Standard and GN4, GN13 and GN17, Recommended Practice). The
BAS is discussing with the DWP how the purposes for which GN19 and
GN49 were originally introduced will best be served in the future (see also
paragraphs 5.20 to 5.23).

In the cases of some GNs that have no content within the scope of BAS
standards, the GNs act as a link between certain regulatory requirements and
the Profession’s peer review requirements. These links may need to be
restored in some way when the GNs cease to apply, but the peer review
requirements are not within the Scope & Authority of the BAS.

Specific standards

514  Five GNs (GN9, GN16, GN26, GN28 and GN34) would form the basis of a
single standard on defined benefit pension scheme funding. Two of the five
(GN26 and GN34) are Recommended Practice, but some of the content may
be suitable for promotion to TAS status (see also paragraph 5.26).
515  Another GN (GN36, Recommended Practice) would be incorporated into the
accounting specific TAS if a separate standard is developed (see paragraphs
3.22 and 3.23). Otherwise it would be incorporated into the pensions specific
standard.
Summary
516  The following table shows the proposed treatment of the Pensions GNs,
including anticipated timings.
Time-
GN | Class | Title Treatment table
3(1S Contracted-out Pension Schemes | Disapply. Anticipated to be | 3Q
where Wind-up commenced obsolete (all such schemes | 2008
before 6 April 1997 V3.4 went into wind-up at least
11 years ago)
4| R Insolvency of Employers Disapply. Out of scope (it 3Q
Safeguard of Pension Scheme covers interpretation of 2008
Contributions V2.4 legislation)
91S Funding Defined Benefits - Incorporate in pensions 1Q
Presentation of Actuarial Advice | specific standard and 2010
V8.0 reporting generic standard
11| S Retirement Benefit Schemes - Disapply from October 3Q
Transfer Values V9.2 2008, when new DWP 2008
regulations take effect
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Time-
GN | Class | Title Treatment table
13 | R Statements Required in Disapply. Out of scope (it 3Q
Connection with FAS 87, 88 and | consists of explanatory 2008
132 V3.3 comments made by the
staff of FASB)
16 | S Retirement Benefit Schemes - Incorporate in pensions 1Q
Transfers Without Consent V3.1 | specific standard 2010
(amendment 1)
17 | R Accounting for Pension Costs Disapply. Obsolete 3Q
under Statement of Standard (SSAP24 no longer in use) 2008
Accounting No 24 V1.0
19 |S Retirement Benefit Schemes - Disapply. Out of scope (it 3Q
Winding-up and Scheme Asset covers interpretation of 2008
Deficiency V4.7 legislation)
26 | R Pension Fund Terminology V2.1 | Incorporate in pensions 1Q
specific standard 2010
28| S Retirement Benefit Schemes - Incorporate in pensions 1Q
Adequacy of Benefits for specific standard 2010
Contracting-out V2.1
34 | R Ilustration of Defined Incorporate in pensions 1Q
Contribution Pension Scheme specific standard. See also | 2010
Benefits V1.1 paragraph 5.26
36 | R Accounting for Retirement Incorporate in accounting 4Q
Benefits under FRS 17 V1.0 specific standard 2010
49 | S Occupational Pension Schemes - | Disapply. Out of scope (it 3Q
Scheme funding matters on covers interpretation of 2008
which advice of actuary must be | legislation)
obtained V1.0
51 |S Retirement Benefit Schemes - Disapply. Out of scope (it 3Q
Modification of Subsisting relates to alerting trustees) | 2008
Rights Without Consent V1.1
OTHER AREAS
517  There are three GNs that fall outside the three traditional areas of pensions
and insurance. All three are Recommended Practice.
518  Under the BAS’s proposals, the content of two of the GNs (GN21 and GN38)
would be incorporated in TASs. The third (GN10) would cease to apply.
519  The following table shows the proposed treatment of these GNs, including

anticipated timings.

Time-
GN | Class | Title Treatment table
10 | R Valuation of Reversions and Life | Disapply. Out of scope (not | 3Q
Interests V3.1 required by regulation or 2008
by legal contract)
21 | R Post-Retirement Medical Plans Incorporate in pensions 1Q
V2.0 specific standard 2010
38 | R Pre-paid funeral plans V1.0 Incorporate in pre-paid 3Q
funeral plans specific 2010

standard
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GNS MENTIONED IN REGULATIONS

5.20

5.21

5.22

523

Historically, seven GNs (GN9, GN11, GN19, GN26, GN27, GN28, and GN49)
were mentioned in statutory regulations as imposing additional requirements
on actuaries.

Of those seven, four are no longer relevant in this context or will have ceased
to be relevant by 31 October 2008. GN9 and GN26 are no longer mentioned in
regulations. GN11 will cease to be mentioned in regulations in October 2008.
GN27 (Retirement benefit schemes - minimum funding requirement) was not
adopted by the BAS but was retained by the Profession.

This leaves three adopted GNs that will continue to be mentioned in
regulations: GN19, GN28, and GN49. So long as the regulations continue to
refer to these GNs, they must remain in existence with that name and
covering the same scope. There is, however, no reason why such GNs could
not have two names, eg “BAS standard 315, also known as GN49”.

The BAS has agreed with the DWP that the new deficiency regulations will
refer to “relevant BAS standards” rather than to any specific standard or GN,
although the winding-up regulations continue to make specific reference to
GN19. The DWP is due to begin a deregulatory review later this year; it is
possible that GN19, GN28 and GN49 will cease to be mentioned in
regulations as a result. If so, GN19 and GN49 would be disapplied by the
BAS, as their contents are outside the BAS’s scope. The contents of GN28
would be incorporated into the pensions specific standard.

TM1 AND OTHER WORK FOR ILLUSTRATIONS

5.24

525

5.26

Technical Memorandum 1 (TM1) is not an actuarial standard, although the
BAS is responsible for its maintenance. It is a set of rules (not principles) for
producing annual projections which, by law, are sent to the members of
money purchase pension schemes. Although BAS is responsible for writing
these rules, the work that uses them is not normally performed by actuaries.

GN22 is a similar standard for illustrations at point of sale for life policies
(including personal pension policies), but it concerns only one aspect of
illustrations (the assumptions for charges and expenses). With effect from
November 2008 its salient points will be incorporated into the FSA Handbook
(which will cease to refer to GN22). The BAS and the FSA will liaise to ensure
that TM1 and the FSA Handbook are kept in step (the more so as the FSA
Handbook will apply to post-sale illustrations and not just to the point-of-sale
illustrations covered by GN22, and so will overlap with TM1).

GNB34 applies to projections of defined contribution pension scheme benefits.
It does not apply to illustrations produced in accordance with regulation,
such as the regulations that require TM1 to be followed and the FSA
requirements discussed in paragraph 5.25. The work to which it applies is
therefore not Required Work, as defined in section 4 of the Exposure Draft of
the Conceptual Framework of Technical Actuarial Standards, and would only
come within the scope of BAS standards if the BAS were to designate it so.
This matter will be considered further when the BAS comes to develop a
specific standard for pensions.
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This section describes the implications of the proposed book of standards for the
adopted GNs. The BAS proposes to incorporate the content of some GNs into new
TASs, and to disapply others without taking any content over into the new book of
standards.

The BAS would welcome any general comments that respondents may have on the
proposed treatment of the adopted GNs. Respondents are asked to note that
eleven GNs (GN3, GN4, GN10, GN11, GN13, GN17, GN19, GN39, GN42, GN49
and GN51) would cease to apply from the third quarter of 2008, and a twelfth
(GN22) from 1 November 2008; respondents are asked to indicate any particular
problems that these disapplications might entail.
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6

IMPLEMENTATION OF THE NEW BOOK
OF STANDARDS

INTRODUCTION

6.1

6.2

6.3

6.4

6.5

The generic standards and the specific standards need to be well integrated.
Ideally, and in the absence of any time constraints, all the standards would be
developed as a complete set and released at the same time. This would
ensure that the generic standards cover the principles that are common across
all the fields addressed by standards, with no duplication between different
specific standards or between generic and specific standards. However, this
would mean a long delay before any TASs appeared. The alternatives are to
develop the generic standards first, followed by the specific standards, or vice
versa.

Developing the generic standards first would make the avoidance of
duplication between generic and specific standards a simple matter. Work on
the specific standards would not begin in earnest until the generic standards
existed at least in outline. The existence of generic standards would facilitate
consistency across the specific standards, which could build on a set of
common principles.

Developing the specific standards first could help identify the common
ground between them. However, it would be difficult to avoid duplication.
Therefore taking this approach would be likely to require early revision of
the specific standards to take account of the generic standards once they had
been developed.

The BAS prefers the first approach, developing generic standards first.
Consistency and coherence across the new standards is vital, so much of the
work of identifying the commonalities across fields will have to be performed
towards the outset of the process whichever standards are the first to be
developed. Developing the generic standards first would mean that by the
time of the development of the specific standards the content of the generic
standards would be clear.

A related issue is the relationship between the generic standards. There will
inevitably be areas of potential overlap; for instance, the way in which the
available data (or lack of it) might influence the making of assumptions. This
seems to indicate that the generic standards should be developed in parallel.
However, the range that they will cover is potentially very large: as discussed
in paragraph 4.2, the types of assumption alone are quite extensive.

DEVELOPMENT PROCESS

6.6

The BAS believes that the structure outlined in section 4 will facilitate the
initial process. The three generic standards would be developed at least
partially in parallel. Development of the specific standards would start once
consultation papers had been published on the generic standards. If extra
granularity is required, the modularity of the structure means that it would
not be necessary to amend existing standards - extra granularity could be
introduced by adding in a new, specific standard at the correct place in the
series. The specific standards could be thought of as chapters in the top-level
standards, as shown in paragraph 4.7.
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6.7

6.8

6.9

6.10

The BAS believes it will be possible to work on the generic reporting
standard in isolation, and issue it according to the timetable shown in
paragraph 6.10. The generic data and modelling standards are more
interrelated, and we believe they should be developed in parallel. The BAS
recognises that this third standard, on modelling, is the most complex of the
three.

It is envisaged that, as standards are developed and incorporate material
from relevant GNs, those GNs will be reviewed and disapplied in part or in
entirety as appropriate. The adopted GNs will thus be run down in stages
over the three year period over which the new book is introduced.

The BAS intends to consult fully on the proposed standards as they are
developed. As part of the process of consulting on each new TAS, we will
indicate the content that is being migrated from GNs and the implications for
the GNs in question.

The following outline timetable indicates the expected publication date of
each consultation paper (CP), exposure draft (ED) and final standard (TAS),
together with the expected date that each of the adopted GNs will cease to
apply. The timetable assumes that a specific accounting standard is
developed (see paragraphs 3.20 to 3.23). In addition, the precise treatment of
GN19, GN28 and GN49 will depend on future decisions of the DWP (see
paragraphs 5.20 to 5.23).

Development of new

Quarter | standards Adopted GNs that will cease to apply

2Q 2008 | Reporting ED

3Q 2008 | Data CP GN3, GN4, GN10, GN11, GN13, GN17, GN19,
Reporting TAS GN39, GN42, GN49, GN51

4Q 2008 | Modelling CP GN22

1Q 2009 | Data ED
Modelling ED

2Q 2009 | Data TAS

Long term insurance CP
Pensions CP

GI CP

3Q 2009 | Modelling TAS

4Q 2009 | Long term insurance ED
Pensions ED

GI ED
1Q 2010 | Long term insurance TAS | GN1, GN2, GN8, GN9, GN16, GN21, GN26,
Pensions TAS GN28, GN34, GN40, GN41, GN43, GN44, GN45,
Bus. Rearr. CP GN46, GN47
Accounting CP
Funeral Plan ED
2Q 2010 | GITAS GN12, GN18, GN20, GN33, GN50
3Q 2010 | Bus. Rearr. ED GN38
Accounting ED
Funeral Plan TAS
4Q 2010 | Bus. Rearr. TAS GN7, GN23, GN36
Accounting TAS

27




BOARD FOR ACTUARIAL STANDARDS APRIL 2008 ¢ CONSULTATION PAPER: STRUCTURE OF NEW BAS STANDARDS

6.11  As the new standards are developed, the BAS will continue to liaise with
relevant bodies. The timetable will be adjusted as necessary to coordinate
external developments with the BAS’s own development work; relevant
external developments are likely to be those that address regulation of
pension schemes and insurers, such as the EU’s Solvency II project (and its
implementation in the UK by the FSA), accounting standards (such as the
IASB’s Insurance Contracts project) and the Actuarial Profession’s ethical
standards.

This section indicates a possible timetable for the production of the new book of
standards.

Respondents should note that the timetable is an indication only, and that the
details will inevitably change as the implementation proceeds. However, the BAS
would welcome respondents’ views on the overall timetable and the order in
which standards will be developed.
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v

INVITATION TO COMMENT

QUESTIONS

7.1

7.2

The BAS invites the views of those stakeholders and other parties interested
in actuarial practice who wish to comment on the content of this document.
In particular the BAS would welcome views on the following issues:

1

Do respondents have any views on the proposals for generic standards
and their contents, as set out in section 2? In particular, respondents are
asked to comment on whether the proposed generic standards between
them cover the principal concepts that are common across the main areas
of actuarial work that fall within the scope of BAS standards.

Section 3 describes proposals for specific standards and their contents. In
that context,

a) Do respondents think that issues arising from different group
structures can be incorporated into the proposed specific standards or
that a separate standard is needed?

b) Do respondents agree that matters concerning post-retirement medical
plans should be covered in the appropriate specific standards?

¢) Do respondents agree that Skilled Person reports should be covered in
the specific standard on business rearrangements?

d) What views do respondents have on whether there should be a
separate specific standard covering actuarial information for financial
statements?

Section 4 describes criteria that the structure of the new book of standards
should meet, and proposes a structure.

a) What views do respondents have on the two criteria?

b) What views do respondents have on the preferred structure and its
ease of use?

Do respondents have any comments on the proposed treatment of the
adopted GNs that is described in section 5?

Do respondents foresee any particular problems entailed by the
disapplication of the following GNs:

a) GN3, GN4, GN10, GN11, GN13, GN17, GN19, GN39, GN42, GN49 and
GNBb51 in the third quarter of 2008?

b) GN22 on 1 November 2008?

Do respondents have any comments on the overall timetable proposed in
section 6, or on the order in which standards will be developed?

In addition to the specific questions listed above, the BAS invites
respondents’ views on any other aspects of the proposed new book of
standards. To ensure that the significance of their point is fully appreciated
by the BAS, respondents are asked to indicate how their comments would
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affect the contents of the new set of actuarial standards and the timetable for

implementation.
RESPONSES
7.3 For ease of handling, we prefer comments to be sent electronically to

basstructure@frc.org.uk.

Comments may also be sent in hard copy form to:

The Director

Board for Actuarial Standards
5th Floor, Aldwych House
71-91 Aldwych

London

WC2B 4HN

74 Comments should reach the BAS by 18 July 2008.

7.5 All responses will be regarded as being on the public record unless
confidentiality is expressly requested by the respondent. If you are sending a
confidential response by e-mail, please include the word “confidential” in the
subject line of your e-mail.
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