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About the Institute and Faculty of Actuaries

The Institute and Faculty of Actuaries is the chartered professional body for actuaries in
the United Kingdom. A rigorous examination system is supported by a programme of
continuous professional development and a professional code of conduct supports high
standards, reflecting the significant role of the Profession in society.

Actuaries’ training is founded on mathematical and statistical techniques used in
insurance, pension fund management and investment and then builds the management
skills associated with the application of these techniques. The training includes the
derivation and application of ‘mortality tables’ used to assess probabilities of death or
survival. It also includes the financial mathematics of interest and risk associated with
different investment vehicles – from simple deposits through to complex stock market
derivatives.

Actuaries provide commercial, financial and prudential advice on the management of a
business’ assets and liabilities, especially where long term management and planning
are critical to the success of any business venture. A majority of actuaries work for
insurance companies or pension funds – either as their direct employees or in firms
which undertake work on a consultancy basis – but they also advise individuals and
offer comment on social and public interest issues. Members of the profession have a
statutory role in the supervision of pension funds and life insurance companies as well
as a statutory role to provide actuarial opinions for managing agents at Lloyd’s.

ERM Task Force of the Interim Actuarial Standards Subcommittee (IASSC) of the IAA
Executive Committee (EC): Statement of Intent (SOI) for a Proposed International
Standard of Actuarial Practice (ISAP) on Enterprise Risk Management
The Institute and Faculty of Actuaries’ (Institute and Faculty) response to the above discussion draft is
outlined below.
Executive Summary
Whilst recognising the importance of the subject, the Institute and Faculty does not support the
Statement of Intent (SOI) for a proposed International Standard of Actuarial Practice (ISAP) for actuarial
work performed in connection with Enterprise Risk Management (ERM) at this time.
The key reasons for this position are:







User opinion on the need for a standard has not yet been tested.
ERM is still an evolving subject and any standard introduced now may not be fit for purpose within a
very short period of time.
The Institute and Faculty’s Actuaries’ Code, accompanied by compliance with the relevant Actuarial
Professional Standards, already go a long way to ensuring a high quality of work from our members,
including those undertaking ERM tasks.
Similarly, other IAA associations have their own Code which meet the IAA criteria.
The concepts of ERM are integral to other practice areas and it is not clear where the boundaries of
such a standard would lie.

We also recognise the need to strike a balance between setting standards that may place unduly
onerous requirements on actuaries, relative to other ERM practicing professions, and maintaining
confidence in the quality of actuaries’ work.
Rather than the immediate introduction of a standard, we would suggest the consideration of nonmandatory resource material and further research on ERM, to support the development of the subject
and practice methods.
We would also encourage the IASSC to consider gathering the views of users of actuarial services to
determine whether there is a need for any specific standards for actuaries in this regard. Further
consideration is also required in respect of ERM related work that actuaries may undertake outside
financial services.

1.

Introduction and recommended approach

1.1.

Technical actuarial standards applicable in the UK are developed by the Financial Reporting
Council, in consultation with the Institute and Faculty of Actuaries and other interested parties.
The Institute and Faculty is responsible for the setting of ethical actuarial standards and for
overseeing the implementation by its members of all standards, both technical and ethical. In that
context, it is subject to oversight by the Professional Oversight Board (POB), a separate limb of
the Financial Reporting Council (FRC). The POB is responsible for promoting a framework for
effective monitoring and scrutiny of the quality of actuarial work, including compliance with
actuarial standards in the UK, and reviewing its effectiveness. The POB’s role also includes

monitoring the Institute and Faculty of Actuaries in relation to education, training, CPD, ethical
matters, professional conduct and discipline and the issuing of practising certificates.
1.2.

The Institute and Faculty has itself considered whether it would be appropriate to issue a specific
ethical standard in relation to ERM. However, it does not feel that it is necessary or appropriate
to do so at this time. In particular, the nature of ERM work is varied and can be an integral part of
other practice areas for actuaries – for example, Life Insurance and General Insurance. Instead,
the Institute and Faculty takes the view that the provisions of the Actuaries’ Code (applicable to
all its members) and the practice specific Actuarial Profession Standards (APSs) are sufficient to
cover ERM related matters at this point.

1.3.

As it has made clear on earlier occasions, the Institute and Faculty wishes to encourage, through
the IAA, the adoption of practical, principles-based regulation across the world that protects the
public interest, enhances public confidence and thus supports the development of the financial
services sector world-wide. This is particularly important in respect of jurisdictions which currently
do not have a well-developed standards regime of their own.

1.4.

However, having considered the discussion draft, the Institute and Faculty does not believe that,
at the present time, there is either (a) the appetite or (b) the need to create an ISAP relating to
ERM work. As such, it does not support the proposed SOI. Nevertheless, the Institute and
Faculty feels that there may be scope for the IAA producing some form of non-mandatory
resource material in relation to ERM, which would be in the interests of both actuaries and users
of actuarial services.

1.5.

The Institute and Faculty of Actuaries welcomes the opportunity to comment on the paper and
sets out its detailed response below. Answers to the key questions have also been replicated via
the Zoomerang survey.

2.

Specific questions

(Q1). Do you agree that the IAA should produce a document at this juncture on ERM?
Yes/No/Please explain
2.1.

The Institute and Faculty believes that it may be beneficial for the IAA to produce a document on
ERM at this stage. However, it does not believe that this document should be a mandatory or
model standard.

2.2.

The need for a standard has not yet been satisfactorily demonstrated. Moreover, as the IAA will
be aware, the broad scope and evolving nature of ERM work means that it is not simply confined
to actuaries. Many other professions are involved. However, other professions do not necessarily
have specific ERM standards to which their members must adhere.

2.3.

The Institute and Faculty is not convinced that actuaries should at this point be bound by a
specific standard on ERM, or, if there is an appetite for such a standard, that the IAA and
actuaries should be alone in driving the standard setting process. Working with other professions
may be more effective.

2.4.

The Institute and Faculty believes that before the IAA considers further whether, and in what
form, any standard or International Actuarial Note (IAN)might be issued (if that is what the
feedback the IAA receives favours), the IAA should survey users of actuarial services to test their
appetite for any standard in this area.
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2.5.

Further to this, in its view, the Institute and Faculty’s Actuaries’ Code, complemented by relevant
APSs, already provides reasonable coverage of actuarial work that may be categorised as ERM.

2.6.

Similarly other IAA associations have their own Codes of Conduct, as they are required to,
compliant with the IAA criteria for such a Code.

2.7.

We also note the proposal for an Actuarial Standard of Practice on ERM from the Society of
Actuaries, who are more developed in the ERM subject area in comparison to the Institute and
Faculty. As the ERM practices of our members develop further, we would seek to learn from
associations who are at a more advanced stage.

(Q2). If you answered "Yes" to question 1, what is the most appropriate form:


An International Standard of Actuarial Practice (ISAP), as proposed by the discussion
draft of the SOI



An International Actuarial Note (IAN)



Some other form of publication (for example, a monograph or research paper)

2.8.

The Institute and Faculty is not in favour of the IAA producing either an ISAP or an IAN. The
Institute and Faculty believes that, at this juncture, a more appropriate vehicle to assist actuaries
and users of actuarial services worldwide may be through the production of non-mandatory
resource material, including the commissioning of appropriate research.

2.9.

Given the evolving nature of ERM, the Institute and Faculty would recommend the development
of non-mandatory resource material in conjunction with other organisations and professions. This
would not only support broader knowledge amongst actuarial associations but also assist in
developing a common understanding of ERM. An example of non-mandatory resource material
on ERM from the Institute and Faculty is a guide to implementing ERM, which was developed in
conjunction with the Institution of Civil Engineers. The current version of the guide has been
included in Appendix 1 to this response.

2.10. The Institute and Faculty would also encourage further research on the subject of ERM, to help to
establish good practice, develop our members and promote the role of actuaries in ERM work.

(Q3). Do you agree with the purposes of the proposed ISAP, as described in the discussion draft
SOI? Yes/No/Please explain.
2.11. The Institute and Faculty does not agree with the purpose of the proposed ISAP as described in
the discussion draft of the SOI.
2.12. As mentioned earlier, ERM as a subject can be very broad in nature and can have many different
definitions. It is also still evolving as a subject. Therefore, it is not clear what purpose the ISAP
would be serving over and above the existing Code and Standards with which the members of
the Institute and Faculty must comply.
2.13. There is also a need to integrate the actuarial work with the work of other professions. This will
need flexibility while adhering to basic principles as set out in the Actuaries’ Code. If an IASP or
IAN limits that flexibility there is a possibility that other professions may prefer restricting the role
of actuaries in ERM teams.

3

(Q4). Do you agree with the topics proposed to be covered? Are there others you would add?
Are there some listed there that you would delete?
2.14. As a general comment, the scope of “all actuarial work” could conceivably be quite broad and
“evaluation and reporting of risk positions” and “treatment of risk with a control cycle” could be an
integral part of work not necessary labelled as “ERM”. Therefore, the boundaries of the
suggested scope are not clear. It is also not clear why “management” issues would be excluded.
2.15. The Institute and Faculty does not agree that the key functions listed are those that are “generally
agreed amongst practitioners and academics”. It is not clear where, for example, setting risk
appetite would sit. On the specific list identified, we would suggest making reference to:


Compliance and Corporate Governance



Cultural considerations of risk management



Categorisation and classification of risks



Broadening “stress testing” to include “scenario analysis”

2.16. Further to this, some of the specific items listed in the discussion draft would not necessarily be
classified as purely “actuarial” – for example determination of duration, convexity, delta.
2.17. A final comment would be that the specific examples in the discussion draft are very focused on
traditional financial services and insurance. If the purpose of the standard is to promote actuaries
as ERM specialists, any standard, guidance or resources may need to be flexible to suit actuaries
working in ERM roles in other industries.
Other comments
2.18. The scope of the work proposed in the SOI is very broad and is likely to apply to many, if not all,
actuarial practice areas. These requirements may then conflict with other IAA standards or other
IAA member association standards in other practice areas.
2.19. Finally, if a decision is made to proceed with an ISAP on ERM, the Institute and Faculty would be
prepared to make a constructive contribution in the drafting of such a Standard.
Institute and Faculty of Actuaries
16 May 2012
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Appendix 1: Example of non-mandatory resource material on ERM

2

3

4

5

6

7

8

9

10

11

12

13

14

15

