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Foreword 

This is the Professional Oversight Board’s third report on the UK Actuarial Profession’s progress and 
priorities since we assumed responsibility for providing independent oversight of the Profession’s 
regulation of its members in April 2006. 

The previous two reports considered the Profession’s progress in responding to the recommendations 
made to it by the Morris Review, many of which related to education and training.  Whilst the Profession 
was fairly successful in demonstrating that it had implemented these recommendations, it has been harder 
for it to demonstrate how effective its reforms have been, or that there is a clear rationale for its regulatory 
activities.  In our last report in January 2008 we therefore called on the Profession to focus on the intended 
outcomes of its regulation and the quality of its processes for achieving them.  Much of our work over the 
last year has been directed at supporting the Profession in achieving this aim. 

This report moves beyond the Morris agenda and considers the work the Profession has undertaken to 
modernise its ethical code, and the outcome of our work to review the monitoring and scrutiny of actuarial 
work.  It sets out priorities in these areas, as well as the need to demonstrate the actuarial profession’s 
continuing competence and fitness for purpose in today’s tougher economic climate.  

The Profession’s development of the Actuaries’ Code has been a key challenge and priority, reflecting its 
importance in setting out the Profession’s expectations of its members, in order to demonstrate their 
individual and collective commitment to the public interest.  Following three earlier consultation exercises, 
and discussions which led to formal recommendations from us in October 2008, we believe the Profession’s 
latest proposals represent a significant step forward, on which it will now need to build more rapidly. 

Our review of the monitoring and scrutiny of actuarial work was in response to several recommendations 
by the Morris Review, which in turn reflected concerns about the previous lack of external challenge or 
scrutiny of actuarial work.  This too has been a difficult area for the Profession, since most of the regulatory 
and market review mechanisms are operated or mandated not by the Profession but by other bodies such 
as the FSA and the Pensions Regulator, which have taken the lead in promoting better scrutiny of actuarial 
work by the entities they regulate.  Whilst we have concluded that the primary strategy for the Profession 
should be to support these enhanced review mechanisms, we consider there is more that the Profession 
should do in this area and in developing its own professional quality requirements for its members, 
particularly in pensions.  

The Profession has agreed to expedite consideration of our recommendations as part of its own review 
work, with a view to publishing initial proposals and a clear timetable for its work by the end of 2009, 
rather than wait for us to undertake a further consultation.  This is a welcome sign that, with recent 
strengthening of the independence and resources of its regulatory capability, the Profession is now readier 
to set its own agenda, with appropriate oversight from us, and assume a fuller and more proactive role in 
regulating its members in the public interest. 
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The Morris Review said that, if we were not satisfied with existing arrangements, we should consider 
recommending active monitoring such as an actuarial inspection unit.  However, in view of the enhanced 
level of scrutiny we have found, particularly through regulation and audit, we have concluded that we 
should not adopt this proposal unless the more proportionate measures we are proposing prove 
inadequate.  We will follow the Profession’s progress keenly, with a view to a further report in 2010. 

 

 

Dame Barbara Mills 
Chair, Professional Oversight Board 
May 2009
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One – Background to this report 

The Professional Oversight Board is responsible for providing independent oversight of the professional 
actuarial bodies in the UK (the Faculty of Actuaries and the Institute of Actuaries, which work together as 
the UK Actuarial Profession), as part of voluntary arrangements established between the Profession and 
the Financial Reporting Council (FRC) in response to the Morris Review of the Actuarial Profession in 2005 
http://www.hm-treasury.gov.uk/morris_review_actuarial_profession.htm.  The FRC is the independent 
regulator in the UK with responsibility for promoting confidence in corporate reporting and governance.  
For further details about the FRC and its operating bodies see www.frc.org.uk. 

Our previous reports on the Profession’s progress and priorities have focused on its response to the 
recommendations made to it by the Morris Review.  We concluded that it had made significant progress, 
but were concerned that there was no clear or convincing rationale for its regulatory activities, which was 
undermining significant projects such as the review of its ethical code and the development of a new more 
principles-based Actuaries’ Code, and made it difficult for us to assess the effectiveness of its regulatory 
activities more generally. 

In our last report in January 2008 (http://www.frc.org.uk/pob/actuaries/ap_progress.cfm) we therefore 
called on the Profession to focus on the intended outcomes of its regulation and the quality of its regulatory 
processes for achieving those outcomes.  As well as identifying and monitoring a number of priority areas 
for the Profession, such as its proposed new Actuaries’ Code and developing measures of quality in its 
education and training, we undertook two major projects of our own which were directed at supporting 
the Profession in this aim: 

• a joint project with the Board for Actuarial Standards (BAS) to identify the drivers of actuarial quality, 
which led to an FRC discussion paper in May 2008 and the development of the FRC’s Actuarial Quality 
Framework (www.frc.org.uk/pob/actuaries/drivers.cfm) in January 2009 as a means of 
communicating with our stakeholders about ways of assessing and promoting the quality of actuarial 
work; and 

• a review of the monitoring and scrutiny of actuarial work, in response to recommendations from the 
Morris Review.  This has been a particularly difficult area for the Profession in the past because most of 
the existing regulatory and market review mechanisms are operated or mandated not by the Profession 
but by other regulators such as the FSA and the Pensions Regulator.   We published a discussion paper 
in May 2008 (http://www.frc.org.uk/pob/actuaries/reviewmonitoring.cfm) and a feedback statement 
in January 2009. 

We have also contributed to the FRC’s development of strategic outcomes as set out in its regulatory 
strategy (http://www.frc.org.uk/press/pub1959.html) and assessment of risks to the achievement of those 
outcomes, including in relation to actuarial work: 
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• users of actuarial information can place a high degree of reliance on its relevance, transparency of 
assumptions, completeness and comprehensibility (FRC outcome 4); and 

• clients and employers of actuaries and of actuarial firms can rely on them to act with integrity and 
competence, having regard to the public interest (FRC outcome 5).   

The major development since our last report in January 2008 has been the tougher economic climate 
following the credit and liquidity crunch which engulfed the financial markets in 2008.  Although 
confidence in the actuarial profession has not been hit as hard as in other sectors, we consider that this 
aggravates one of the threats to actuarial quality which we had already identified, namely that the present 
economic climate may tempt some businesses to stretch assumptions on technical reserves in insurance 
and pensions and may increase the pressures on actuaries to make or accept inappropriately aggressive 
judgments and take or support inappropriate decisions.  This has been confirmed by the FRC´s own 
consultation on its Plan for 2009/10 and changes to its risk assessment and strategic outcomes:  
http://www.frc.org.uk/about/plans.cfm. 

The structure of this report 

In previous reports we have provided our assessment of the Profession’s progress against earlier 
recommendations.  However, this year we have invited the Profession to set out its own assessment of its 
progress and priorities, so as to give it an opportunity to explain the rationale for its work and its plans for 
the future.  This is included at Annex A. 

Our assessment in Section Two of the Profession’s progress is therefore relatively brief, as is our discussion 
of priorities for the Profession in Section Three.  However, we have taken the opportunity to publish the 
recommendations which we have made to the Profession in relation to professional quality assurance 
arrangements (Annex B) as the main outcome of our review of monitoring and scrutiny of actuarial work. 

Finally, we have set out in Section Four our work programme for 2009/10 in relation to our oversight of 
the Profession. 

Comments 

The Oversight Board would welcome comments on this review.   For further information, please contact 
Paul Kennedy, 020-7492 2347, or Jon Thorne, 020-7492 2333.  E-mail enquiries should be sent to: 
actuarialoversight@frc.org.uk. 
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Two – The Profession’s progress during 2008/09 

The Profession has been working to address the priorities we identified in January 2008, which were also 
largely picked up in its corporate plan for 2008/09, as well as maintaining its existing regulatory processes. 
The Profession’s letter of 27 March 2009 (Annex A) identifies a number of areas where, to varying degrees, 
it has made progress.  At the same time, it expressed disappointment that it was unable to achieve as much 
as it would have liked.  

There has been progress, for example in developing updates to the examination syllabus for 
communication, general insurance and risk management; benchmarking of education processes against 
other actuarial associations; further extension of the university accreditation scheme; provision of 
Continuing Professional Development (CPD) materials on current issues such as the credit crunch and the 
resulting financial turmoil; monitoring and enforcement of CPD; information sharing with the Pensions 
Regulator and a memorandum of understanding with the Pension Protection Fund; and changes to the 
disciplinary schemes. 

Since its letter, the Profession has published exposure drafts of its proposed new Actuaries´ Code, although 
it is still to publish revisions to its CPD scheme, as well as a package of statistics about its membership.  
Clearly these are important developments, which respond in part to recommendations that have been 
made to the Profession by us and the Morris Review. 

As the Profession acknowledges, it has made slower progress than it would have liked, and, despite recent 
progress, further work is still required in particular on: 

o building a quality framework which promotes public confidence in the work of actuaries, including 
ethical and conduct standards and other supporting materials and professional development 
activities, especially on conflicts of interest and whistle-blowing; 

o clarifying and validating competence requirements for qualified actuaries, through the 
development and communication of required skill sets for practising actuaries, enhanced CPD 
requirements, and the development and publication of measures of quality in the Profession’s 
education and other processes; and 

o clarifying and validating professional quality assurance requirements, including its review of the 
practising certificates scheme, the compliance review requirements in pensions (GN48), and its 
consideration of the senior actuary role and compensation arrangements for professional 
shortcomings. 

These priorities are considered further in Section Three under the respective headings of ethical and 
conduct standards, education and CPD, and compliance and discipline. 

We note the steps that have been taken by the Profession to strengthen its regulatory capability, and we 
look forward to working with Sir Philip Mawer and his colleagues as they seek to clarify the Profession’s 
intended outcomes and develop the quality of its processes for achieving those outcomes. 
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Three – Priorities for the Profession 

Ethical and conduct standards 

The priorities identified in our January 2008 report included: 

o the development of the Actuaries’ Code and supporting standards, on conflicts in particular 
(considered below); 

o developing a specific Actuarial Profession Standard or Information and Assistance Note (IAN) on 
whistle-blowing (considered below); 

o development of a replacement for GN24 The actuary as expert witness in the light of the 
Compensation Act 2006 and other developments (now published); 

o IAN on management of negligence risks, including the planned replacement of GN30 
Compensation for professional shortcomings (considered further under compliance and discipline);  

o IAN on the senior actuary role (considered further under compliance and discipline).   

In this context, the main driver of actuarial quality identified in the FRC’s Actuarial Quality Framework is 
the ethics and professionalism of actuaries, although other drivers are also relevant. 

We welcome the Profession´s commitment to building a quality framework which promotes public 
confidence in the work of actuaries, and the value it places on our input, as well as the Actuarial Quality 
Framework.  With the Actuaries´ Code, we made plain that the Profession should give its members a clear 
and unequivocal set of principles which affirm and support their commitment to the public interest 
through membership of the Profession.  We also encouraged the Profession to consider the risks to 
actuaries´ professionalism and how they might be addressed in the Code and in its regulation more 
generally, including the particular feature in actuarial work that pressures can come from direct clients, or 
for in-house actuaries from their employers, as well as from other interests. 

Whilst we expect the Code will be improved further as a result of consultation, we welcome the specific 
principles that the Profession has now proposed on: 

o standing up to undue pressure and influence which might undermine actuaries´ objectivity; 

o acting on their concerns and challenging misconduct by others; and 

o ensuring that communications with which they are associated are clear and not misleading. 

Given the increased pressures faced by actuaries in the current environment, we expect the Profession 
to finalise and adopt its new Code in the summer of 2009. 

We also note the Profession´s commitment to develop specific standards, information and assistance notes 
(IANs), and its existing professionalism courses, as well as its introduction of an interpretation service. 
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The need for guidance on conflicts of interest in pensions is an outstanding recommendation from the 
Morris Review, which we have highlighted in previous reports.  In our view there is no effective substitute 
for separation of advisory roles for trustees and sponsoring employers.  Where separate advisers are not 
appointed, trustees are primarily responsible for satisfying themselves on the independence of the advice 
they receive; however, the Profession needs to ensure there are adequate professional safeguards over the 
independence and objectivity of the actuaries appointed. 

The Profession should also be able to demonstrate that actuaries are equipped to meet the requirements of 
the Code and the BAS’s new technical actuarial standards, as they develop.  Now that the Code has 
progressed, the Profession needs to devote sufficient resources to formulate a standard on conflicts of 
interests in pensions as a priority and ensure that other standards and IANs are developed, along with 
adequate training and validation where necessary.   
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Education and CPD 

The priorities identified in our January 2008 report included: 

o syllabus developments, including in response to the Actuaries’ Code, the conceptual framework of 
technical standards being developed by the BAS, and the joint mortality review (considered further 
under ethical and conduct standards above);  

o developing measures of quality in the Profession’s own examinations, work-based training, and its 
processes for monitoring accredited universities (considered below); 

o making information available about the Profession, in the interests of transparency, particularly on 
students (exemptions given, exams taken, pass rates, specialisms, progress through the exams), and 
on CPD (categories, hours recorded for each category etc.) (considered below); 

o the recognition in skill sets for actuaries of both communications (completed) and the review of the 
work of another actuary - for example in audit work (considered in compliance and discipline); 

o building on its existing involvement with the International Actuarial Association (IAA) and the UK 
Inter-Professional Group (UKIPG) to develop its capacity to benchmark against other professional 
bodies, both nationally and internationally (considered below); 

o the Profession’s review of its CPD and practising certificate arrangements, including the adequacy 
of its requirements and consideration of the skills needed and how these can best be maintained 
(considered below and under compliance and discipline);  

o adequacy of CPD offerings for current issues such as mortality and the credit crunch (considered 
below). 

In this context, the main driver of actuarial quality identified in the FRC’s Actuarial Quality Framework is 
the technical skills of actuaries although other drivers are also relevant.  

We note that the Profession has developed new principles for its CPD scheme, in response to earlier 
recommendations from the Morris Review and the Oversight Board.  We also note the benchmarking work 
that has been undertaken with the US Society of Actuaries to develop measures of quality in its education 
processes, on which we expect to see further progress, and the plans to publish a package of statistics about 
its membership. 

We consider that the Profession should follow through its CPD principles with a clearer message about 
the competence and skill sets which are expected of practising and non-practising actuaries who work 
in different areas, and how these can be supported and validated, so as to ensure that its requirements 
can be targeted and proportionate.   

However, we do not accept the argument of some that the professional requirements for actuaries who 
allow their work to be presented in a professional actuarial capacity should be no greater than those for 
non-actuaries who do the same work.  By presenting their work in this way, actuaries are making a 
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statement about the professional standards of competence and integrity that apply to their work, on which 
the public is entitled to rely.  There is a significant risk to the reputation of the Profession and its members, 
as well as to the public interest, if those standards are not met. 

Given the current public concern about the financial and risk management of banking and other credit 
risk businesses, and the Profession’s ambition to develop its reputation for risk management expertise, 
we recommend that particular attention should be given to competence requirements for actuaries who 
offer professional actuarial services in this area. 
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Compliance and discipline 

The priorities identified in our January 2008 report included: 

o making amendments to the disciplinary schemes following a review by the Profession’s 
Disciplinary Board (now published); 

o statistical trends and the Profession’s handling of issues that arise, for example on the conduct of a 
particular complaint (which are included in reports by the Profession’s Disciplinary Board); 

o bringing together its regulatory materials and processes (updated in the light of its strategy review) 
in a more coherent form (considered under ethical and conduct standards above); 

o the Profession’s contribution to our review of the effectiveness of monitoring and scrutiny of 
actuarial work (considered below); 

o its own review of GN48 - Compliance review: pensions (considered below);  
 

In this context, the main drivers of actuarial quality identified in the FRC’s Actuarial Quality Framework 
are the working environment for actuaries and other factors outside the control of actuaries, such as the 
activities of regulators, although other drivers are also relevant.  

The Profession has recently announced changes to its disciplinary schemes.  Following the case of a scheme 
actuary who had practised without a practising certificate for seven years, we suggested that the Profession 
should check its practising certificate information against data held by the Pensions Regulator.  We 
understand that this work is underway and indeed has identified a number of further cases.  The 
continuing challenge for the Profession will be to find other proactive ways of ensuring it picks up and 
addresses concerns about professional shortcomings on a timely basis. 

Our recommendations on monitoring and scrutiny of actuarial work follow a major consultation, 
published in May 2008 (see http://www.frc.org.uk/pob/actuaries/reviewmonitoring.cfm), and a parallel 
FRC consultation on Promoting actuarial quality (http://www.frc.org.uk/pob/actuaries/drivers.cfm) which 
resulted in the development of the FRC’s Actuarial Quality Framework.   

We found there was enhanced scrutiny of actuarial work, primarily through regulation and audit, but 
limited external monitoring of compliance with professional standards.  We concluded that the main 
strategy for the Profession should be support for existing regulatory and market review mechanisms, 
through relevant education, research and practice guidance; but there was a need for effective and 
proportionate professional quality assurance requirements, primarily in pensions. 

We originally intended to develop proposals for consultation ourselves, in order to generate feedback to 
inform the Profession’s decision-making.  However, as the Profession has told us it would like to consider 
our proposals now as part of its own reform agenda, we have agreed that the Profession should expedite 
consideration of these matters as part of its development of standards for handling conflicts of interest, and 
reviews of its practising certificate and compliance review requirements.  The main proposals we have 
recommended the Profession should consider are enhanced review requirements for scheme actuaries, 
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combined with stricter independence requirements before they are permitted to advise both trustees 
and sponsors; and professional quality assurance requirements including practising certificates for 
consulting actuaries who hold themselves out as providing professional actuarial services to an external 
client. 

Our full recommendations and supporting analysis on these proposals can be found in Annex B. 

This work will also pick up the points in our report in January 2008 about the role of the senior actuary, 
and compensation arrangements for professional shortcomings.  However, it is for the Profession to 
determine the appropriate response, and the extent to which it seeks to invite actuarial firms to support its 
regulation of its members, whether through a direct relationship or otherwise. 

We understand that, by the end of 2009, the Profession will have developed proposals for consultation on 
conflicts of interest in pensions, and will have set out a process with clear timetables for addressing the 
remaining, related matters we have identified.  

The Morris Review recommended that, if we found the Profession and the overall regulatory framework 
were providing insufficient monitoring of compliance with standards, the FRC might wish to consider an 
external inspection unit.  At the same time, no form of active external monitoring, however rigorous, will 
identify the pressure that can be placed on an actuary to re-think the underlying assumptions. 

In view of the enhanced external scrutiny through regulation and audit, and the potentially significant 
costs involved in active external monitoring and inspection, we have concluded that we should not 
recommend this approach to the Profession unless other options prove inadequate.  We will therefore 
report again in 2010 once we have reviewed the Profession’s proposals and timetable. 

 



 

12 The Actuarial Profession’s progress and priorities in regulating its members (May 2009) 
 

Four – The Oversight Board’s work programme in 2009/10 

As part of the FRC’s Plan for 2009-10 (http://www.frc.org.uk/about/plans.cfm) the Oversight Board will 
undertake, or contribute to, the following activities, in the context of helping the Profession make progress 
against its priorities:  

To be carried forward by the Oversight Board: 

o Promote the FRC’s Actuarial Quality Framework (http://www.frc.org.uk/publications/pub1854.html) 
and keep it under review, with the first review to be undertaken by us in conjunction with BAS 
colleagues in the spring of 2010 – 4(b)(iv) 

o Make recommendations to the Profession on professional quality assurance arrangements for 
actuaries and their firms (which we shall follow up in 2010) – 4(d)(ii) and 5(d)(i)  

o Continue to monitor the regulatory activities of the Profession in relation to its members, in 
accordance with the priorities identified in Section 3 – 5(d)(i) 

o Continue to monitor developments, assessing those issues that could adversely affect public 
confidence in actuaries and, where appropriate, undertake more detailed research and make 
recommendations to the Profession or recommend the development of new standards – 5(d)(i) 

Contributing to the following FRC activities: 

o Review the implications of Solvency II, in conjunction with colleagues at the BAS – 4(b)(ii) 

o Keep under review the FRC’s guidance to users of actuarial information on the continuing 
challenges arising from current economic conditions (http://www.frc.org.uk/press/pub1800.html) 
particularly in response to the risks identified in the Plan – 4(c)(ii) 

o Review the regulatory framework for professional discipline and enforcement of standards 
including the FRC’s role within the framework, covering the Profession’s disciplinary schemes as 
well as the work of the professional accountancy bodies and the Accountancy and Actuarial 
Discipline Board – 5(d)(ii) 

 

References are to components in the FRC Plan 2009/10, which also set out the FRC’s activities to ensure 
that it is an effective, accountable and independent regulator, operating in the public interest. 
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Annex A – Letter from the Profession’s Chief Executive 
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Annex B – Our recommendations on professional quality assurance arrangements 

The following recommendations were confirmed by the Oversight Board in May 2009. 

Under the Memorandum of Understanding between the FRC and the Actuarial Profession, the Profession 
is committed to responding to our recommendations, either by implementing them within a reasonable 
period, or by giving reasons in writing for not doing so, on the basis that these reasons will be published. 

The Oversight Board’s review of monitoring and scrutiny of actuarial work 

Our review was undertaken in response to three parallel recommendations by the Morris Review – in life 
insurance, general insurance and pensions - that the FRC should satisfy itself that there is adequate 
independent scrutiny of actuarial work and monitoring of compliance with actuarial standards, through 
regulation, audit or external peer review. 

As confirmed in our feedback statement (http://www.frc.org.uk/pob/actuaries/reviewmonitoring.cfm) 
published in January 2009, we found that there was enhanced independent scrutiny of actuarial work, 
primarily through regulation and audit, as well as additional responsibilities for governing bodies, but 
limited external monitoring of compliance with actuarial standards. 

Support for existing regulatory and market review mechanisms (Strategy 1) 

We concluded that, given the extent of independent scrutiny already being undertaken, the primary 
strategy for the Profession in all areas should be to provide additional support for existing regulatory and 
market review mechanisms (Strategy 1), for example through: 

Option 1A - develop relevant (audit/scrutiny) skills through education and continuing professional 
development (CPD); 

Option 1B – develop non-binding quality assurance standards and guidance on effective quality control 
procedures within actuarial firms; 

Option 1C – periodically publish research and statistics on professional review processes; and  

Option 1D – develop consolidated whistle-blowing guidance. 

In our feedback statement, we noted that many of these activities are the subject of existing initiatives by 
the Profession or outstanding recommendations by the Morris Review or the Oversight Board, which we 
would pick up as part of our ongoing monitoring of the Profession’s regulation of its members. 

We are not therefore making any new recommendations in this area.  However, we will pursue these 
separately with the Profession’s heads of division, and some of these initiatives – for example the 
development of non-binding guidance on professional quality assurance arrangements in firms - may be 
relevant to the recommendations below. 
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Professional quality assurance requirements for actuaries (Strategy 2) 

In pensions, we concluded that the Profession needed to supplement Strategy 1 with additional 
professional quality assurance requirements.  We sought views on a number of options in our discussion 
paper: 

Option 2A – extend the application of GN48 Compliance review to corporate restructuring work and 
assignments for the sponsoring employer; 

Option 2B – require external peer review which is independent of the actuary and the actuary’s firm – 
possibly limited to schemes with 20 members or more; 

Option 2C – administrative monitoring of compliance with quality assurance requirements; 

Option 2D – introduce stricter independence requirements for actuaries undertaking relevant actuarial 
work, requiring separate advisers for scheme and sponsor for those schemes with say 20 members or more 
– possibly as an alternative to Option 2B; 

Option 2E – introduce additional requirements for individual actuaries holding practising certificates 
which relate to the practice environment in their firm; 

Option 2F – require practising certificates for external as well as regulated actuarial advice; and 

Option 2G – allow firms as well as individuals to obtain a practising certificate. 

We are now setting out our high level recommendations in this area, by reference to the Profession’s 
current and proposed projects and reviews. 

1. As part of its development of an actuarial standard on conflicts of interest in pensions, the Profession 
should consider prohibiting actuaries from providing advice to separate parties, such as both trustees and 
sponsors, on the same or a closely related issue, unless there is a robust independent review of their work. 

We consulted on these proposals under Options 2B and 2D, which were also presented as alternatives.  As 
explained in our feedback statement, there was a general view that actuaries should not normally be 
permitted to advise trustees and sponsoring employers; views were mixed on whether this could be 
acceptable with different actuaries from the same firm. 

Our view is that there is no effective substitute for separation of advisory roles, even though external 
review may be used in mitigating the impact of conflicts. 

It is for the Government and statutory regulators to determine whether dual roles should be made 
unlawful.  However, it is important for the Profession to establish effective professional safeguards to 
ensure that the quality and reliability of actuaries’ work for trustees is not undermined by actual or 
perceived conflicts of interest. 
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2. As part of its review of the operation of GN48 (compliance review in pensions), the Profession should 
consider: 

a) extending the scope of the review obligation, to cover other areas where the BAS plans to issue specific 
technical actuarial standards which are not already subject to supervisory review by a regulatory body or 
through regulatory requirements for audit or other review mechanisms; 

We consulted on a version of this proposal as Option 2A in our discussion paper. 

There was general support for an extension of the scope of compliance review requirements in pensions, 
although it was pointed out that this would not be possible in the absence of standards against which work 
could be reviewed. 

We did not seek views on whether compliance review should be extended to other areas, such as 
insurance, as we had concluded that there was already sufficient scope for reliance on monitoring and 
scrutiny through regulation and audit, although the actuarial firms we spoke to all said that they do 
something further in any event.  

However, we expect the Profession to bear this reliance in mind when developing its specific standards for 
the work of actuaries performing senior reporting, governance and review roles in insurance, and in audit 
support work (GN42 covers life insurance).  The Profession should also consider the need for compliance 
review in the reserved role of actuaries advising on pre-paid funeral plans.  

b) whether the depth of the review will be sufficient to provide reasonable assurance that the work 
complies with the principles established by the BAS’s new technical actuarial standards. 

The existing requirements in GN48 take a fairly narrow approach to review, by focusing on compliance of 
written advice with existing standards, which are themselves fairly prescriptive and rules-based.  

The BAS’s new standards will be principles-based and will place considerable emphasis on meeting user 
needs.  Consequently, when the Profession replaces GN48 with a new standard to require reviews of 
compliance with BAS standards, a more thorough review of an actuary’s work will be required. 

We consulted under Option 2C on whether the Profession should undertake administrative monitoring to 
confirm compliance with professional quality assurance requirements such as GN48, in the same way as it 
monitors compliance with its CPD requirements. 

Changes to GN48 might also incorporate a strengthening of the independence requirements for the review 
in support of Recommendation 1 above. 

3. As part of its review of the arrangements for issuing practising certificates, the Profession should 
consider: 

a) the scope of the obligation to hold a practising certificate and in particular whether, and if so in what 
circumstances, it should cover: 

(i) any consulting actuary who provides professional actuarial services to an external client, who places 
reliance on professional quality assurance arrangements which are outside the client’s direct 
responsibility or control; 
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(ii) the reserved role for actuaries advising on trust-based pre-paid funeral plans which rely on the 
exclusion in Article 60 of the FSMA Regulated Activities Order. 

We consulted on (i) under Option 2F in our discussion paper.  The rationale for regulating consulting 
actuaries is the greater reliance which is inevitably placed by external clients on consulting actuaries to 
have their own professional quality assurance requirements, compared with employers of in-house 
actuaries (who are responsible for their own systems and controls) and users of work which is not 
presented in a professional actuarial capacity. 

It would be for the Profession to determine suitable definitions of ‘professional actuarial services’ and 
‘external client’ for this purpose.  The professional bodies for accountants and lawyers have developed a 
number of approaches to defining ‘accountancy services’ and ‘legal services’, through a combination of 
illustrative examples (not confined to reserved roles) and more general holding out tests.  The definitions 
are imprecise, but do not appear to have caused significant problems in practice.  In its feedback statement 
on promoting actuarial quality (http://www.frc.org.uk/publications/pub1865.html), the FRC proposed a 
similar definition of professional actuarial services using a holding out test. 

Similarly, we envisage that the definition of ‘external client’ would reflect the substance of the relationship 
between the actuary and the client, and in particular whether there is reliance on the actuary to have 
independent professional quality assurance arrangements which are outside the direct responsibility or 
control of the client or the client’s group.  Thus, a secondee or contractor would normally be regarded as 
working for an employer rather than an external client. 

In (ii), we consider that the absence of a practising certificate requirement for the reserved role of 
undertaking an actuarial valuation of trust-based funeral plans is anomalous given the reliance which is 
placed on the actuary’s work in order to justify an exclusion from FSA regulation.  We understand that the 
Funeral Planning Authority reviews the actuarial reports obtained by its members, but membership is not 
mandatory and there is no statutory obligation or requirement for the actuary’s work to be reviewed by the 
auditor. 

3b) the conditions which should apply to the issue of practising certificates, including reliance on the 
professional quality assurance requirements operated by actuarial firms, and the extent to which reliance 
may be placed on these and on senior actuaries in firms to support and confirm compliance of individual 
actuaries with their professional responsibilities. 

We consulted under this proposal in Option 2E in our discussion paper, and the majority of those 
responding agreed with this approach.  We noted that many if not all firms which provide actuarial 
services to external clients have established professional quality assurance arrangements which are 
intended to support and confirm compliance of individual actuaries with their professional 
responsibilities.   

We believe that the Profession should consider ways of promoting these arrangements in order to support 
confidence in the work of consulting actuaries and to enhance and confirm the compliance of its members 
with their individual responsibilities. However, there is a need for guidance, particularly for smaller firms.   
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It would be for the Profession to determine the appropriate conditions.  However, based on the FRC’s 
Actuarial Quality Framework (http://www.frc.org.uk/pob/actuaries/drivers.cfm), the Profession should 
consider the following matters: 

o a senior actuary to provide professional leadership within the actuary’s firm; 

o arrangements for handling conflicts of interest, and confidential information; 

o controls on competence and quality control, such as checks on individual actuaries’ work; 

o management of customer relationships, including terms of reference, complaints handling and 
compensation for shortcomings; and 

o arrangements to support communications with regulators and whistle-blowing. 
 

Consideration of these matters should also pick up the points we made in our progress report in January 
2008 (http://www.frc.org.uk/pob/actuaries/ap_progress.cfm) about the role of senior actuaries, and 
whether, and if so when, actuaries would need professional indemnity insurance. 

4. As part of its wider review of regulatory priorities, and its regulatory activities generally, the 
Profession should consider the working environment for actuaries as a driver of actuarial quality and a 
means of supporting and confirming its members’ compliance with their individual responsibilities. 

As highlighted in the FRC’s Actuarial Quality Framework and discussed above, we consider that the 
working environment for actuaries is a key driver of actuarial quality. 

We have expressed the view, in the context of the Actuaries’ Code, that the Profession needs to consider 
the purpose of its professional requirements, and the nature of the general and specific threats which it is 
seeking to address through its regulation, as well as the scope and implications of actuaries’ links with 
their employers (or other significant parties) for each aspect of their professional conduct. 

Individual actuaries already rely on their employers to support them in complying with their professional 
responsibilities.  For example, although the draft Actuaries’ Code requires individuals to respect 
confidentiality, they in turn need to make judgments about the integrity of their employer’s electronic and 
paper filing systems, and about the integrity of their colleagues.  There are similar dependences in relation 
to the Code’s requirements on the manner in which professional actuarial and related services are 
promoted; agreeing terms of reference; ensuring that actuarial work is undertaken with competence, skill 
and care; identifying and dealing with conflicts of interest; reporting concerns in the public interest; and 
ensuring that communications are clear and not misleading.  These dependencies are particularly 
important for external users of actuarial work, who have no direct control over the way these matters are 
managed. 

We also consulted on whether firms should be permitted to hold a practising certificate on behalf of their 
actuaries under Option 2G.  We consider that this might be an effective and proportionate way of 
introducing a general practising certificate for consulting actuaries, which would meet our aim of ensuring 
that external users can rely on actuaries to have proper quality assurance arrangements for their work, 
without the need for extensive monitoring by the Profession.   
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In the feedback we received, there was significant interest in this idea.  However, it is for the Profession to 
determine whether it should require all consulting actuaries in a firm to hold a practising certificate (as 
with lawyers), or allow them to rely on senior actuaries to hold a certificate (as with accountants), or to 
establish some form of voluntary registration arrangement under which firms themselves can provide the 
relevant confirmation. We note that the Profession currently promotes nearly 70 actuarial firms on its ‘find 
an actuary’ web pages, in reliance on a general disclaimer rather than seeking confirmation from the firms 
concerned that they will support individual members in complying with their professional requirements. 

Impact assessment 

The aim of our proposals is to enable users to rely on proper quality controls over professional actuarial 
work.  The proposals do not directly affect actuaries who provide internal actuarial services solely for the 
use of their employer (unless they perform a reserved role), or actuaries whose work is not presented as 
having been undertaken in a professional actuarial capacity, since users do not place the same degree of 
reliance on these actuaries to have professional quality controls.  This should enable the Profession to tailor 
its requirements in a more targeted and proportionate way. 

Our preliminary assessment is that the funds which depend on some form of substantive actuarial 
assessment in the UK may be as much as £3 trillion.  Consequently, the benefits to users, even for a very 
modest improvement of confidence in the reliability of actuarial work, are potentially very large indeed.  
We consider that the substantive costs of our proposals on compliance review and practising certificates 
would be negligible since firms we spoke to said they aim to have proper quality assurance controls 
already.  To the extent that some smaller firms do not have such controls, the proposals would reduce the 
costs of professional shortcomings. 

The costs of independence restrictions, and the administrative costs of our other proposals, would depend 
on the way in which the Profession chooses to respond to our recommendations.  We expect the Profession 
to ensure its proposals are proportionate to the size and the scale of the entities involved.  

Active external monitoring (Strategy 3) 

As explained in our feedback statement, we have concluded that we should not recommend the 
establishment of an external inspection unit, either by the Profession or by another body, unless other 
proposals prove inadequate. 

Next steps 

The Profession has agreed to consider our recommendations carefully and expects to have developed 
initial proposals and a clear timetable for its work by the end of 2009.  We intend to make a further report 
in 2010 once we have reviewed the Profession’s proposals and their implementation. 
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