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ACTUARIES AND LLOYD'S 

In its booklet 'A Sketch Histow, Lloyd's describes itself as follows: 

'Uoyd's is an Insurance market unique in the world. Almost anything can be insured 

there: fleets of ships and aircraft, civil engineering projects, factories, oil rigs and 

refineries to name but a few of the thousand-and-one risks which are placed at Lloyd's 

each year. This business flows from all parts of the world and represents an income of 

over £20 million premiums each working day. 

Uoyd's is not a company. It has no shareholders and accepts no corporate liability for 

risks insured there. Uoyd's is a society of underwriters , all of whom accept Insurance 

risks for their personal profn or loss and are lhble to the full extent of their private 

wealth to meet their insurance commitments'. 

Notice those last words. 

So to paraphrase the words of the great Samuel Johnson, when an underwriter writes risks 

the losses from which could wipe out his personal assets, it concentrates his mind 

wonderfully. 

The origins of Marine insurance go back to the distant past, even Roman times, though it 

is known to have been introduced to England by the Lombards in the 16th century. Indeed 

there is still a Lombard Street in the Oty of London, the so called square mile, very close 

to Uoyd's. 

The rise of London as a centre of trade and the increase in the demand for insurance of 

ships and cargoes took place at the same time as the growth of popularity of coffee- 

drinking in England (Not tea please ilote! That came much later). Coffee houses, opened up 

all over the City. Inns and taverns were of course already there in abundance but they 

were not conducive to clearheaded thought and discussion. So the coffee house gained the 



ascendancy. 

It was against this background that Uoyd's Coffee House opened In Tower Street 1688. 

They celebrated their tercentenary last year of course. It was just like any other to start 

with, but gradually at a Ume when communications were not what they are now, Mr. 

Edward Uoyd gained his enviable reputation for trustworthy shipping news. This of course 

was one of the prime requirements for successful undedng,  and in the true Dafwinian 

sense ensured that Uoyd's Coffee House survhred all its rhmls and became the recognlsed 

meeting place for those wishing to transact marine Insurance. 

Gradually their insurance activities grew, the coffee house became too small, but to this 

very day it is still called Uoyd's and the messenger staff are called waiters. 

And where have actuaries been all this time? Well curiously enough it one looks at 

Volume 1 of the Journal of the lnstitute of Actuaries issued in 1848, there Is a paper on 

Fire Insurance statistics. Gradually however, our attention became increasingly absorbed 

with Life Assurance to the exdusion of all other classes of Insurance. By the time the 

lnstitute of Actuaries was founded in 1848. Uoyd's had been managing quite well without 

actuaries for 160 years. They have survived another 150 years, also without us! 

Now that at last we find ourselves in the position where they are beginning to think that 

we can help them, we find that we are speaking in a language which Uoyd's underwriters 

do not understand, not surprising when you consider that we have not been in the habit of 

speaking to them wer many years. As I said. Volume 1 of the Journal and some of those 

which followed contained the odd paper on General Insurance. However with each 

succeeding Volume it is apparent that the growing problems in Life Assurance were 

absorbing the attention of actuaries. The actuarial professional began to see that the 

long-term nature of Life Assurance with its principle of the level annual premium posed 

problems in reserving, the distribution of surplus, and investment. which were sufficient to 

keep them fully occupied. Non-Life Insurance was, and still is seen as essentially short 

term in character. I was one of a few British actuaries who some 30 years ago began to 

revive an interest in actuarial methods in Nonlife Insurance. 

After many years of neglect it was dear straightaway that we would not be welcomed with 

open arms. In any case we spoke. and still speak. in a language which underwriters do 

not understand. Quite ordinary English words like 'distribution' and 'deviation' are used 



with a special connotation   in known to underwriters. In an age when the word 'deviation' 

has links with the word 'sexual' there is dearly room for considerable misunderstanding in 

the expression 'standard devhtion'. And what are we to make of 'mean deviation?'. So it 

was dear that if we were to break down the opposition we should have to be patient, 

infiltrate ourselves into the company of undewiters and claims managers, and endeavour 

to learn their way of talking about their problems. Under no circumstances were we to 

speak to them In, or teach them our spechllsed language. Indeed I remember inventing a 

game for members of my actuarial staff whereby they had to attempt to explain some fairly 

simple actuarial notion, they were only allowed to use words which the underwriters 

used. 

Anyway, it meant in my case, and here I should add that at the time I was working In a 

large composite reinsurance company, I had to move away from the traditional actuarial 

environment in the Life Division to a desk in the Fire and Accident division. A fairly long 

period of assimilation, learning the practices, procedures and language was required. The 

temptation to offer actuarial advice had to be firmly resisted, and in fact I had to unlearn 

a lot of things and to get out of the habit of using actuarial-type words. This was not 

too difficult since I had no other actuary to talk to. 

By dint of practice, writing artides and gMng talks, I was able to get to the point where 

I could put over my ideas in mXn~b!y plain English, but I would not say that I have got 

there yet. 

One of the areas where the actuarial profession has begun to make an impression in the 

Uoyd's Market is in the calculation of ~n-off, or IBNR reserves They call it the 

reinsurance-tdose. Our Inland Revenue Service has been taking what the Market 

describes as an unhealthy interest in the Uoyd's resenring methods, in that they suspect 

Uoyd's of wer-rese~ng and consequently that a certain amount of tax is being deferred. 

The Revenue have been looking for independent support of confirmation of the Uoyd's 

figures and we as actuaries have been able to a certain extent to provide this it's an ill 

wind ........ In the estimation of the run-& of the Claims liibilitles of a General insurannce 

account it is common nowadays to express the experience in the form of a daims triangle 

subdividing the data by undewiting year, and year of development. It is dear that for 

the most recent underwriting years very 1We information is available about their possible 

progress and outcome. Any scientific method which migM be used must rely heaMy upon 



the progression of past years and we all know how dangerous that can be. Still it is all 

an actuary will have: the underwriter because he will be much doser to his own account 

will naturally have his own ideas and these must carry the greater weight. Even so. I 

have found over the years that an independent general insurance actuary can look at the 

numbers only, and tell the underwriter what they are trying to say. I will not go into the 

actual methods but can say that the subject of daims projection Is something which holds 

a great deal of fascination for actuaries in many countries. From the point of view of 

being able to convince sceptical supervisors or more ususally tax inspectors, the actuarial 

approach has the merit that the steps In the calculations can be dearly explained. 

Whether they anive at the right answer is another matter. However, It is the ability to 

demonstrate the assumptions and the steps In the calculations which tums out to be the 

crucial factor. At least they can agree or disagree on these. Following hard on the heels 

of how the run-off reserves are calculated is the tricky subject of discounting, and here 

again we as actuaries have been able to assist the underwriter to marshal his facts and 

more importantly set proper assumptions, and recommend appropriate methods. Actuaries 

have been practising what is called scientific life assurance for over 200 years. Tables of 

mortality derived from Insurance company records have been regularly constructed over the 

years. They allow for the fact that there is an initial selection process whereby as far as 

possible only healthy lives are accepted at ordinary rates or premium. Account is also 

taken of the tendency of the rate of mortality to increase with age and for females to 

have a lower rate than males. Out of all this the actuary constructs a level annual 

premium. This means that woven into the premium rate there has to be an allowance for 

investment income. If one studies all these assumptions carefully it will be seen that the 

actuary tends to en on the side of caution. He or she will use mortality tables slightly 

heavier than what he is hoping the actual experience will turn out to be; interest rates 

will be assumed to be lower than what the actuary is expecting to earn, and so on. 

Similarly in valuing the liabilities, conservative assumptions will be made in the calculations 

when the liabilities are discounted. 

The reason therefore that we get nervous when the subject of discounting is mentioned is 

that we know that life assurance is concerned with the valuation of fixed sums of money 

payable on death before.. or survival to, a fixed date, and that extensive and reliability 

mortality tables are available. Contrast this with general insurance where there is no 

mted sum insured to be valued, when no one is sure when a daim will be settled where 

inflation can affect the stie of a daim. and where the scope for fluctuations and very 



large claims is much greater. Add to this the possibility of 'a catastrophe arising from a 

completely unforseen circumstance like asbestosis and it is no wonder that many fed a 

marked reluctance to introduce another unknown factor. Because whatever discounting 

means, the effect is to produce lower reserves. From this it will be seen that if, and I 

stress if, discounting is being considered, then it is vitally important to the general 

insurance industry that the bases in valuing liabilities have at the very least the same kind 

of strength in the valuation assumptions which exists in the life assurance field. Whatever 

the volatility In the emerging experience of a Ufe portfolio, it is incomparably greater in 

General Insurance. 

It is almost impossible to contemplate the subject of discounting without taking inflation 

into account. Infiation can affect all dasses of business but gives rise to the greater 

problems in bodily injury dims which typically take a long time before the large claims are 

settled. At the present time inflation is relatively quiescent in the UK (or is it?), and 

there is the temptation that it is not an important factor. This is dangerous notion, and 

anyone responsible for the evaluation of run-off reserves, or what Uoyd's underwriter calls 

the reinsurance-todose, would be most unwise to assume that inflation is under control. 

Insurers have to live in the real world and be mindful of recent economic history. And 

much of Insurance is 'premiums now, claims late?, and to ignore inflation is to court 

disaster. 

The previous comments on infiation remind us that discounting at whatever rate of interest 

must only take place provided that we are reasonably convinced that a proper allowance 

has been made for future inflation. Since this can never be much more than a crystal ball 

gazing, it is clear that the rate of interest chosen for discounting purposes has to take 

account of this fact of life. The subject is too deep to allow time to go into it in detail 

but In choosing the rate of .interest at which to discount then a study has to be made of 

the nature of the assets in which the funds are invested. It is also neccessary to look at 

their future prospects. When you boil it down the basic conclusion is that it is dangerous 

to choose too high a rate of interest. 

As might be deduced, the advice by actuaries that a cautious approach should be adopted 

to the process of discounting, is very popular with the Uoyd's fraternity. 

This brings me conveniently to a topic which has also found favour with underwriters, 



namely the use of graph I have found that conRdence between actuaries and 

underwriters can be Increased enormously if the calculations are supported by graphs. For 

example it is easy to demonstrate the reasonableness or athenvise of any projection if the 

data are plotted on a graph. 

In conduslon I would reiterate that the way forward for us In the UK In the field of 

Geneml Insurance is the time honoured, even if perhaps dd-fashloned, use of plain English 

- plus actuarial suppott. 


