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By John Tedeschi

Modeling a Career as an Actuary

“What Do You Want to Be When You Grow Up?”

This age-old question is posed to 
children at the youngest of ages. 

The odds of “actuary” being uttered by 
a grade-schooler are remote, even if the 
child enjoys arithmetic. But this question 
shouldn’t just be asked of youth. It’s one 
we all should ask ourselves on a regular 
basis. Whether as part of a New Year’s 
resolution or an annual job performance 
evaluation, ask: “Where do I see myself 
in the future, how will I measure success, 
and what will I need to get there?” 

So, where do you see yourself in the 
future? Applying mathematical skills in 
an educational setting? Providing broad 
analytical support in any business envi-
ronment? Exploring the actuarial trek? 

For me, the decision to pursue an 
actuarial career 
was based on con-
sideration of the 
challenges, satisfac-
tion, and financial 
rewards this line of 
work would bring. 

I’ve enjoyed 
mountain climbing 
for years and find 
this hobby surpris-
ingly analogous to 
career choices. For 
example, some indi-
viduals are satisfied 
with the view from 
the top of a knoll in 
a local park, while 
others aren’t satis-
fied until they’ve 
summited the high-
est peaks. It doesn’t 
matter whether you 
scale the small hill 
or an 8,000-meter 
peak: It’s your view, 

and only you can decide which scene sat-
isfies you. Regardless of the perspective 
you choose, you must first assess your 
skills to determine whether achieving it 
is possible or what additional skills you 
first will need to acquire.

My Summit
There is certainly an assortment of ac-
tuarial careers, most of which I explored 
over the years. Pricing and reserving 
positions, while they afforded an initial 
challenge, soon became too repetitive for 
my taste. 

My personality led me to focus more 
on my career than exams, which predis-
posed me to certain actuarial positions. 
After several exploratory routes, I found 
my summit goal. My summit is a position 
with a leading reinsurance broker where 

I use my actuarial expertise to help many 
different companies manage catastrophic 
loss potential. 

Setting your mind upon any goal re-

quires some exploration. Give yourself 

time to explore and decide what you want 

your summit to be. For me, my summit 

was evaluating low-frequency events that 

have high severity of loss — for example, 

Hurricane Katrina. I use catastrophe 

simulation modeling to help companies 

estimate their potential for loss from 

such events, and evaluate the cost-ben-

efit trade-offs of alternative reinsurance 

programs that can be used to reduce an 

insurer’s losses after a devastating event.
My current position is exciting be-

cause it provides great variety in risk 
analysis. In addition to natural peril ca-
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tastrophe simulations, my team digs 
deep into professional liability exposure, 
large workers’ compensation losses, and 
complex liability lines of insurance. The 
work is challenging and always chang-
ing, and I’m able to use my interpersonal 
skills and analytical skills to maximum 
benefit. 

Even though I genuinely enjoy my 
job, my summit could change. Future 
circumstances could arise that may moti-
vate me to seek a new summit–perhaps a 
higher peak where there’s more chance of 
risk or a less demanding climb in a more 
comfortable environment.

How to Prepare for Your Journey
It’s difficult to determine what you need 
to have ready for your journey. For 
mountaineers, you carry the bare es-
sentials and take the risk that you have 
adequate equipment and supplies for the 
summit. It isn’t very different for a career. 
You could decide not to begin working 
until all exams, MBA programs, and CFA 
certifications are completed. After all that 
effort, you certainly have a more than ad-
equate supply of tools in your backpack. 
But you may have given up too much 
time before you even get started on the 
trail. So what do you need?

The actuarial services in demand to-
day are different from those in the past. 

Far more complex questions require ac-

tuarial input. Specifically, data to sup-

port actuarial services is far more read-

ily available than in the past, and this 

expedited access to data is matched by 

the speed of decision-making. Technol-

ogy has permitted actuaries to inject 

more powerful analytics into the process 

in order to more quickly mine the data 

and provide advice and counsel to man-

agement. Entrants into today’s actuarial 

careers can benefit from being proficient 

in simulation modeling and software ap-

plication development. Skills in simula-

tion modeling and data mining will allow 

the knowledge gained from the actuarial 

curriculum to be brought to bear on the 

analysis at hand.

If you’re beginning an actuarial jour-

ney, it’s wise to first become knowledge-

able about the risks you’ll be asked to 

evaluate, whether they relate to reserving, 

underwriting, operations, or other types 

of risks. A full understanding of the com-

ponents of the risk is vital in determin-

ing what data you need to gather in order 

to analyze the risk. Obviously, historical 

precedence can be a major contributor 

to the process, but a student should al-

ways question and explore alternative ap-

proaches. 

Researching other fields of risk can 

also benefit the methodology applied to 

the analysis under consideration. Just as 

in mountaineering, if you know the crux 

of the route ahead is a frozen waterfall, 

then you can be prepared with the proper 

tools to handle that risk.

Mapping Your Route
Whether you’re a college student, a recent 

graduate, or a professional seeking an ac-

tuarial career later in life, my suggestion 

is to consider what view you want and 

what skills you have (or need to acquire) 

to get there. Meet with actuaries in dif-

ferent positions to understand what re-

sources are in their backpacks and what 

their journey has been. Then, find your 

route and arm yourself with the right 

tools to have a successful journey.

Think Two Steps Ahead
When on a difficult rock face or ice route, 

you must think multiple steps ahead. If 

you satisfy yourself with the next few 

steps just because they’re easy, you may 

be faced with an insurmountable task lat-

er on and have to backtrack to recover. 

Do the same with your career:  

Think two jobs ahead. What will the op-

portunities be after you’ve mastered the 

skills of your next job? While it’s difficult 

to forecast beyond a few years, you can 

reasonably measure what the job oppor-

tunities will be just one job ahead. Ex-

plore that next job, and see if it’s a path 

that interests you.

When you reach your own summit, 

enjoy the view. But more important, 

enjoy the journey. Look deeply into 

yourself, challenge yourself, and dis-

cover the heights you can reach when 

you grow up. ▲

John Tedeschi is managing director of Guy 

Carpenter’s Instrat® unit in New York 

City.

Skills in simulation modeling and data       
mining will allow the knowledge 

gained from the actuarial curriculum 
to be brought to bear on the 

analysis at hand.
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By Mike Hughes

A Seat at the Table

A quick Google search reveals that ac-
tuaries still rank high in the “Best 

Jobs in America” surveys. These days, 
however, it’s no longer a given that the 
actuary will have a seat at the decision-
making table. Gone are the days when ac-
tuaries were guaranteed a corner office by 
virtue of their professional credentials. 

Nowadays, there are many talented 

individuals in organizations who would 
be more than happy to take their seat. 
These include accountants, bankers, risk 
managers, chartered financial analysts 
(CFAs), and the list goes on. 

A lead actuary for a large business 
unit of a company on the East Coast ex-
pressed his worry that his actuarial orga-
nization was gradually losing relevance 
in the company. Key financial and stra-
tegic decisions were increasingly being 
made with less actuarial input. A major 

reason cited was the increasing effort 
needed from the actuaries just to satisfy 
the day-to-day compliance requirements, 
servicing of the business, and other rou-
tine functions. 

The problem is, the profession is too 
often focused on compliance and not al-
ways on tackling the core business issues 
facing companies today. Instead of value-

adding risk management, we spend in-
ordinate time demonstrating statutory 
reserve adequacy for regulatory compli-
ance purposes. Instead of analyzing and 
explaining earnings, we’re translating 
data, calculating, and checking the num-
bers. Instead of providing timely deci-
sion support, we spend months updating 
models.

It seems we’re allowing ourselves 
gradually to succumb to the gravitational 
pull of routine processing and compli-

ance-oriented tasks. Unfortunately, with 
the underlying actuarial processes and 
infrastructure under stress, even in these 
areas the ball is sometimes dropped, 
which doesn’t earn the confidence and 
respect of the C-suite. If we’re not care-
ful, actuaries might be increasingly seen 
as the problem instead of the solution.

The CFO of an insurance company 
(with growth and profitability challeng-
es) recently complained that instead of 
focusing on solving the tough competi-
tive issues the company faced, many of its 
actuaries — including some of the smart-
est and most highly paid talent in the 
building — spent their day moving and 
cleansing data. FSAs with years of experi-
ence were doing many of the same things 
they did as actuarial students. Some art-
ists love to work with oil on canvas. Actu-
aries love their data, untamed and wild.

How We Got Here
With all the changes in the insurance in-
dustry over the past decade, it’s not sur-
prising that actuaries find themselves in 
this position. The consolidation trend 
has reshaped the competitive landscape 
because of the need for critical mass and 
economies of scale. Two decades ago, 
there were many insurance companies 
with job opportunities for life actuaries 
in Chicago and other major cities. At that 
time, insurance companies offered job 
security and a comfortable, 9-to-5 work-
day. Now, many of the companies are 
gone, the workday of those remaining is 
much longer, and there may be more job 
security at the consulting organizations.

Many actuarial shops at insurance 
companies are now barely keeping their 
heads above water. Whether through 
mergers and acquisitions or organic 
growth, the size and complexity of com-

Less-Traditional Careers for Actuaries
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panies have grown tremendously while 

the size of actuarial organizations has 

not. Actuaries are constantly being asked 

to do more with less:

■ More complex and frequent financial 

reporting;

■ Faster close cycles, zero tolerance for 

error; 

■ More innovative products, more op-

tions and guarantees; 

■ More risk management, hedging, and 

stochastic modeling;

■ More forecasts and projections, more 

decision support.

You get the picture.

Unfortunately, all too often our actu-

arial technology and processes have fall-

en into disrepair. They have become out-

dated and ill-equipped to meet the cur-

rent and emerging needs of the business. 

While other parts of organizations have 

aggressively embraced technology to cut 

costs and improve service, actuarial use 

of technology has been gradual and in-

cremental. In many ways, the solutions 

the industry uses today haven’t changed 

since the early 1990s. 

SOX 404 Case Study
One can argue about the cost-benefit 

trade-offs of the internal controls re-

quired by Sarbanes-Oxley Sec. 404 (SOX 

404), but one thing SOX 404 has done is 

expose, for all the world to see, some of 

the shortcomings of actuarial valuation 

processes and controls used for GAAP 

financial reporting. (Unfortunately, these 

are probably among the better controlled 

processes in the actuarial domain, so the 

industry and profession have a long way 

to go.)

Generally speaking, actuaries don’t like 

documentation and don’t like controls. 

We especially don’t like to document that 

we actually performed a control. We also 

don’t like other people looking over our 

shoulders and sticking their noses into 

our actuarial business.

We do like flexibility; the more the 

better. And we love our data. We love to 

touch it and let it slide through our fin-

gers, change it where necessary, and take  

it with us throughout the day as we do 
our work. Most of all, we love our spread-
sheets. 

The problem is, the actuarial world is 
clashing head-on with SOX 404, and SOX 
404 is winning. Many public companies 
have come to realize that their actuarial 
valuation processes involve extensive data 
manipulations and use of spreadsheets 
(often numbering in the hundreds) in 
end-user computing environments that 
lack proper system controls. These com-
panies have been forced to significantly 
improve their documentation, layer on 
numerous additional controls, and add 
staff to meet SOX 404 requirements. 
It’s only a matter of time until compa-
nies reach a breaking point and decide 
that the processes themselves need to be 
transformed. 

Transformational Change
Fortunately, there is a light at the end of 
the tunnel. Some leading organizations 
have begun to achieve the vision that 
many companies have — a future where 
the primary valuation, financial model-
ing, and risk-measurement processes 
are integrated, automated, flexible, and 
controlled. Gradual, incremental change 
won’t get the job done. Getting there re-
quires transformational change.

There are people, process, and tech-
nology dimensions to this transforma-
tion, key elements of which include:

■ Properly designing the actuarial tech-
nology environments to serve multiple 
related business needs;

■ Redesigning and automating processes 
and embedding the right controls;

■ Developing appropriate data gover-
nance and data management strategies 
and techniques;

■ Leveraging best-in-class actuarial tech-
nology and other software tools;

■ Rethinking system development and 
maintenance protocols;

■ Creating high-performance computing 
capabilities;

■ Establishing the proper strategic align-
ment with the technology organiza-
tion.

Increasingly, companies have some of 

these elements present, but most com-

panies still have major gaps, and only a 

relative few have mastered the game. Un-

fortunately, our critical actuarial process-

es are only as good as the weakest link. 

Getting to the goal state isn’t easy, and it 

won’t happen overnight, but it’s increas-

ingly clear that this is the direction the 

industry and the profession need to take.

Make the Case
Actuarial transformation is needed to 

improve many of the mission-critical 

actuarial processes at insurance compa-

nies, including financial reporting, plan-

ning and forecasting, and risk and capital 

management. Not doing so only prolongs 

the misallocation of actuarial talent, ex-

poses companies to unnecessary risk, and 

prevents companies from gathering the 

right tools and talent at their disposal to 

tackle today’s financial and competitive 

challenges. 

Today, the industry is uniquely posi-

tioned to address the complex needs of 

baby boomers as they move into active 

retirement. The actuarial profession is 

making great strides in positioning itself 

for continued success; the emergence of 

risk management as a practice area is an 

excellent example. Demand is increasing 

for actuaries, especially those with strong 

communication skills, financial expertise, 

and good business sense. Actuarial lead-

ers of the future will be technology savvy 

and better leverage the power of technol-

ogy to put actuarial talent to its highest 

and best use. Companies and individuals 

that excel (no pun intended) in this area 

will outperform their peers. 

As a famous non-actuary from Hib-

bing, Minn. once said, “The times, they 

are a-changing…” We’ll all have to change 

with them if we want a seat at the table. ▲

Mike Hughes is a principal in Ernst & Young 

LLP’s Insurance and Actuarial Advisory 

Services practice in Chicago.
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WESTCHESTER FINANCIAL CENTER • 11 MARTINE AVENUE, 9TH FLOOR • WHITE PLAINS, NY 10606
TEL: 914-285-5100 • TOLL FREE: 800-766-0070 • FAX: 914-285-9375 • E-MAIL: JOBS@ACTUARIALCAREERS.COM

Just A Few Of Our Listings • Jobs Continuously Updated
Contact any of our executive recruiters for a comprehensive list of job opportunities, creative ideas, and a confidential career evaluation.

SENIOR FINANCIAL MANAGEMENT
-Our client seeks a passionate leader, mentor and FSA to lead a team of 20+ professionals responsible for the valuation of life, annuities, health, and P&C lines of
business. Visible position with growth opportunities. Salary: to $200,000 plus bonus.

-CFO role for FSA with capital markets, structured transaction and securitization experience. Will lead an Individual Life unit supervising a staff of 80, focusing 70%
on the pricing/30% on the financial reporting and expenses. Looking to implement a cutting edge pricing strategy using reinsurance arrangements and capital market
solutions. Salary: $200,000 + plus bonuses.

-Model steward needed to work on and manage enterprise wide financials, option based valuation, value based analysis, economic capital models, etc. ALFA
experience is preferred. Salary: $100,000 - $150,000 plus bonus.

PRODUCT DEVELOPMENT
-VP of Life and VP of Annuity Product Development to provide leadership for all aspects of development and implementation including designing,
pricing and marketing new products to meet customer needs for all distribution channels. Salary: $125,000 - $180,000 plus bonus.

-Pricing Leader for major reinsurer requiring extensive reinsurance or life insurance product development experience to support the deal team and to maximize value
through superior assessment of risk. Salary: $160,000 - $180,000 plus bonus. FSAs and ASAs needed with direct pricing experience for other reinsurance pricing
positions. Salary: Market.

HEALTHCARE
-Regional provider seeks a Chief Pricing Actuary with managed care experience. Excellent leadership and communication skills are important. Salary: $140,000 -
$200,000 plus bonus. Associate and Manager level roles at $80,000 - $120,000 plus bonus.

-Medicare Supplement/ Medicare Advantage and/or Individual Health/under 50 Market expertise is sought by leading healthcare provider to help build and grow these
divisions. Tremendous growth opportunity for this lead actuary. Salary: $140,000 - $150,000+ plus bonuses.

LIFE AND P&C CONSULTANTS
-Business developers and rainmakers are needed for worldwide consulting firms based in the US and Asia. Expertise in enterprise risk, financial reporting
processes, product development, M&A, capital markets, etc. are desired. Salary: commensurate with experience.

-Manager levels for Life Consultants. Will work with partners and senior managers on embedded value, ALM, financial reporting, demutualization, mergers,
acquisitions, public offerings, cash flow analysis, surplus and risk management related to insurance company liabilities. Salary: to $140,000 plus bonus.

-P&C reserving/pricing background to be the right-hand to practice leader and successor to lead the practice in 5-7 years. Must be energetic and creative.
Salary: $100,000 - $200,000 plus bonus.

PROPERTY & CASUALTY
-First in-house P&C Actuary for a travel insurer. Qualified candidates should be an ACAS or FCAS with some short-tail pricing experience (travel experience is not
required). Management experience preferred. Salary: $100,000 - $125,000 plus bonus.

-Leading P&C Insurer seeks an FCAS/ACAS with Commercial Lines experience. Will assume responsibility for various lines of reserving; pricing opportunities
also available. Salary: Competitive plus.

INVESTMENT BANK
-Clients seek experienced actuaries with XXX, AXXX and securitization expertise. Another desires strong capital markets modeling and pension finance experience.
Salary: Wall Street compensation.

PENSIONS
-Looking to move out of pension consulting? Insurance company seeks ASA or FSA for Defined Contributions and Group Annuities. Will also work on economic
capital and risk management. Salary: $80,000 - $110,000 plus bonus.

-EA, ASA/FSA wanted for growing pension consulting firm. Will mentor career. Large or small plan experience desired. Will have a mix of technical, supervisory, peer
review and consulting responsibilities. Salary: $100,000 - $160,000 plus bonus.

INTERNATIONAL
-Global Insurer seeks a VP of Regional Products, Asia based. Will be responsible for working with country product managers to expand the life portfolio. FSA or
country equivalent preferred; English language proficiency required. Experience with Life, Annuities, Critical Illness, A&H, Stochastic Pricing Methodology, US GAAP,
and Embedded Value desired. Salary: $200,000 - $350,000+ package.
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Recruiting Staff
Aimee Kaye, President
Patty Kent, Executive Vice President
Claudine Cox, Vice President
Danielle Frank, Assist. Vice President
Becky Horst, Assist. Vice President
Jesse West
Jennifer Hart
Robyn Taylor
Bonnie Trent
Jill Fusco
Ted Jackness, CEO

Core Services
Actuarial Careers, Inc.® specializes solely in the 
placement of actuaries on a worldwide 
basis and provides the most responsive 
and professional service in the industry. 
We provide every actuarial candidate we 
represent with the opportunity to broaden 
and enhance their personal career, and 
every client, the best candidate for each 
position. Our in-depth knowledge of the 
industry allows us to be in the forefront 
of actuarial opportunities and trends. 
Our federally registered service mark is 
affirmation of our ongoing commitment 
to provide the finest service in our 
industry.

Candidate Services
Actuarial Careers, Inc.® offers candidates 
the opportunity to work with our top-
notch professional team, recognized 
throughout the actuarial community for 
dedication, service, and results. Our staff 
maintains a state-of-the-art proprietary 
database that tracks every major employer 
of actuaries and provides the most up-to-
date information possible regarding the 
availability and specifications of open 

positions. We present each candidate on 
a highly selective basis to the companies 
of their choice, and only with their 
permission. We are responsive, provide 
accurate information, and are creative 
in locating the best possible positions 
for each candidate’s specific profile and 
career requirements.

Client Services
Our custom-designed, state-of-the-
ar t  technology tracks more than 
21,000 actuaries throughout the world, 
highlighting their respective areas of 
expertise, professional and personal 
qualifications, and career objectives. 
Through our daily interaction with the 
actuarial community, our database is 
updated on a continuing basis, ensuring 
our ability to rapidly identify candidates 
most appropriate to each client’s unique 
requirements. Our staff contacts and 
screens all potential candidates on an 
individualized basis to best determine 
professional qualifications, potential 
interest ,  avai labi l i ty,  geographical 
flexibility, and other specifics for each 
position.

Team Approach 
With the conviction that the whole is 
greater than the sum of its parts, the 
Actuarial Careers® staff, directed by 
Aimee Kaye, works as a team on all client 
assignments. A single point of contact 
ensures efficient communications while 
our individualized approach to each 
assignment ensures we will always 
maintain sensitivity and confidentiality 
while meeting the objectives of our clients 
and candidates. Our highly sophisticated 

approach to creative staffing solutions 
consistently produces outstanding results. 
Ask any of the thousands of actuaries and 
employers who have used our professional 
services for a reference.

Professional Standards

At Actuarial Careers, Inc.®, we pledge to always:

® Maintain complete confidentiality.

®  Provide accurate information and 
prompt feedback.

®  Be accessible by telephone, including 
evenings and weekends. 

®  Be proactive on behalf of all our 
clients and candidates.

®  Conduct our business according to 
the highest ethical standards. 

At Actuarial Careers, Inc.®, we pledge to never: 

®  Send out a resume without 
permission.

®  Pressure a candidate in any way for 
any reason.

®  Direct a candidate to a position 
because it generates a higher fee.

®  Knowingly present unqualified 
candidates for a position.

®  Put our interests above yours.

Actuarial Careers, Inc.® 11 Martine Avenue
9th Floor
White Plains, NY 10606
Phone: 800-766-0070
Phone: 914-285-5100
Fax: 914-285-9375

EMAIL
AimeeKaye@actuarialcareers.com

WEBSITE 
www.actuarialcareers.com

ADVERTISEMENT
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Ask Pauline Reimer of Pryor Associates 
the key to her actuarial recruiting 
success, and she’ll share a unique 
fact: Pauline is an Actuary herself! 
Achievement of her Associateship in 
the Society of Actuaries (A.S.A.) and 
completion of several Fellowship 
examinations were important milestones 
in her life as an Actuary. But the decade 
of “real world,” hands-on experience 
Pauline gained while employed by 
major insurance and consulting firms 
as an Actuary gave her the in-depth 
understanding of the business that 
sets her apart from the typical Actuarial 
Recruiter. In addition, her appointment 
to the Executive Board of ASNY (Actuarial 
Society of greater New York) as the Vice 
President of Public Relations further 
enhances her involvement in the actuarial 
community.

Career Re-focus
It was 20 years ago that Pauline reassessed 
her personal and professional goals and 
joined Pryor Associates, a professional 
recruitment corporation established in 
1969.

“While employed as an Actuary, I encoun-
tered the common experience with many of 
my colleagues of being contacted by various 
recruiters who often lacked the knowledge of 
the Actuarial field and especially of the Exami-
nation process.”

Pryor Associates specializes in contin-
gency and retained executive search and 
placement within the insurance and em-
ployee benefit industries and their related 
environments. The Actuarial Placement 
Division, which she has directed since 
1986, services life, health, property and 
casualty insurance; pension and other 
employee benefits; systems, accounting 
and finance-related industries, domesti-
cally and internationally.

Dynamic changes in the marketplace, in-
cluding globalization and capital markets, 
have resulted in Pryor’s increased empha-
sis on these and other emerging trends as 
they impact the actuarial profession.

View From the Top
Pryor Associates has been named one 
of the top 25 regional recruiting firms 
by Dun & Bradstreet. According to Pauline, 
the agency’s growth stems from successfully 
identifying and attracting Actuarial talent and 
matching candidates to each client’s unique 
needs—all while scrupulously maintaining 
confidentiality, discretion and professionalism 
in an environment guided by the principles 
of “prompt follow-up” and “prompt follow-
through.” Each step of every client assignment 
is personally handled by Pauline Reimer herself. 
No client is ever relegated to just an Assistant. 
Pauline’s knowledge, personal dedication to 
each search assignment and her exceptional 
“over-the-top” service—enhanced by state-
of-the-art technology and a professional, ex-
perienced support staff—have resulted in an 
impressive personal placement record 
of a 99% retention rate as well as a 100% 
success ratio in retained searches.

Understanding the Market
Maintaining such high success and reten-
tion rates requires Pauline’s involvement 
in various levels of the industry. To remain 
on the cutting edge, Pauline participates 
in many and varied Actuarial seminars and 
conventions each year, increasing her fa-
miliarity with Actuarial talent and the 
evolving responsibilities of the Profession-
al Actuary in the current and anticipated 
business environment. Furthermore, her 
dynamic speaking schedule at local uni-
versities is a crucial initial introduction to 
future actuaries where she has often been 
solely reponsible for initiating the actuarial 
careers of many of these students.

Among her notable accomplishments 
is serving as Chairperson for the annual 
ASNY Career Fair, the largest such gather-
ing of future actuaries and hiring sponsors 
worldwide.

Pryor’s state-of-the-art technology has 
enabled it to assemble and maintain an 
internal database of actuarial talent rang-
ing from recent graduates through chief 
executives, complete with up-to-date in-
formation of educational and professional 
credentials, as well as geographical prefer-
ences. This has been an invaluable tool in 
matching ideally suited candidates with 
potential employment opportunities in 
the most efficient and timely manner.

It Takes One to Know One
“Developing long-term, mutually benefi-
cial relationships is the key to my contin-
ued success in the Actuarial Recruiting 
business,” Pauline said. First-hand experi-
ence, credentials, integrity, and dedica-
tion—synergies that result when “an ac-
tuary places actuaries.” 

Pryor Associates is a charter member of 
the INS (Insurance National Search, Inc.), 
a national search network serving the 
insurance industry. For more informa-
tion about Pryor Associates and Pauline 
Reimer, including the agency’s services 
and a partial list of past and present cli-
ent assignments, please log on to Pryor’s 
interactive website at www.ppryor.com.

Pryor Associates 
147 Old Country Road
Hicksville, NY 11801
Phone: 516-935-0100 X307
Toll Free: 866-6-ACTUARY x307
Fax: 516-931-7842

EMAIL
paulinereimer@aol.com

WEBSITE
www.ppryor.com

ADVERTISEMENT
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Certainly much of what an actuary 
does feels like risk management. 

Product design, for example, focuses on 
ensuring that the risks embodied in the 
product are “reasonable.” Actuaries ask 
the hard questions. Can a product be ad-
equately quantified and priced? Does the 
product incorporate adequate safeguards 
against antiselection? (Antiselection is 
broadly defined as individuals selecting 
“options” available to them in the prod-
uct that enrich them at the expense of the 
financial institution offering the prod-
uct.) Do the administrative procedures 
reinforce the safeguards built into the 
product design?

The theme that pervades actuarial 
risk management is one of judgment, 
of making informed trade-offs among 
product features, administrative proce-
dures, and the price and marketability 
of the resultant product. While this ap-
proach has many strengths, it can lead to 
a lack of comprehensive and integrated 
understanding of the risks taken on by 
the company. Each expert, or body of 
experts, knows his or her piece of the 
picture. But experts sometimes have a 
hard time seeing the company as a whole. 
Usually, only a few people have intimate 
knowledge of the risk trade-offs embed-
ded in any product. 

The result is often an uneven approach 
to pricing risk and quantifying downside 
exposure across the organization. Risks 
managed through product design are of-
ten unquantified, with risk quantification 

being limited to the pricing process. Risk 
retention or transfer decisions are based 
on overall guidelines and past practices 
rather than the unique attributes of each 
risk exposure.

Risk Management and Banking
While actuaries have informally been 
the primary risk managers in insurance 
enterprises, the banking industry has de-
veloped formal risk management func-
tions. Risk management is generally split 
between credit and market risk within 
the bank. In addition, there’s often a risk 
management unit, independent of all the 
business units in the bank, that reports 
directly to the CEO and is responsible 
for risk management across the bank. As 
a core function within a bank, risk man-
agement is responsible for:

■ Policy development and implementa-
tion;

■ Approval of pricing models (for finan-
cial instruments traded by the bank);

■ Development of appropriate risk mea-
sures;

■ Allocation of risk-based capital to trad-
ing operations;

■ Risk position and limit monitoring;

■ Profit and loss (trading gain/loss) anal-
ysis and review;

■ Recommendation of risk limits.

There are a couple of differences be-
tween risk management in a bank and in 
a traditional insurance enterprise. Banks 
have a formal organizational structure 

that’s responsible for risk management; 
in insurance enterprises, it’s a part of the 
actuarial role.

Banks attempt to quantify material 
risks to net income and net worth. For 
all such risks, exposure is monitored 
frequently (daily) and summarized for 
the most senior executives in the bank. 
Insurers tend to be less rigorous in the 
systematic quantification of risk and to 
monitor exposure within the business 
unit that creates the risk exposure. Few 
insurers aggregate risks across the orga-
nization systematically in a format suit-
able for senior executives.

It’s important to note that a structured 
and quantified approach to risk manage-
ment doesn’t necessarily produce supe-
rior risk management (where superior is 
defined by the incidence and size of ex-
traordinary losses). One can easily name 
a number of banks that have suffered 
large losses because of modeling errors, 
rogue traders, and lending practices.

A structured and quantified ap-
proach, however, does generally enable 
an organization to allocate its risk capital 
efficiently, constantly improve upon its 
risk management practices, and be better 
positioned to “underwrite” and manage 
new types of risk by applying standard 
risk management and quantification 
techniques and processes.

The Standard Risk Management Process
Risk management is a process that must 
be embedded in the organization. The 
five elements of the risk management 

By Cindy L. Forbes

Risk Management  
A Role for Actuaries
Actuaries have always managed risk. But as the world of financial 
services changes, actuaries need to be creative about how 
and where they ply their trade.
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process are identifying the risks the orga-
nization is exposed to; quantifying those 
risks; determining the organization’s risk 
tolerance and how it will finance its risk 
exposures; establishing risk limits and 
monitoring for retained risks; ongoing 
review of risks and process.

Risk Identification
Simply identify the risks created by each 
product or business activity. The risks 
created by a SPDA product, for example, 
might be:

■ Interest rate risk. Sensitivity of asset 
and liability values to changes in level 
and slope of the yield curve. 

■ Spread risk. Sensitivity of asset and li-
ability prices to changes in levels of 
credit spreads.

■ Credit risk. Sensitivity of asset values to 
varying levels of “credit events.” Could 
be linked to interest rate, spread, and 
lapse risks.

■ Lapse risk. Sensitivity of liability values 
to changing surrender patterns. Linked 
to interest rate and spread risks.

■ Mortality risk. Sensitivity of liability 
values to higher mortality levels as a 
result of antiselection and differing age 
and gender distributions.

■ Expense risk. Sensitivity of liability val-
ues to higher expense levels than priced 
for.

Decomposing risk exposures into 
common categories positions the organi-
zation to be able to aggregate risk expo-
sures across businesses in the future.

Quantifying Risk Exposures
Until a risk exposure has been quantified 
in some way, it’s difficult to communi-
cate its nature or for an organization to 
decide whether it’s comfortable with the 
amount of risk assumed. Quantification 
requires not just establishing the expect-
ed gain or loss associated with assuming 
the risk but also distributing potential 
outcomes. Risk measures typically focus 
on the extreme left-hand side of the dis-
tribution—the “downside tail.”

The downside tail of the distribution 
can be used to determine the amount of 
capital that should be allocated to sup-

port the risk if it’s retained. In banking, 
risk capital requirements are typically set 
at the 99th percentile of the distribution. 
Allocating capital based on risk enables 
the organization to require its risk-taking 
business units to generate an adequate 
return given the level of risk they’re ex-
posing the organization to.

Defining Risk Tolerances and Financing
For each risk exposure, the organization 
must decide if it wants to retain or trans-
fer the risk. Ideally, the decision makers 
should have information about the ex-
posure to the risk factor (stock market 
exposure, for example) from all sources, 
quantified as a percentage of total capital 
and/or net income or some similar mea-
sure. The organization may have offset-
ting (negatively correlated) exposures to 
the same risk factor from other business 
activities. This would tend to increase its 
appetite for additional exposure.

The organization also needs to know 
the expected return from retaining the 
risk and whether it provides an adequate 
return on risk capital. What risk transfer 
options are available? The most typical 
examples of risk transfer are reinsurance 
or the capital markets.

What is the cost of transferring the 
risk? Can a complete risk transfer be 
achieved, or does the organization have 
exposure to residual risks? (These would 
include basis risk, availability and pricing 
of risk transfer option in the future, and 
credit risk of the counterparty.)

What is the profitability of the product 
or business unit if the risk is transferred? 
Is the return on its risk capital (after ad-
justing for the risk transfer) adequate? 

Risk Limits and Monitoring
Unless a perfect risk transfer vehicle is 
found, whether the organization retains 
or transfers the risk, risk limits and a 
monitoring process need to be estab-
lished. 

Risk limits establish the organization’s 
maximum tolerance to a risk factor. They 
should be recommended by management 
and approved at the board level. Risk lim-
its can be fixed or dynamic (a percentage 
of capital, for example). 

Risk monitoring tracks the organiza-

tion’s current exposure to each risk factor 

relative to its limit. Risk transfer initia-

tives, such as hedging an exposure in the 

capital markets, offset the organization’s 

overall exposure to the risk factor.

The appropriate frequency of risk 

monitoring depends on the volatility of 

the risk position being monitored. There 

should be a documented process for deal-

ing with any limit violations.

Ongoing Review
Key assumptions and models used to 

quantify risk need to be regularly re-

viewed, as do the sources of risk expo-

sure. Risk limits should be reviewed at 

least annually.

Actuaries as Risk Managers
Actuaries have always been managers of 

risk. In order to retain and expand their 

role as risk managers, actuaries should 

focus on transparency. Actuarial results 

and analyses are often cloaked in profes-

sional jargon. Good risk management 

requires that a broad range of profes-

sionals, the executive, and the board of 

directors understand the key exposures a 

firm faces and their potential impact on 

the economic value and income of the 

organization. One approach to achieving 

transparency is to focus on quantifying 

the exposure of the firm’s capital base to 

each material risk it has assumed. 

Actuaries also need to become edu-

cated about how the financial markets 

would decompose, model, price, and 

transfer the risks embedded in their bal-

ance sheets and products. The products 

and services insurers offer will increas-

ingly embody financial market risks 

(equity-linked annuities, for example). 

Understanding how the financial mar-

kets price these risks and the vehicles 

available to transfer them (i.e., hedge) to 

capital market counterparties will be re-

quired of all insurance risk management 

professionals. ▲

Cindy L. Forbes is senior vice president and 

chief financial officer for Manulife Financial 

in Hong Kong. This article is reprinted from 

Contingencies, January/February 1999.
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