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Introduction 

This Guidance Note was issued in August 1987 with a requirement for it to 
be reviewed at the end of 12 months in the light of the experience of 
members using it. 

Specific submissions on GN12 have been received from the London Market 
Group, the Faculty of Actuaries and the Instituteof Chartered Accountants. 
There have also been some comments made by individualsincludingthe 
reportage of the discussion at Harrogate. 

New guidance (Advice on Professional Conduct - APC3) to clarify the linkage 
between the Memorandum on Professional Conduct, Bye-Law 66 and the Guidance 
Notes (GN Series) has been drafted and, it is believed, may be issued in 
the not too distant future. In the light of the discussion which preceded 
GN12 (when the initial concept was one of "Notes of Recognised Practice") 
and those which took place subsequently, APC3 is an important development 
which might have influenced some of the submissions made if it had been 
previously promulgated. Section 2 outlines the contents of this draft 
advice. 

This report has been prepared by myself at the request of the General 
Insurance Committee and its recommendations will be considered, alongside 
any comments made at the Brighton Convention, at the next meeting of that 
Committee. 

The Memorandum on Professional Conduct refers to Guidance Notes in Section 
12 and to Bye-Law 66 in Section 6. The Disciplinary Scheme referred to in 
Bye-Law 66 sets out the definition of unprofessional conduct and includes 
the words "having regard to any advice or guidance on professional conduct, 
practice or duties". 

The Guidance Notes issued by the Councils of the Institute and the Faculty 
have been categorized into mandatory, best practice and advisory. Guidance 
Notes categorized as advisory have little significance for professional 
conduct. 

A material breach of a Guidance Note categorized as mandatory is of 
itself a ground for complaint under Bye-Law 66. A member who 
considers it inappropriate to comply with any aspect of a Guidance 
Note in this category must disclose and justify the lack of compliance 
in his report. 

A failure to comply with a Guidance Note in the best practice 
category is not of itself a ground for complaint under Bye-Law 66. 
However a Committee investigating a complaint under Bye-Law 66 would 
take into account any such failure, which would be regarded as more 
serious if the failure had not been disclosed by the member concerned. 

GN12 is a best practice note. The phrase "take into account" is associated 
with best practice and often appears in GN12. 

The possibility now exists of not only modifying GN12 but preparing further 
Guidance Notes, possibly of an advisory nature. Views on this from those 
attending the Brighton Convention would be welcome. 
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3. 

3.1 

The need for Guidance 

People have questioned whether there is a need for guidance at all in 
general insurance, although the vast majority appears to accept the need to 
have Guidance Notes. 

3.2 The value placed on actuarial reporting in general insurance depends not 
only on the quality of the reports which actuaries submit but also on the 
fact that the actuary is working within a professional discipline. It is 
now a fact of life that this discipline entails reference to guidance 
issued by the profession. 

3.3 With no statutory responsibilities current in the UK, the existence of 
Guidance Notes helps to distinguish our profession from other possible 
experts in the area. Such guidance is now expected e.g. by auditors where 
they rely on expert advice. 

3.4 Once issued, withdrawal of the Guidance Notes would give a signal which 
would be regarded as adverse to the profession. 

3.5 Although by no means a unanimous view, support for the usefulness of the 
guidance note has been received from a significant number of practising 
actuaries. 

4. 

4.1 

Coverage 

One criticism was that the guidance was too restrictive in scope, e.g. it 
did not cover rate making. This could be the subject of an advisory 
guidance note. 

4.2 The guidance note was drafted to cover the activities of UK actuaries in a 
wide range of situations. For any given report there would be a number of 
unique features. In particular many actuaries working in the London Market 
expressed the view that there should be a specific section relating to 
London Market business, The London Market Group prepared a draft on these 
lines and Appendix 1 contains this submission and comments thereon. 

4.3 The conclusion was that the guidance note was sufficiently broad to 
encompass the specific aspects raised by the London Market as special 
points. In view of the problem of reporting on business which embraces 
both London Market and other business, or indeed not being able to 
categorise certain business as London Market or not, the recommendation is 
for the Guidance Notes to retain their basic shape. 

5. 

5.1 

Interaction with SORP 

There was comment that it was odd that no reference was made to the 
insurance industry SORP. 

5.2 This was deliberate - partly, but not wholly, because the SORP itself may 
prove to be a moving target. Not just because the SORP itself will prove 
to be a moving target. 

5.3 There is a reference in GN12 to guiding accounting principles. Thus a 
report on the claim reserves to appear in the shareholders' accounts of a 
listed UK insurer must recognise the accounting principles adopted in those 
accounts. These might or might not be in accordance with the current SORP. 
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GN12 

The reports could be part of the evaluation of an appraisal value. In this 
case current guiding accounting principles are not relevant and the 
guidance note allows for this through the phrase "where appropriate". The 
guidance note makes it clear that the actuary should think about what is 
and what is not appropriate. 

Paraqraph 3.5 

One submission has suggested that 3.5 is unnecessary with 3.6 being 
sufficient to cover the points made in 3.5. 

Paragraph 3.5 contains the words "should have regard to" and "where 
appropriate". There are situations where the actuary may be agnostic on 
the reasonableness of certain assumptions and may wish to cover the point. 
There is always the example, outside the general insurance context, of 
reports from the Government Actuary based on assumptions provided by the 
Government. 

Text book or Guidance Notes 

The comment that some of the guidance note has the appearance of a text 
book has been made and the validity of this comment is indisputable. A 
survey of guidance given by the profession in other countries shows that 
this feature is not unique to the UK. 

It is difficult to envisage how this text book material can be left out 
without reducing the guidance to statements of the kind which should be 
true for any actuarial reporting - not just General Insurance. There may 
be a case for a non-specific guidance note to cover all actuarial reports 
and for expansion of the "Advisory Guidance Notes" to cover specific GI 
briefs. These would not be exhaustive but could provide a range of 
examples. Any exercise of judgement involving a departure from such 
guidance would be the professional responsibility of the actuary, who must 
be able to rationalise and explain his reasoning to a "reasonable person, 
but not an expert", quoting GN7. 

Conclusion 

The format of GN12 should continue in its current shape and there should be 
no specialist sections. 

Recommendations for some modification in wording are shown in Appendix 2. 

There should be further guidance on specific topics, either of a best 
practice or even mandatory nature if the report is to satisfy a statutory 
or semi-statutory obligation, or of an advisory or best practice nature if 
the report is not founded on statute. 

The General Insurance Joint Committee should continue to adopt a monitoring 
role and encourage actuaries to report to it on their experiences of GN12. 

The General Insurance Joint Committee may wish to consider whether or not 
to advocate the adoption of a more generalised guidance note on actuarial 
reporting with more specialist non-mandatory guidance on specific reporting 
issues. 

A b b o t t
16.10.89 
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APPENDIX 1 

LONDON MARKET GROUP SUBMISSION 

Al. A draft of the revised GN12 was prepared by the London Market Group (LMG). 
This was drawn up on the basis of a Section 1 with slight revisions and a 
new section 5. Only Sections 1 and 5 (and presumably 6) would apply to 
London Market operations. 

A2. The draft for Section 1, which would incorporate bits of Section 2 was: 

1.1 Unchanged. 

l.lA(new) This note applies only when an actuary is reporting in a formal 
professional capacity. The occasions on which an actuary is acting in a 
formal professional capacity include those cases where third parties (e.g. 
auditors) are likely to rely on his report [Drafting note - alternative 
definition ?]. If the actuary produces a report which third parties might 
not be able to rely on (e.g. marshalling arguments to support his client in 
commercial negotiations) then this should be implied by the wording of the 
report. 

Comment: GN12 refers specifically to a report written in a professional 
capacity in 1.6. The issues raised by LMG are real, but not unique to 
general insurance. The requirement to give terms of reference, or purpose 
of the report, would cover the final sentence. 

There are circumstances where beyond doubt an actuary is working in a 
formal actuarial capacity - presumably all the time for an "independent 
actuarial consultant". The guidance is intended to be of more general 
applicability to and recognise that there is a grey area and that actuaries 
should be aware of professional guidance whether or not the report has been 
formally signed off by an actuary described as a Fellow of the 
Institute/Faculty of Actuaries. 

1.2 (i) Delete the underlined in "The actuary must not depart from the guidance 
without having cogent reasons for believinq that the circumstances are such 
that the guidance is not applicable" and replace by "unless he or she 
believes that the circumstances are such". 

Comment: There is a small shift of nuance here. The word cogent implies 
that the actuary must have a good reason for believing that a departure 
from the guidance is acceptable. However APC3 does mention that departures 
from mandatory Guidance Notes are possible. By implication best practice 
allows departures such that there is no necessity to disclose and justify 
non-compliance in a report, although the actuary must still be able to 
justify if necessary. A paragraph of this nature is not attractive in 
Guidance Notes and APC3 may have resolved the issue so that the paragraph 
could be deleted entirely. 

(ii) Add "; if the actuary departs from the guidelines the issues involved 
must be set out in the report". 

Comment: This is effectively a transference of 1.6 (vi). In the light of 
the comments above, following APC3 there is now no need for this caveat. 

1.3 Unchanged. 

4 



APPENDIX 1 

1.3A New "This note applies equally to employed actuaries and to consulting 
actuaries". 

Comments : The point is accepted but it is questionable whether it needs to 
appear in the guidance notes - it does not appear in other guidance notes. 

1.4 

1.5 

1.6 

1.7 

Delete. 

Comment: This links with the suggestions for 1.1a and 1.3A. 1.4 assumes 
that GN12 applies to employed actuaries but identifies that such an actuary 
may have difficulty in deciding whether reporting is in a professional 
capacity or not. The suggested alterations attempt to tighten up the 
guidance to "formal" reporting but have met the same difficulties as the 
original drafters in coming up with acceptable wording. 

Unchanged. 

(i) Delete "(i) who has commissioned the report 
(ii) where this is different from (i) the addressee 

of the report. 
(iii) the terms of reference given". 

Replace by "(i) the address of the report 
(ii) who has commissioned the report and the terms of reference 

given or why the report has been issued" 

Comment: The underlined phrase is the real change. Why the report has 
been issued is effectively "implied terms of reference". The original 
wording may be crisper if (iii) is replaced by "the purpose of the report". 

(ii) Delete "(v) the key assumptions made 

Replace by"(v) the methodology used and the key assumptions 
contained therein. 

Comment: As it stands a key assumption could be the choice of methodology. 
If changed there is no requirement to comment on the choice of methodology 
but on specific assumptions within that methodology. Views on this would 
be welcome. 

Underlining is additional, brackets are deletions. The section is not 
intended to be a comprehensive list but it is preferable for it to cover 
the more common briefs. 

(i) A report commissioned by the management of an insurance company or 
Lloyd's syndicate to recommend the level of outstanding claim reserves to 
be established in the accounts, both statutory and, if different, financial 
or fiscal. Such reports may give some discretion to management on the 
final choice of the reserving amount. [The actuary ... ... rating]. 

Comment: Addition accepted. Deletion also, assuming that the issue of the 
use of actuarial reports for purposes other than that intended is a more 
general point and not specific to GI. 

(ii) A report commissioned by management or by shareholders to provide an 
independent check of a reserve estimation and to establish its 
reasonableness. [For the purpose of this check] Typically the actuary 
would have full access the insurer's data and, where appropriate, 
worksheets of the original computations. 
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APPENDIX 1 

Comment: Accepted. 

(iii) - (vii) as before. 

1.8 Delete. Replace by a new 1.6A 

1.10 

Also Delete 2.2 "Where appropriate . . . . . . . . principles". 

Unless implied by his terms of reference, the actuary is under no 
obligation to present his results in accordance with any relevant 
accounting framework. However he should be aware that his principal may 
wish to incorporate the results in a particular accounting framework. If 
the actuary does present his results in accordance with this accounting 
framework, then the report should state how the accounting framework has 
been interpreted". 

Comment: The existing wording contains that weasel phrase "where 
appropriate". It therefore embraces the view of the suggested redraft. 
However pedantically one could argue that if there is a relevant accounting 
framework then the actuary must have regard to it otherwise it is not 
relevant. The phrase where appropriate means that if an actuary is 
advising on the claim reserve to be incorporated in an insurer's Companies 
Act accounts, recognition of the guiding accounting principles is 
appropriate. If the valuation is part of a willing buyer/willing seller 
appraisal, then there are not appropriate guiding accounting principles. 
On balance I would prefer to live with the existing wording. 

(old 2.1) 

There is no universally accepted terminology used within general insurance 
and the actuary must draft a report so that the words used leave no room 
for misunderstanding on the part of those likely to place reliance upon it. 

In particular:- 

(a) (old 2.3) 
The word "solvency" is capable of a number of interpretations. Where 
the actuary is reporting on the solvency or financial strength or 
soundness of an insurer, the word "solvency" should not be used 
without further clarification, e.g. it might be explained that a 
company was said to be solvent in that it satisfied the minimum 
solvency requirements. 

(b) (old 2.4) 
Following the EC directives, actuaries may use the words "provisions" 
and "reserves" interchangeably. They must, however, be aware of any 
distinction which is made under the relevant legislation. 

(c) It is widespread practice not to discount future payments and receipts 
for the time value of money, and the actuary may follow this practice 
without explicitly stating it in the report. If the actuary does 
discount - either explicitly or implicitly - this should be disclosed. 

Comment: The particularisation (a) and (b) is an improvement. (c) is not 
really a particularisation and must be seen in the context of 3.8. If the 
actuary has justification for not explicitly stating that future payment 
estimates have not been discounted, then APC3 would apply. 
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APPENDIX 1

1.11 Reports on technical reserves may relate to "London Market and Business" or 
"Conventional Business". These two areas generally involve such 
distinctive features that they require different guidance notes and are 
dealt with separately below. For the purposes of this note "London Market 
Business" is defined as all business written by Lloyd's, all business 
signed through PSAC or the ILU, or any similar business; this may include 
inwards reinsurance business. 

Comment: This would be a major change to GN12 requiring general insurance 
business to be identified as either London Market or Conventional. LMG 
have tried to define "London Market" but the phrase "or any similar 
business" indicates the problem. 

There are conceptual difficulties in that a report may cover both "London 
Market" and "Conventional" business and business which could be classified 
as either. There would be a problem if the guidance for the two categories 
is in conflict. If there is no conflict, then the need for separate 
guidance evaporates. 

Whilst it is true that there are distinctive features of London Market 
business there are distinctive features for other categories of business, 
e.g. extended warranty, medical care. The logic of a separate section 
could easily be extended to other categories of business. 

Thus there are significant problems with the approach suggested. The 
actual contents of the suggested Section 5 are discussed below. It may 
therefore be more appropriate to stick with the present concept of GN12 and 
look for alternative ways of addressing the needs of London Market 
actuaries for more particular guidance. 

A3. The presumption from the LMG draft is for 2.5-12,3 and 4 to remain , Section 5 
to be replaced and Section 6 presumably to remain. The suggested draft for 
London Market Business was: 

5.1 This section applies to London Market Business. 

Comment: I am not sure whether the old Section 5 on combined reserves 
would disappear or not. Combined reserves is a phrase picked up from EC 
directives [and SORPS?]. Even if there were a separate section on London 
Market business, there would still need to be a section to cover non-London 
Market business accounted for on this basis. 

5.2 London Market Business and practices are generally complex and 
idiosyncratic. The actuary should be aware of the differences between 
London Market Business and other general insurance, and should take into 
account the requirements of section 14 of the Memorandum on Professional 
Conduct and Practice. 

Comment: With the disappearance of 2.3 and 2.4. within 2.1, a new 2.3. 
could read: 

"There are a number of categories of general insurance business where 
practices are idiosyncratic and have varying degrees of complexity. In 
particular London Market business is complex and any actuary working in 
this area must be aware of the particular features of this business." The 
relevance of the Memorandum on Professional Conduct andPracticeshouldgo 
without saying within a guidance note. 
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5.3 An Actuary reporting on a Lloyd's syndicate must be aware that the 
regulatory, accounting (and taxation) systems are unique to that market. 
An actuary asked to comment on the reinsurance to close of a Lloyd's 
syndicate should make clear whether he is reporting on the estimated 
ultimate claim costs of the business being transferred, or the overall 
appropriateness of the nature and amount of the reinsurance to close 
premium. If the latter then the actuary must take into account the value 
and nature of the corresponding assets, including any relevant "Time and 
Distance" (or similar) reinsurance policies. 
Comment: Apart from a problem on the definition of estimated ultimate 
claim cost, the second sentence is covered by 1.6 where the actuary has to 
make clear the terms of reference/purpose of report. As has been said 
before Lloyd's is unique, but so are the regulatory, accounting and 
taxation systems of many other countries. 

5.4 A report on the technical reserves of a London Market operation (whether 
accounted for on a funded basis, or by identifying outstanding claims, 
unearned premium, etc. separately) should indicate how the following issues 
have been addressed in the actuarial projections:- 

(a) 

(b) 

(cl 

(d) 

(e) 

(f) 

(g) 

(h) 

(i) 

(j) 

(k) 

the source of the data, and any steps taken to verify its factual 
accuracy and correct interpretation; 

the grouping of data and currencies for projection purposes; 

the effect of any significant changes in underwriting practices 
(including mix of business written, policy coverages, and line 
structures); 

any significant changes in the reinsurance programme; 

potential exhaustion in the reinsurance programme (both sideways and 
vertical), and reinsurance failures (both known of at the valuation 
date, and potential future failures); 

any changes in the claims settlement and claims estimation procedures; 

any known changes in the data processing, data reporting, or 
accounting procedures; 

any known or potential significant changes in the legal and social 
environments; 

future claims handling expenses, both direct external costs and 
internal costs; 

the treatment of any abnormal types of claim; 

the treatment of future premiums in and out (including reinstatement 
premium), profit commission and portfolio transfers. 

Comment: Without disputing items (a) to (c), they are not unique to London 
Market business. 

(a) - see 2.6 where the existing wording can be improved as suggested. 

(b) - within 2.7. 
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(c) - within 2.6 (iii). 

(d) - within 2.10, but add in second line after arrangements 
significant changes therein and the potential for exhaustion 

of those arrangements". 

(e) - see (d) 

(f) - within 2.6 (iii). 

(9) - within 2.6 (iii). 

(h) - within 2.6 (iii). 

(i) - within 3.4, accessed through old 5.3 as the context permits. 

(j) - within 3.6 (ii). 

(k) - meant to be within 5.2 which could be extended to read on the third 
line "Outstanding handling expenses, premiums (in and out including 
reinstatement premiums) and commissions (normal and profit). The ..". 

5.5 When dealing with London Market Business the actuary's conclusions will 
often be subject to margins of error which may be large, and which it may 
not be possible to quantify. Notwithstanding the uncertainty, it is 
professionally acceptable for an actuary to give positive opinions and 
provide estimates of the technical reserves. The report should however 
make clear that the eventual outcome will almost certainly differ from the 
estimates contained therein. 

comment : within 2.5. 

S.6 Estimates of reserves may be expressed as estimated mean values or as 
values lying within a range. If the latter, then the interpretation of the 
range should be made clear (e.g. a range containing all "likely" outcomes, 
or a range indicating the impact of changes in a few key parameters, etc.). 

Comment: The point estimates may not necessarily be "mean" - it depends on 
the brief. Within 2.5 but insert after "acceptability" in the second line, 
"but the interpretation of either should be made clear". 

W.M, Abbott 
16.10.89. 
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