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EXECUTIVE SUMMARY

Background

Thisreport presents the first report of the Taskforce formed in November 2002 by
the Council of the Institute of Actuaries of Australia (viaits Council Education
Committee) to manage the development and implementation process of the
revised Part 111 structure.

The Taskforce is made up of a number of sub-committees, each responsible for
further devel oping one area of the proposed changes.

Proposed Structure

The Part 111 structure proposed by the Review Team and endorsed by Council
encapsulates amodular approach with four modules as follows:

Module 1 Module 2 Module 3 Module 4
Investment Specific Specific Business
Management Practice Area Practice Area Applications
Skills Skills

Part 111

Each modul e represents a half-year subject and all 4 modules must be completed
in order to qualify asan FIAA.

= Module 1-compulsory for all students. Focuses on providing students with
an adequate level of investment knowledge.

= Modules 2 and 3 — practice area based and at selection of student. These
develop technical and judgemental skills required to practice in specific areas.

= Module 4 —compulsory for all students. A non-practice specific module that

allows students to use judgement in applying the knowledge and skills they
have gained in the first three modules to simulated commercial problems.

Module 1 — Investment Management
Therevision of the Part 111 education process in respect of Investment

Management has been discussed in detail by both the Investments Practice
Committee and the Finance Practice Committee.
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The existing Investments course will be converted to the half year compul sory
Module 1. The new coursewill cover the main elements of the existing
Investments course, but with significant reductionsin the number of readings
pertaining to each of these elements. The essential elements of the Module 1
syllabus will be:

* |nvestment objectives
p  setting benchmark asset allocations
P setting investment assumptions
p systemic risk factorsin investment markets

» Understanding the asset classes
P equities
property
bonds and cash
derivatives
special issues, e.g. investing internationally, hybrid securities, aternative
investments
P investment current issues and likely developments.

p
p
p
p

* Implementing an investment strategy
p  selecting an investment manager (including style analysis)
p fundamental investment methods (value and growth)
p quantitative investment methods (index and active)
P monitoring experience
p asset liability management

Some of the more advanced topics of the existing Investment course and the two
concepts of the existing Finance course - the practice of funding companies, and
of managing risk using financial instruments (e.g. derivatives) will be
incorporated into a new Investment and Finance subject viaModules 2 and 3.

Modules 2 and 3 — Specialist Practice Areas

Students will need to chose an option for Modules 2 and 3 from:
= Lifelnsurance

»  Superannuation and Planned Savings

» Genera Insurance, or

* A revised and combined Investment and Finance subject
Thefirst three subjects above will be structured such that Module 2 isfocused on
the “building blocks” and Module 3 the “application”. The syllabusis proposed

to bein line with the existing syllabus and will not require significant revision.
Details of the proposed syllabus for each of these subjects are set out in Section 4.
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A syllabusfor the new Investment and Finance Modules 2 and 3is still in draft
stage and will require significant work to establish and develop prior to the new
course being offered.

The syllabus still needs some working through but the proposal isfor Module 2 to
be based on an understanding of the asset side of the balance sheet and Module 3
to pick up issues more related to the current Finance course. A draft syllabus
based on thinking to date is set out in Section 4.

Module 4 — Business Applications

Thiswas an area where membersfelt alot more detail wasrequired. The key
recommendations are set out below.

What should the Cour se Cover?
Key learning objectives:

» Apply actuarial skills across arange of traditional practice areas by
contextualising actuarial solutionsin the wider commercial environment of the
business as awhole
P Understand the overall aspects of the business which impact on the

formulation of the actuarial recommendations, and which would be
affected by those recommendations, and be able to incorporate those
aspects into the solution.

b Measure and communicate the risks associated with alternative solutions

p  Recognise the cost of additional levels of detail in the actuarial solution
and their relative value.

=  Apply actuarial skillsin unfamiliar ie. non-traditional, areas by contextualising
actuarial solutionsin the wider commercial environment of the businessas a
whole, and applying the actuarial control cycle.

= Communicate the actuarial solutionsto arange of audiences

» Apply general ethical concepts and actuarial professional standardswhen
contextualising actuarial solutions.

How should the Cour se be Taught?

The proposed teaching approach comprises the following three components:

» A fiveday “case study” intensive covering traditional and non-traditional
areas. Thiswould be aresidential course to ensure intensive training and best
use of the instructor.

= Written material delivered by the existing Part 111 approach in respect to
p  Non-traditional area background information
p  General ethical and corporate governance concepts
p Actuarial professional standards
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Attendance at an “accredited” communications course.

How should the M odule be Assessed?

The proposed assessment approach comprises two components:

Half of the assessment from an examination (two to three hours) at the end of
the half year. At least half the questionsto be from non-traditional areas.
Each student must attempt traditional area questions from more than one
practice area.

Half of the assessment from asingle question delivered in “case study” format
ie. very significant background material including financials, data, etc as
appropriate. The answer isto be a substantial piece of written communication
which will be assessed not only on its content but also on the quality of its
written communication.

This assessment piece will follow immediately after the five day “ case study”
intensiveie. the sixth day. The student will have one whole day in which to
absorb the question material, perform all the necessary analyses and prepare
the written communication of the answer. The written presentation will be
presented as a completed work rather than a“ draft report” which may be
acceptable in other modules.

Assessment Methods

The assessment method will vary by module but the overarching assessment
framework recommended is as follows:

1.

Adjusted exams to be used for the main assessment (see Section 6 for more
detail).

10% to 20% of the final mark to be derived from internal assessment (non-
examination work) for Modules 1 — 3.

50% of the final mark to be derived from case study assessment for Module 4.

4. The internal assessment to be primarily in the form of assignments, at least

initially for Modules 1-3.

New assignments to be provided for each and every course (Modules 1-3)
every sitting.

VivaVoce (interview by a panel of experts) to be considered as an alternative
to re-sitting again in the next examination period, once the logistics (timing,
resourcing, costs/fees, format, eligibility criteria) have been investigated and
approved. It is envisaged that this option would only be offered to a small
number of students.

The following other options to be further investigated with a view to the
logistics/suitability issues being resolved:

» thess
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» case studies (other than Module 4)
* presentations.

Transitional Rules

Thefollowing transitional structure is recommended:

1. A passinaSpecialist subject in 2004 or earlier will provide students with an

equivalent pass for 2 modules under the new structure from 2005. For
Specialist subjects other than Investment, thiswill apply to Modules 2 and 3.
A passin the Investment Specialist subject will provide an equivalent pass for
Module 1 and one other Module from 2005.

In 2004, it will be possible to pass half a Specialist subject and, in most
circumstances, then earn an equivalent pass for one Module under the new
structure from 2005.

Throughout the transition period all students will be required to passthe
equivalent of 4 modulesin order to complete Part 111.

In 2004 al specialist subjects (except Finance) will exist as one-year subjects
and have an examination consisting of 2 papers, with both papers held at the
end of theyear. A passin either of these paperswill lead to apassin the
equivalent module in the new structure.

In 2004 Finance specialist will have the same structure as for 2003 with an
SIA component as well as an examination at the end of the year consisting of

2 papers.

From 2005, the new structure will be adopted, with Modules 2 and 3 including
acombined Investments and Finance course that will replace the existing
Finance and Investment specialist courses.

All other proposed changes will be implemented from 2005, including the
offering of al modulestwice ayear.

Proposed Transition Arrangements

From 2005 all new studentsto Part 111 course will be required to pass Modules
1to4in order to complete Part 111 under the new arrangements.

Existing students who have failed al the subjects they have attempted will
have the option to try to pass two specialist subjects under the current system
by the end of the transition period (2006), but should be strongly
recommended to sit Modules 1 to 4 from 2005.

From 2007 onwards all students will be required to pass Modules 1 to 4, or
their equivalent, in order to complete Part I11.
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Resourcing and Delivery

Resourcing is seen asacritical issue. Key areas identified as having an impact on
resources are:

= moving to atwice yearly offering of subjectsincreases the workload for
examination writing and marking, as well as course reviews

= timeframeswill be much tighter with two study periods annually

= writing new assignments each study period will require additional resources
(depending on the number of assignments relative to the current Part 111
structure)

= adopting internal assessment via assignments and case studies increases the
demands on tutors, assessors and assignment writers

= developing and conducting afive day intensive for Module 4 will require
expert assistance in preparing and conducting the course to an appropriate
professional education standard.

The responsibility for the various steps within the current Part |11 education
process, all of which are undertaken by volunteer member resources, have been
identified and categorised according to:

» those which must rest with the IAAust due to the necessity to maintain
standards and control of the education process

» those which require actuarial skills’lknowledge but could be undertaken either
on avoluntary or paid (or outsourced) basis.

= thosethat could be undertaken by others with particular financial (but not
necessarily actuarial) skills, again on either avoluntary or paid (outsourced)
basis.

Thetime of IAAust education staff and administrative support/resources required
to manage the Part |11 education delivery and volunteer management isin addition
to the above.

An assessment was made of the number of hours provided in 2002 (on a voluntary
basis) by IAAust membersto deliver the Part 111 education program. An estimate
was a so made of the number of hours that would be required in 2005 if the
current Part 111 structure was still in place. Thiswas compared to the number of
hours expected to be required in 2005 if the proposed Part |11 structureis
introduced.

Currently, approximately 4,200 voluntary hours are given by membersto support
the education program which is expected to grow by 36% to 5,700 hoursin 2005.
Under the proposed Part |11 structure, it is estimated that the required hours would
increase by afurther 56% to approximately 8,900 hours.
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Therolesthat have been identified by the sub-committee as requiring to be
managed or undertaken by IAAust committees total approximately 1,000 hours.
This leaves approximately 7,900 hours required to deliver the IAAust Part 111
education program that could be provided by volunteer resources or could be
outsourced.

Options for outsourcing that are yet to be explored include:

= members (unpaid) — either volunteers as at present, or on a compulsory basis
for some or all members as part of CPD requirements

» staff actuaries (part-time or full time) — the skills of the staff actuaries need to
cover the course practice areas.

= contracted actuaries (part-time)

= education providers—eg. Act Ed or equivalent, actuarial departments within
universities

= individua university staff contracted to undertake some of the roles—this
could involve both actuarial and non-actuarial staff

= |AAust Education Business. the |AAust developing abusiness arm to develop
and deliver the courses on acommercial basis.

Next Steps

The Taskforce has presented its report to Council in April 2003 and the following
recommendations have been agreed in principle:

= That the new structure as proposed by the Part |11 Review team be approved
- acompulsory investment management course be established (Module 1)

the syllabus of the existing Life Insurance, General Insurance and
Superannuation and Planned Savings courses be split into two modules
(Modules2 and 3)
anew combined Investment and Finance course be established as two
modules (Modules 2 and 3)
anew Business Applications modul e be established (Module 4)
the Business Applications modul e be taught via a combination of self
study material and a 5-day intensive residential course
the new modules be offered twice yearly from 2005

»  That the proposed assessment methodology be adopted
the assessment for Modules 1-3 be a combination of assignments and
examination (maximum 20% on assignments)
the assessment for Module 4 be a combination of a case study (50%) and
examination (50%).
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That the proposed transitional arrangements be approved
atwo year transition period to exist (2005 and 2006) in which to qualify
under the old structure
Part 111 subjects passed prior to 2004 to be given credit of two modulesin
the new structure
apassin one paper in 2004 to be given acredit of one module in the new
structure

However Council has adopted these recommendations subject to a suitable
business plan being developed. This business plan must demonstrate the
feasibility of delivering the recommended structure with an adequate level of
resources and within an acceptable level of cost to both the students and the
IAAust.

The following principles have been agreed by Council to assist the Taskforce in
developing the business plan.

there are some tasks associated with the education process which must
continue to be undertaken by the IAAust and its committees. However there
are other tasks which could be potentially “ outsourced”, as set out in Section
8 of thisreport

the lAAust isno longer able to continue to rely purely on volunteersto
deliver the Part I11 education program and hence other options must be
considered, as set out in Section 8 of this report

the Part |11 subjects and/or overall education structure should be self-
financing (as at present)

itisdesirablefor the cost relativity between the [AAust and other actuarial
qualifications to be maintained within an acceptable range. The cost
relativity with other professional qualifications should also be considered,
again within an acceptable range

It is acceptable to have different resourcing and delivery models for different
course modules.
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1. INTRODUCTION

Background

At its meeting of 21 August 2002, the Council of the Institute of Actuaries of
Australia reviewed the report “Proposed Strategy for Future Part 111 Education”
prepared by the Part |11 Review Team. This was the culmination of the Review
Team’s work which included a draft report prepared in March 2002, exposure of
this draft report to members via Horizon Series meetings in June 2002 and the
Institute of Actuaries of Australia's website, and feedback from international
actuarial bodies.

Following discussion of the report, Council resolved:

That Council endorses the Part |11 Review Report presented to Council and the
direction of the Part 111 proposal.

That Council congratulates the Part |11 Review Taskforce for its work over the last
18 months.

That a Taskforce be formed by CEC to manage the devel opment and
implementation process, and that a report be brought to Council by April 2003 with
a fully detailed model and funding proposal.

That Council notes there may be future funding requirements for the
implementation of the Part |11 Review (incorporated into the overall Education
Plan) of approximately $30,000 in 2002-2003.

Thisreport presents the first report of the Taskforce formed in November 2002 by
Council Education Committee as aresult of the Council resolutions.

The Taskforce is made up of a number of sub-committees, each responsible for
further devel oping one area of the proposed changes.

Scope

The brief of the Taskforce was to provide areport to IAAust Council in April,
2003, with final recommendations and costings on the changes to Part 111
including:

1. Courseoutlinesfor Modules 1, 2 and 3, including options for modes of
delivery

Course outline, and mode of development and delivery, for Module 4
3. Assessment optionsfor all Modules

. Costings, in both financial and volunteer labour resources, for the
development and delivery of all Modules
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Realistic timeline, including communication to students
Business plan for the development and delivery over a3 year period
Transition arrangements

O N o o

Compatibility with international education developments for 2005,
particularly changesto UK syllabi

9. Relationship of Part 11 changesto current Part | and Part 11 syllabi, and
suggestions for what to addressin the Part | and 11 reviews for 2005

10. Other issues that the Taskforce thinks Council should consider

This scope has been revised since theinitial brief was provided. In particular,
Items 4, 6, 8 and 9 are not addressed. Costings and business plans will be
developed by June 2003. Relationships with other parts of the education syllabus
will be explored further as the syllabus devel ops more.

Structure of Report

This report presents recommendations in a number of areas for revising the Part
Il education structure. These recommendations have been agreed in principle by
Council.

Section 2 provides a brief overview of the main recommendations of the Part 111
Review Team. Sections 3 and 4 discuss the proposed basis for moving to the new
structure viaModules 1 - 3 while Section 5 provides greater expansion on the
content and delivery of the proposed new Module 4.

Sections 6 and 7 address assessment options and transition rules respectively.

The recommendationsin each of Sections 3 — 7 have been framed assuming that
there are no constraints to implementation such as resourcing or cost constraints.
However the challenges associated with these constraints are significant and these
are set out in more detail in Section 8.

Some guiding principles have been sought from Council to determine if some of
the recommendationsin this report need to be modified as aresult of the
significant impost on resources/ costs. These are set out in Section 9, together
with a summary of the recommendations in the report.
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2. PROPOSED PART Ill MODEL - CONTEXT

Structure

The Part 111 structure proposed by the Review Team and endorsed by Council

encapsulates a modular approach with four modules as follows:

Module 1 Module 2 Module 3 Module 4
Investment Specific Specific Business
Management Practice Area Practice Area Applications
Skills Skills

Part 111

Each modul e represents a half-year subject and all 4 modules must be completed
in order to qualify asan FIAA.

Module 1 — compulsory for al students. Focuses on providing students with
an adequate level of investment knowledge. The Review Team believed that
in line with the capability statements agreed by Council, actuaries need to be
ableto provide relevant and objective advice on both assets and liabilities and
an understanding of the interaction between the two iscritical.

Modules 2 and 3 — practice area based and at selection of student. These
develop technical and judgemental skills required to practice in specific areas.
A key change from the current structure is that only one specialist areais
required to be studied in detail.

Module 4 — compulsory for all students. A non-practice specific module that
allows students to use judgement in applying the knowledge and skills they
have gained in the first three modules to simulated commercial problems.

Although students are able to study the modules in any order, it is recommended
that Module 4 be studied after completion of the other three.

Key features of the proposed structure include:

flexibility and accessibility — reduce the length of the subjects and the “all or
nothing” approach of the annual examinations by conducting examinations
twice ayear

maintenance of standards — ensure that standards are maintained within the
|AAust and that the standing of the FIAA qualification isnot diminished in
any way.

technical and judgemental skills - continue to test the devel opment of
technical skills required to practise in established areas.
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» integration with CPD programs — be able to be integrated with an enhanced
CPD program to provide suitable access to cross-skilling for actuaries wanting
to practicein several fields and re-skilling for practising actuaries

» international compatibility — ensure that the lAAust’sinternational standing
and mutual recognition agreements are maintained.

Mission Statement for Part Ill

The following statement was recommended by the Review Team as the mission
statement for Part 111 education:

“In conjunction with the other parts of the IAAust education process, Part 111
provides the educational underpinning for professional actuarial practice.
Students completing Part 11 should be equipped with the knowledge, skills and
judgement, subject to the requirements of the Code of Conduct and of CPD, to
practisein at least one specific area, and the ability to apply these competencies to
awiderange of fields.”

Assessment

The Review Team did not provide definitive recommendations on assessment.
However the following general recommendations were made:

» Modules 1, 2 and 3 should be assessed on amix of time-constrained
examinations and assignments

= students may be allowed to study Module 2 and Module 3 in anew practice
areafor which formal course material has not been developed by preparing a
thesis or completing an accredited external course

= Module 4 should be assessed on amix of time-constrained examinations and
case studies. Thefindings of the case studies should be presented in both
written and oral form with consideration of the use of group projects or
activities

» there should be a greater focus on communication skillsto align Part 111 with
the capability statements. An explicit component of the course dealing with
communication skillsis not so much required asisimplicit practice of these
skills throughout the education process.

Delivery

Similar to the approach to assessment, the Review Team did not provide definitive
recommendations on delivery. However, it did set out a number of areas that
should be explored further as part of the implementation of changesto Part I11:

» thetutorial system isgreatly under utilised as a means to enhance students
communication skills and should be expanded to encompass student
presentations on a particular topic or debates and group activities to focus
participants minds on the key issues and risks
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consideration should be given to tutorial and education support for students
outside Melbourne and Sydney

the possibility of expanding the role of universities for the delivery of Part 111
should be explored. Thisrole could range from providing professional
education advice on course structure and examination papersto full delivery
of Part I1l. However, the determination of the structure and content of Part 11
and the assessing of students should remain the direct responsibility of
IAAust.

Feedback

Substantial feedback was received by the Review Team through Horizon Series
meetings and by direct correspondence. Viewswere diverse, with some very
strong opinions held on conflicting positions.

The Review Team summarised the feedback as “the membership broadly
supported the direction recommended by the review team”. In particular, it found
support was generally present for the following changes:

moving to a compulsory investment management module

moving to one specific practice area subject

moving to split the subjects covering specific practice areas into two modules
an improvement in teaching, and to a degree, assessing communication skills

utilising external educatorsto help resource defined aspects of developing,
teaching and assessing the course

working with the international actuarial bodies to ensure that we utilise their
resources and course material in the most effective manner.

Resourcing and implementation were identified as significant issues to be
resolved prior to the adoption of the recommendations. Other issues raised were:

consideration of a staged implementation of the changes

more detailed investigation of the resourcing required to support the changes
was necessary

more detail was required on the objectives and content of the business
applications course in order to better assess the suitability of this module.

consideration be given to only assessing each module once ayear, at |east
initially

consideration be given to not having assessable assignments, at least in the
short-term.
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3. MODULE 1 - INVESTMENT MANAGEMENT

Therevision of the Part 111 education process in respect of Investment
Management has been discussed in detail by both the Investments Practice
Committee and the Finance Practice Committee.

The move to a compulsory half-year investment subject for all studentsis
perceived as a positive by the Practice Committees. The primary challenges are
with respect to:

= converting the current year long Investment course into a half-year course that
coversthe basic skills needed by al FIAAS, and

» satisfying the needs of actuarial students wishing to obtain investment
education beyond the confines of a half-year course, for example those
students currently studying the full year investment course.

To resolve these issues we recommend that:

» theexisting Investments course be converted to the half-year compul sory
Module 1 course by paring it back to its essential elements

= the current Finance course be reconstituted as a new Investment and Finance
coursein Modules 2 and 3. Some of the more advanced topics of the existing
Investment course that are not in the revised half-year subject will be
incorporated into the Investment and Finance subject.

These recommendations are expanded on below and in Section 4.

Module 1 Syllabus — Investment Management

The revised course will cover the main elements of the existing Investments
course, but with significant reductions in the number of readings pertaining to
each of these elements. The essential elements of the Module 1 syllabus will be:

* |nvestment objectives
p  setting benchmark asset allocations
p  setting investment assumptions
p systemic risk factorsin investment markets

» Understanding the asset classes
P equities
property
bonds and cash
derivatives
special issues, e.g. investing internationally, hybrid securities, aternative
investments
P investment current issues and likely developments.

p
p
p
p
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* Implementing an investment strategy
p  selecting an investment manager (including style analysis)
p fundamental investment methods (value and growth)
p quantitative investment methods (index and active)
P monitoring experience
p  asset liability management

Thefinancial planning elements of the existing course will not be incorporated
into the revised course (although these may, at least in part, already be
incorporated in the Superannuation and Planned Savings Modules 2 and 3).

The new course will in the main be the existing course notes with the two volumes
of supporting readings largely falling away. The reduction in supporting readings
will require an expansion of the course notes to cover over any gaps that may be
created.

Relationship with Parts | and 1l Education
The Part 111 review paper commented that:

“A preliminary review of the objectives for the current investments subject
indicated that about 8 out of the 18 course aims are either not relevant in
achieving the aims of Part |11 or are covered in Parts| and I1...... Although this
initial analysis appears to suggest that a reduced form of the subject ispossible, a
more thorough review by investment practitioners and examiners would obviously
be required before the recommendation could be implemented.”

The view of the Investment Practice Committee is that this statement may
understate the differences between the Part 111 Investment subject and earlier Part
| and Part |1 studies.

The IPC wants to be comfortable that any core elements of syllabus that are
assumed to be covered in Parts | and |1 test elements of judgement (not just
bookwork), particularly at the Control Cycle level.

This may become alesser issue with the implementation of the revised Control

Cycle syllabus throughout 2002 which has more emphasis on an understanding of
investments.
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4. MODULES 2 & 3 - SPECIALIST PRACTICE
AREAS

The current Part I11 subjects would, with the exception of Investments and
Finance, become specialist practice areas within Modules 2 and 3 of the revised
structure.

As mentioned in Section 3, the current Investment and Finance specialist subjects
would be offered as a combined Investment and Finance subject within Modules 2
and 3.

The practice committees of the various specialist areas of Life Insurance,
Superannuation and Planned Savings and General Insurance have determined a
split of the syllabus into two modules under the new structure.

These are set out below and from a syllabus perspective, will not require
significant revision to fit into Modules 2 and 3. A draft syllabus for the new
Investment and Finance Modules 2 and 3 is also set out below. Thiswill require
significant work to establish and develop prior to the new course being offered.

Further changes may occur to each subject’ s syllabus as thinking devel ops but the
fundamental principles set out below should remain.

Life Insurance

Module 2 will be structured as “building blocks” while Module 3 will be
“application”. The syllabusis proposed to bein line with the existing syllabus but
restructured as follows:

Module 2

Unit1: The market, legidation, tax

Unit 2:  Risk management issues and tools
Unit 3: Determining assumptions

Unit 7: Professionalism

Module 3

Unit4: Applications
Unit5: Valuations
Unit6: Reporting results

The workload for the two partsis considered by the Life Insurance Practice
Committee to be ssimilar, but Module 3 is slightly heavier than Module 2.

Students would be strongly advised to not sit for Module 3 unless they have

studied Module 2. Note that at the time of writing this paper, the Life Insurance
course syllabusis under review and the split above may change.
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General Insurance

Similar to Life Insurance, the syllabus for Module 2 in General Insuranceis
intended to be a building block for Module 3. 1t will largely draw on the existing
syllabus and it is envisaged that it will encompass the following:

Module 2

Unit 1: Theindustry, an introduction to legislation governing general insurance,
accident compensation schemes, self insurance

Unit2: Actuaria techniques

Unit 3: Analysisof claims experience

Unit 4. Outstanding claims and other provisions

Unit5:  Analysisof profit, investments (new Unit)

Module 3

Unit 6: Premium rating

Unit 7: Reinsurance and risk management
Unit 8: Financial control and appraisal
Unit9: Professionalism

Module 3isreliant on knowledge obtained in Module 2. Again, students would
be strongly advised to sit Module 2 prior to attempting Module 3.

Module 3isdlightly smaller in size than Module 2 leaving room for course writers
to possibly expand the scope of knowledge. In addition, in testing Module 3,
examiners will be able to draw on knowledge attained in Module 2.

In the process of re-structuring the General Insurance course into two separate
modules, the General Insurance Practice Committee considered whether the
individual modules would contain sufficient material to enable the examinersto
thoroughly test candidates' knowledge. A process was conducted whereby the
break-up of the exam papers since 1996 into the separate modules was examined
and each question assigned into the units from the current syllabus. From this
analysis, the GIPC believe that the current split into Modules 2 and 3 should be
reasonable.

Superannuation and Planned Savings

The Superannuation and Planned Savings course underwent a significant review
during 2002, with approximately 30% of the course now being based on Financial
Planning. The proposed split of the syllabusinto Modules 2 and 3 determined by
the Superannuation and Planned Savings Practice Committee is as follows:

Module 2

Unit1: Environment
Unit2: Needsanalysis
Unit 3: Modelling
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Module 3

Unit4: Solutions

Unit5:  Implementing the solution

Unit6: Communication and guidance notes etc
Unit 7. Professionalism

It appears that this split also follows the building blocks/ applications model
adopted by both Life Insurance and General Insurance. Studentswould be
strongly advised to sit Module 2 prior to attempting Module 3.

Investment and Finance

As discussed in Section 3, both the Investments Practice Committee and the
Finance Practice Committee believe that the current Finance course should be
reconstituted as an Investment and Finance course going forward.

Thiswill allow students wishing to obtain investment education beyond the
confines of ahalf-year course to still pursue this type of education, as well as
providing specialist finance education.

It will require more reworking of the two courses than other subjects.
Goals of Investment and Finance education

Finance is essentially the practice of funding companies, and of managing risk
using financial instruments (eg. derivatives).

Conversely, investment management is largely the study of how to invest in the
securities issued by companies.

Good practitionersin either of these areas should have an intimate understanding
of the needs and perspective of both issuers (ie. companies) and investors. By
combining the Investment and Finance subjects we have a unique opportunity to
help students become practitioners with these insights.

Revised Investment and Finance Course (Modules 2 and 3)

This syllabus still needs some working through but the proposal isfor Module 2 to
be based on an understanding of the asset side of the balance sheet and Module 3
to pick up issues more related to the current Finance course.

Module 2:

Unit 1. General approach to company valuation

Unit2: Balance sheet analysis

Unit3: Capital structure and dividend policy

Unit4: Investment evaluation, capital budgeting and structured finance
Unit5:  Corporate liabilities and international finance

Unit6: Mergers, takeovers and corporate restructuring

April 2003 21



Institute of Actuaries of Australia: Part lll Taskforce — Initial Report

Module 3:

Unit 1. Options, Forwards, futures and swaps: concepts

Unit2: Valuation and analysis of fixed interest securities

Unit 3: Options: models for prices and returns, Black-Scholes and other analysis
and trading strategies

Unit4: Options. options on indices, currencies and futures, hedging and
portfolio insurance.

Unit5: Interest rate derivative securities

Unit 6: Numerical procedures

Unit 7: Capital adequacy, credit risk, market risk, taxation and accounting for
financia instruments

Unit 8: Investment developments and current issues

The material in the existing Investment and Finance course that will be removed
to make way for these new elementsisyet to be decided, but likely candidates
include:

= Exotic options

* Real options

» Leasing

The Securities Institute subject will be removed from the revised Investment and
Finance Modules 2 and 3 under these arrangements.

Other Possible Modules 2 and 3

There may be other practice areas that can be developed as Modules 2 and 3.
These have not been considered in any detail by the Taskforce at this point and
therefore are not included in this report.

However, the Health Practice Committee has been asked to consider the
feasibility of developing Modules 2 and 3 in Health Financing. Thiswork is
being undertaken in conjunction with the update of the CPD course Actuarial
Practice in Health Insurance to be conducted in August 2003, and the proposed re-
running of the residential CPD course Health Financing early in 2004.
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5. MODULE 4 — BUSINESS APPLICATIONS

Thisisthe area of the proposed structure that the Review Team received a
significant level of comment on. In particular, members wanted to see more detail
about what the course would cover.

The following summarises the findings of the sub-committee that has looked at
this aspect of the proposed structure.

Note that the name of this module may change as we develop our thinking. The
name “business applications’ does not necessarily encapsulate the intent of the
module and a number of suggestions have been made for more relevant names.

Summary
The key recommendations are set out below:
What should the Cour se cover ?

The original report suggested that Module 4 should be a non-practice specific
module that allows students to use judgement in applying the knowledge and
skills they have gained in the first three modules to simulated commercial
problems. It would have adual focus— the ability to apply judgement to awide
range of actuarial areas and the ability to do so with a business focus, recognising
that there are important inputs to business decisions that come from non-actuaries.

With this context in mind, the Taskforce proposes the following learning
objectives on which the syllabus can be constructed:

= Apply actuarial skills across arange of traditional practice areas by
contextualising actuarial solutionsin the wider commercial environment of the
business as awhole
P Understand the overall aspects of the business which impact on the
formulation of the actuarial recommendations, and which would be
affected by those recommendations, and be able to incorporate those
aspectsinto the solution. Specific aspects of the businessinclude
Availability and optimum use of capital
Medium term (3 to 5 years) financial projections
Asset / liability matching management
Impact of strategic objectives on shorter term decisions
Profit optimisation of price/ volume
Holistic risk management
p  Measure and communicate the risks associated with alternative solutions
p  Recognise the cost of additional levels of detail in the actuarial solution
and their relative value.
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=  Apply actuarial skillsin unfamiliar ie. non-traditional, areas by contextualising
actuaria solutionsin the wider commercial environment of the businessas a
whole, and applying the actuarial control cycle. Potential non-traditional
applicationsinclude
p Health financing

Infrastructure funding

Energy markets

Ageing populations

Education funding

Environment

U UT T U T

= Communicate the actuarial solutionsto arange of audiences
p simplify complex ideas
p pitchideas at the audience
p  focuson the key facts, issues and risks rather than explain all the details.

» Apply general ethical concepts and actuarial professional standards when
contextualising actuarial solutions.

How should the Cour se be taught?

The nature of Module 4 requires a different approach to teaching than that
currently in place for Part 111 subjects. The proposed |earning objectives and the
emphasis on judgement in commercial situations warrants a learning environment
where discussion can take place, rather than reliance on self study methods alone.

The proposed teaching approach therefore comprises the following three
components:

» A fiveday “case study” intensive covering traditional and non-traditional
areas. Thiswould be aresidential course to ensure intensive training and best
use of the instructor.

= Written material delivered by the existing Part 111 approach in respect to
p  Non-traditional area background information
p  General ethical and corporate governance concepts
p Actuarial professional standards

= Attendance at an “accredited” communications course.

Thiswill have obviousimplications on resourcing requirements and potential
costs to students, particularly if the case study intensive is adopted. However we
believeit to be a preferable option and importantly, would enable equal treatment
of students throughout Australia and indeed worldwide.

How should the M odule be assessed?

The proposed teaching approach will require support from the assessment process.
The proposed assessment approach therefore comprises two components:
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Half of the assessment from an examination (two to three hours) at the end of
the half year. At least half the questionsto be from non-traditional areas.
Each student must attempt traditional area questions from practice areas
outside their Module 2 & 3 choice. A range of traditional questions, from
each practice area, must be provided.

Half of the assessment from a single question delivered in “case study” format
ie. very significant background material including financials, data, etc as
appropriate. The answer isto be a substantial piece of written communication
which will be assessed not only on its content but also on the quality of its
written communication.

This assessment piece will follow immediately after the five day “ case study”
intensiveie. the sixth day. The student will have one whole day in which to
absorb the question material, perform all the necessary analyses and prepare
the written communication of the answer. The written presentation will be
presented as a completed work rather than a‘ draft report’” which may be
acceptable in other modules. It will not be arequirement to provide an oral
presentation of the work.

The “case study” question will be chosen from arange of case studiesin each
traditional practice area. Any written material will be allowed, PC’ swill be
provided but no outside connection will be allowed.

It should be noted that the “ case study” question is completed by each student
individually and it will be conducted under examination conditions so the
issues of plagiarism, etc. are essentially avoided.

Repeat students will not be required to attend the intensive course but may do
0.

Further detail on each of these aspectsis set out below.

Learning Objectives

The original Part I11 Review report identified the following three objectives for
Module 4.

ability to contextualise actuarial solutionsin the wider commercial
environment of the business as awhole

ability to apply actuarial skillsacross arange of traditional and non-traditional
practice areas

ability to successfully communicate the actuarial solutions to a range of
audiences.

Each of theseissuesis|ooked at below.

April 2003 25



Institute of Actuaries of Australia: Part lll Taskforce — Initial Report

Ability to contextualise actuarial solutionsin the wider commercial
environment of the business as a whole

Module 4 is effectively a one semester subject and hence it is not intended to be a
“mini-MBA”. However, some “business’ should be included in the learning
objectives.

The focus of Modules 2 and 3 is the detailed actuarial issuesarising in the
particular practice area. The focus of Module 4 isto put actuarial solutions arising
from the actuarial issuesin the context of the business asawhole. For example,
the issue of pricing in Modules 2 and 3 should be focused on model building,
assumption setting and interpretation of the result. Module 4 could focus on the
implications for capital consumption of various business volumes, or the potential
lossesif pricing below that recommended was followed, or any offset that might
be gained by additional volumes lowering expense rates.

The learning objectives recommended are:

» Understand the overall aspects of the business which impact on the
formulation of the actuarial recommendation and be able to incorporate those
aspects into the solution.

»  Measure and communicate the risks associated with alternative solutions

» Recognise the cost of additional levels of detail in the actuarial solution and
their relative value.

Ability to apply actuarial skills across arange of traditional and non-
traditional practice areas

The focus in non-traditional areasisthe ability to apply actuarial skillsto areas
which do not have along history of actuarial involvement and therefore only have
alimited range of established actuarial techniques. Can the student apply
actuarial methodsin an unfamiliar area, demonstrating an understanding of the
concepts behind the actuarial methods and showing an ability to apply the
actuarial control cycle exercising appropriate judgement in the context of the
problem?

Module 4 is not a surrogate for Modules 2 and 3 in the non-traditional areas. This
leads to alearning objective which requires |less detailed knowledge about the area
but which retains the requirement to apply the actuarial methods in the context of
the business as awhole.

Ability to successfully communicate the actuarial solutionsto a range of
audiences

The Part 111 report defined communication skills as:
» theability to ssimplify complex ideas
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» theability to pitch ideas at the audience

= the ability to focus on the key facts, issues and risks rather than explain all the
details.

In any drafting of a communication objective, the above definition should be
applied.

Other considerations

» Integration of investment and liability knowledge learnt in the first 3
modules

Asset liability linkages are already addressed, at a very general level, in Part
I1. The objective of Part 111 should be to build the technical skills
underpinning these general ideas as well as the depth of understanding of
broader asset/liability and multiple business line management (within the
context of alowing actuariesto have a holistic view of businessissues).

The technical aspects of asset/liability management are best considered as
part of the subject specific Module 2 and 3 areas.

=  Awareness of the latest developmentsin legislation, actuarial techniques
and business practice

This Module cannot adequately deal with atopic thisbroad. In respect to
traditional practice areas these items should be covered, if at all, in Modules
2 and 3. However, given the HIH Roya Commission developments it may
be appropriate for Module 4 to cover the main areas of legislation dealing
with corporate governance.

»  Application of professional and ethical standards to actuarial problems

While thistopic is the focus of the professionalism course thereis some
merit in considering whether the issue of “professionalism” should be a
serious component in dealing with the whole context of the business. Inthe
same fashion as the possible inclusion of corporate governance it is probably
appropriate for students to be expected to show understanding of the
pressures which the “whole business context” may impose.

We would envisage that the professional standards specific to practice areas
would still be part of the syllabus of Modules 2 and 3. Module 4 would
focus on the broader issues associated with professionalism and compliance
with these in the commercia environment.
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Teaching Approach

Currently Part 111 subjects are taught mainly by self study supplemented by some
tutorials. Written assignments are part of the learning process but are currently not
part of the assessment.

Case Studies

While Module 4 is not intended to be amini-MBA, the learning objectives have
some commonality with those found in the courses of most business schools. Itis
therefore appropriate that the teaching methods used in that context are considered
asapotential teaching tool for Module 4.

The “case study” isthe primary tool used to facilitate student learning in respect
to “business acumen”. Module 4 is primarily directed at the same outcomein an
actuarial context and hence a case study approach seems warranted. Teaching the
exercise of judgement can only take place by discussing specific examples and
highlighting the judgement which was exercised in each case.

The delivery of “case studies’ isresource intensive and the resourcing issues are
considered further in Section 8.

Case studies are most beneficial to students when each of the following itemsisin
place:

= sufficient background material and the timeto review it to provide a clear
understanding of the issues arising in the “ case’

= sufficient timefor the instructor to explain the case background
» involvement with other studentsin determining the “solution”

» sufficient time for discussion of the solutions and for the instructor’s
comments thereon.

Whileit is possible to envisage case studies being conducted in the present tutorial
format, it isunlikely to provide all these components. In addition the provision of
this form of teaching to students outside the major centres requires an alternative
mode of delivery.

The proposed method is afive day intensive course. Extensive background
material would be provided sufficiently in advance for studentsto have
assimilated the material. Four major cases, onein each traditional practice area
(Investment, General Insurance, Life Insurance & Superannuation) would be
covered over three days and four smaller cases, in non-traditional areas would be
considered over the remaining two days. Such an intensive would meet all the
items noted above and would provide an opportunity for remote students to be
treated equally with local students.
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Self Study Material

In practice, actuaries advising in an unfamiliar areawill take the time to gain some
broad understanding of the business context. Students will need teaching material
in non-traditional areas which provides them with this broad understanding of
each of the specified non-traditional areas. This material can be delivered using
the present Part |11 approach. The application of actuarial methods and judgement
in non-traditional areas would be covered by the * case studies’.

Similarly the delivery of the basic material required for ethical concepts and
actuarial professional standards can use the present Part |11 methods. The
application to actuarial problemswould be part of the “case studies”.

Communication Skills

While many actuaries are very good communicators, there are a multitude of
communication specialists who deliver various types of training. Theintegration
of the communication of actuarial solutions with the development of that solution
should be an aspect of the “case studies’. However, given the emphasis being
placed on communication skills, it seems appropriate to require each student as
part of Module 4 to provide evidence of having attended an “ accredited”
communications course, provided by arange of external suppliers. A course of
two or three days duration is envisaged. Such courses are often provided by
employersto their staff.

The communication course should be completed within 1-2 years of completing
Module 4 to ensure the objectives of the course are consistent with the skills
needed by someone who may need to present to a Board of Directors/ Trustees/
Professionsin the immediate future. A passin Module 4 would not be recorded
until the “accredited” communications course had been attended.

Consistency Across Practice Areas

Those students who have studied Modules 2 and 3 in a particular practice area
will be much better prepared than those who have not when dealing with a sample
problem for that practice area. It must be an objective of the teaching approach
that all traditional practice areas get equal attention so that each student gets the
same relative advantage or disadvantage. Studentswill be strongly recommended
to attempt Module 4 astheir last Module.

Assessment Approach

One of the clear issuesraised in the Part 111 report was the concept that
communication skills should not be separated but should be taught and, by
implication, assessed as an integral component.

This means that for the case studies, the manner in which the solution is
communicated is aso relevant, as well as the content.
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The only way to assess communication skillsisto allow sufficient time for
students to produce a reasonably polished communication piece. Given the
learning objectives of Module 4, this communication piece is the solution to a
particular actuarial problem in a holistic business context.

Since Module 4 islikely to be the last subject in the student’ s qualification
process we can assume that the weight of examinationsin all earlier subjects has
adequately tested the student’ s ability to respond to exam questions. This givesus
an opportunity to broaden the range of assessment methods. However, the
problems with non-examination methods should be noted and these are discussed
further in Section 6.

The issue raised under Teaching Approach of students having an advantage from
having done their specialist is asrelevant to assessment as to teaching. The
answer isto provide a choice of assessments structured in such away asto allow
students only one question from their speciality and to force them to take all
others from other practice areas. It isregarded asimportant that students can deal
with issuesin traditional practice areas outside their chosen speciality.
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6. ASSESSMENT

Asoutlined in the Part I11 report, the assessment of the Part 111 course has received
criticism from time to time. The main criticisms relate to:

» theuse of exams asthe only method of assessment

= thedifficulty some students have with this type of assessment

» thedrop out rate of students who are considered of value to the profession

= thenarrowing of the skill set of actuaries who do make it through the process

» the need to attract people with awider range of skillsand abilitiesinto the
profession.

In order to determine an appropriate method of assessing studentsin Part I11, the
following definition of assessment has been adopted:

“ Assessment is the method by which the examiner(s) form a conclusive
opinion asto whether or not a particular student is able to perform at the
competency level required by the syllabus.”

Appendix 2 details the various assessment methods that have been investigated,
their advantages and disadvantages and the likely effect on resourcing
requirements.

These have all been considered in framing the recommendations. The role of
CPD and how it relatesto the Part |11 courses, assessment and the process for
introducing new subjects through the CPD program has al so been considered
when framing the assessment recommendations.

The assessment method will vary by module but the overarching assessment
framework recommended is as follows:

1. Adjusted examsto be used for the main assessment

2. 10% to 20% of the final mark to be derived from internal assessment (non-
examination work) for Modules 1 — 3.

3. 50% of the final mark to be derived from “case study” assessment for Module
4,

4. The internal assessment to be primarily in the form of assignments, at least
initially for Modules 1-3.

5. New assignments to be provided for each and every course (Modules 1-3)
every sitting

6. VivaVoce (interview by a panel of experts) to be considered as an alternative
to re-sitting again in the next examination period, once the logistics (timing,
resourcing, costs/fees, format, eligibility criteria) have been investigated and
approved. It is envisaged that this option would only be offered to a small
number of students.
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7. The following other options to be further investigated with a view to the
logistics/suitability issues being resolved:
= Thesis
= Case Studies (other than Module 4)
» Presentations

Each of these aspectsis discussed further below.

Examinations

It is recommended that “adjusted” exams be used for the main assessment of each
module.

Adjusted exams are exams set such that a good student (experienced practitioner
level?) could complete it in a prescribed proportion of the time allowable. For
example, if the exam being set is a 3 hour exam, the questions would be set such
that an experienced practitioner would be able to perform the exam in 2 ¥hours.
This alows all students to be able to perform adequately under the time constraint
and does not disadvantage the newer students or the ones lacking practical
experience.

We envisage the workload time would be set between 50% and 90% of the
alotted time. The percentage used would be at the discretion of the examiner(s)
as they would be in a better position to understand the level of practical
engagement required in the exam. We envisage that the higher the practical
engagement the lower the percentage.

Moving to adjusted exams rather than the current examination process would
reguire some training of examinersin actual exam setting but should not require
additional resources.

Internal Assessment

Theinterna assessment for Module 4 has been discussed in considerable detail in
Section 5. The comments here are therefore restricted to Modules 1-3.

We recommend that between 10-20% of the final mark in each course be derived
from internal assessment (non-examination work). At least initially, thisinterna
assessment should be primarily in the form of assignments and thiswill
necessitate a significant change from the current process.

Assignments currently don’t count toward marks and historically there has been
heavy reliance on regurgitating past assignments or having atwo-year cycle of
assignments that can be updated gradually.

A move towards assessabl e assignments will require fresh assignments for each
Module sitting and this will be a significant impost on resources (see Section 8).
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It is envisaged that the move to two sittings each year and half yearly modules
would reduce the number of assignments from 8 per subject to 2 — 3 per subject.

Why make assignments assessable?

There are anumber of benefits associated with the introduction of assessable
assignments:

Benefits to students:

Removes some of the pressure from the exams

The considerable work of doing the assignments does not go “to waste” asit
currently seemsto in the eyes of many students

The work done counts towards the final pass (up to 10-20%), thus allowing
the student to spread the workload to some extent

The student will receive credit for exhibiting skillsthat can’'t be tested in an
exam environment

Marked assignments should be returned more quickly if they count for
assessment

Fresh assignments with up to date solutions will improve the learning
experience

Counting for assessment should encourage students to put more work into the
assignments, even encourage discussion amongst peers or research with more
experienced actuaries, which will lead to a better understanding of the course.

Benefits to Institute staff

Fewer complaints from students about assignments not counting or marking
being late

Less administration involved in following up markers as they will be more
mindful of quick marking if the assignments count towards assessment

Fewer assignments (by number) under the new system will make the logistics
easier.

Benefits to Examiners/ Course writers

Gives the examiner further information for the “grey area” students by
allowing access to the assignment results, which could not be used reliably if
not assessable

Allows skills and abilities to be tested in the assignments that cannot be tested
in an examination environment, thus improving the capabilities of qualifying
actuaries.
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Benefits to the Institute

» Assistsin positioning the Institute as afirst class educator throughout Asia-
this may not be the case if we continue to recycle assignments.

However there are also many criticisms associated with making assignments
assessable. These include plagiarism, complexities associated with determining
the final result and resourcing. Each of theseissuesis discussed below.

Plagiarism
This can cover arange of behaviours. The main areas are discussed below:
= Collaborating with other students

Although thisis often levelled as a criticism, we actually see collaboration on
assignment questions as beneficial as the discussion deepens knowledge and
allows exploration of thefull issue. Very few of uswork in anisolated
manner and in fact peer review is encouraged in the practical world.

» One student providing answers to another who then copies

Thisisgeneraly considered “cheating”. Our view isthat this should happen
to alesser extent if the assignments are assessabl e, as students would be more
reluctant to hand work over when competing for marks. Itisalso unlikely that
a student who does thiswill learn sufficiently from the experience to pass the
exams. “Good” students shouldn’t need to adopt this approach, asthe
assignments are relatively easy for them and their attitude islikely to be one of
using the assignments as alearning experience. “Poor” students will have
missed out on their opportunity to learn and it may be difficult for them to
subsequently pass the exam.

» Consulting with colleagues

Again people often see this as a negative, but the Taskforce believesthat this
can be beneficial to the student. A student who can find a source, perform
their own research, discuss an issue and then report the results (ie. do the
assignment) is exactly what we are trying to train for. After al, thisis how we
expand our skills and knowledge when we are actually working. The process
that the student goes through in doing this can only improve their knowledge
and abilities.

Complexities in the final assessment
The weighting of the final examination against the assignments should prevent

any students who haven’t a genuine understanding of the subject matter from
passing due to a good assignment mark alone.
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We believe that the exam result would always take precedence over the pass or
fail of a student, with the assignment marks being looked at as an additional
source of information providing clarity for the “grey area’ students.

While this does create some practical difficulties, discussions with former
examinersindicate it would be a problem they would like to have, asitisvery
difficult trying to decide upon the studentsin the “grey area’ between clear pass
and clear fail when the exam answers are the only source of information.

Resourcing

Another criticism that has been levelled at the assignments being assessable is that
it will require vastly increased resources to ensure consistency. While consistency
isimportant, there are other ways of ensuring this than double marking each
assignment. One example of thisisto scale the marks from each marker on a
normal distribution and then recalibrate across the board to ensure the ranking of
students is maintained accurately. While double marking is desirable for exams
counting for such alarge proportion of the assessment, the same rigour is not
considered necessary for such asmall proportion of the overall assessment.

Assessable assignments will increase the resourcing strain on the course rewriters,
asthey will have to provide afresh assignment with each course. 1t may further
increase their load and would also increase the examiners' loadsif the examiners
wanted to have active involvement in the setting of assignments and provision of
model solutions.

The resourcing strain on course writers of having to complete fresh assignments
each sitting is somewhat mitigated by the reduction in the number of assignments
to around two for each of Modules 1-3.

The Taskforce recommends that fresh assignments and model solutions be
prepared each year, even if the assignments are not assessable. It would be
difficult for the Institute to be seen as aleading educational forcein the Asia
Pacific with out of date assignments and solutions being recycled year after year.

Assessabl e assignments will aso tighten the timetable for assignmentsto be
marked as there will be agreater onus on markers to return assignments to
studentsin atimely fashion.

An alternative to assessable assignments is that successful completion of the
assignments be a prerequisite to sitting the exam. Thisisin line with the current
approach where students must make a * reasonabl e attempt” prior to being able to
sit the exams.
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Viva Voce

Vivais short hand for vivavoce, which means*“live voice’. Essentially students
areinterviewed by apanel of experts who decideif apass or fail isto be awarded
on the basis of the responses to the questions asked.

Such an assessment process would be too time intensive and difficult to do asan
alternative to examsfor all students. However, it isrecommended to be explored
further as an alternative option to resitting examinations for those students who
meet specific criteria.

Recommended eligibility needs to be considered in more detail but could be for
borderline students who have sat a subject at least twice and the most recent
attempt was a B pass.

Provided eligibility criteriaare met, the vivawould be at the option of the student
and he / she would have to pay an amount to cover any associated costs eg set up
costs, room hire, panel costsetc. A panel would be convened for the relevant
subject and the student(s) would stand or sit before the panel and be given a
scenario that they would have to talk through. The panel would be able to ask
guestions etc, the final aim being to determine if the person has sufficient ability
to practice.

The logistics (timing, resourcing, costs/fees, format, eligibility criteria) still need
to be investigated and approved.

Ideally the timing of the Viva process (student preparation time, interview,
conclusion and results) would fit between results day and the following enrolment
due date, so that, if unsuccessful, the student could then enrol for the next
semester.

Other Options

Other options that should be investigated as assessment methods in the longer
term include:

= Thesis

* Presentations

As set out in Section 5, case studies are being considered as a core part of the

Module 4 course delivery and assessment. These could also be extended to the
other Modules over time.
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Interaction with CPD

It is preferable that the method used to assess the core subjects be consistent with
the method used for assessing the CPD programs. We have kept this in mind
when determining our recommendations and feel that the recommendations above
could apply equally to CPD as core subjects. The difference that may occur, and
this would be viewed favourably, is that the CPD program may take up some of
the other options suggested in this paper and at least test them as assessment
methods.
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7. TRANSITION RULES

The proposed new structure for Part |11 has some significant differences to the
current structure. To ensurethat all students transition to the new system as easily
and fairly as possible the following has been considered:

=  Thelength of any transition period

= Thedetailsof the transition system including how subjectsin the old structure
will map onto the subjectsin the new Part 111 structure

»  All possible subject combinations that students may wish to take to ensure
that the transition system works for everyone

Principles

In developing the transition system the following principles were followed.
Principles 1 to 3 were taken from the communication to students on 11 February
2003 (Appendix 4).

1. A passina Specialist subject in 2004 or earlier will provide students with an
equivalent pass for 2 modules under the new structure from 2005. For
Specialist subjects other than Investment, thiswill apply to Modules 2 and 3.
A passin the Investment Specialist subject will give an equivalent pass for
Module 1 and one other Module from 2005.

2. In 2004, it will be possible to pass half a Specialist subject and, in most
circumstances, then earn an equivalent pass for one Module under the new
structure from 2005.

3. Throughout the transition period all studentswill be required to passthe
equivalent of 4 modulesin order to complete Part 111.

4. Studentswanting to specialise in aparticular area should not be advantaged or
disadvantaged relative to other students.

5. Thetransition arrangements will aim to minimise disadvantagesto any
students.

6. Students should not be able to instantly qualify smply by changing Part I11.

General Structure

The following structure will be adopted:

= 1N 2004 all specialist subjects (except Finance) will exist as one-year subjects
and have an examination consisting of 2 papers, with both papers held at the
end of theyear. A passin either of these paperswill lead to apassin the
equivalent module in the new structure.
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* In 2004 Finance specialist will have the same structure as for 2003 with an
SIA component aswell as an examination at the end of the year consisting of

2 papers.

= From 2005, the new structure will be adopted, with Modules 2 and 3
including a combined Investments and Finance course that will replace the
existing Finance and Investment specialist courses. For this course, Module 2
will be biased towards the Investment course and Module 3 will be biased to
the Finance course.

=  All other proposed changes will be implemented from 2005, including the
offering of all modulestwice ayear.

Proposed Transition Arrangements

= From 2005 all new studentsto Part I11 course will be required to pass Modules
1to 4 inorder to complete Part 111 under the new arrangements.

= Existing students who have failed all the subjects they have attempted will
have the option to try to pass two specialist subjects under the current system
by the end of the transition period, but should be strongly recommended to sit
Modules 1 to 4 from 2005.

= From 2007 onwards all studentswill be required to pass Modules 1 to 4, or
their equivalent, in order to complete Part I11.

Thisimplies that the transition period for the new Part |11 structure will be two
years ie the proposed transition years will be 2005 and 2006. It is assumed that all
modules will be offered twice ayear from 2005.

Students wishing to complete Part 111 under the current system will have until the
end of the transition period to do so. For example, a student with apassin
Superannuation and Planned Savings specialist and Paper 1 of General Insurance
will have until the end of 2006 to complete Paper 2 of General Insurance in order
to qualify. After the end of 2006 they will need to pass the equivalent of Modules
1to 4. Inthiscase, they will still retain acredit for Modules 2 and 3 of
Superannuation and Planned Savings and Module 2 of General Insurance but will
now need to complete Modules 1 and 4 in order to complete Part 111.

Part 11 passesin 2004 or earlier will be directly equivalent to passesin the new

Part I11 system from 2005. These “equivalent” passeswill not expire. Thetable
below summarises this mapping.

April 2003 39



Institute of Actuaries of Australia: Part lll Taskforce — Initial Report

Summary of Equivalent Passes

Paper (s) passed in 2004 or earlier Equivalent passes given

LGS' Specialist in 2004 or earlier Modules 2 and 3 in the equivalent subject

LGS Paper 1 only in 2004 Module 2 in the equivalent subject

LGS Paper 2 only in 2004 Module 3 in the equivalent subject

Investments Specidist in 2004 or | Module 1 and Module 2 of Investments/Finance
earlier

Investments Paper 1 only in 2004 Module 1

Investments Paper 2 only in 2004 Module 2 of Investments/Finance
Finance Specialist in 2004 or earlier | Modules 2 and 3 of Investments/Finance
Finance Paper 1 only in 2004 Module 3 of Investments/Finance
Finance Paper 2 only in 2004 Module 3 of Investments/Finance

' GS stands for Life insurance, General insurance or Superannuation and Planned Savings

In the opinion of the Taskforce, this structure meets all the principles stated above.
In particular, no aspect of the transition structure contradicts any previous
correspondence to students.

Further details of these arrangements and the rational e behind them are given
below.

Details of Proposed Transition

All students that pass a subject in 2004 or earlier or part of a subject in 2004 will
earn an equivalent pass under the new system. The only exception to thisisthe
SIA component of Finance, for which no credit will be given under the new
system. After the two year transition period, many students with passesin at least
one module of two different subjects will need to pass an additional subject to
complete Part 111 under the new system.

For example, consider a student who has passed Finance specialist and also the
equivalent of Module 2 of Life Insurance. During the transition period they can
pass Module 3 of Life Insurance to qualify. However, if they fail to do so by the
end of 2006, they will still have to pass Modules 1 and 4 to qualify.

Students will get four chances at completing Part 111 under the old structure by
2006. Thetwo-year transition period is equivalent to afour-year transition period
in the current structure.

Further detail of the rationale behind this decision and descriptions of the students
affected are given below.

During the transition period students have the choice of studying subjects under
the current structure or under the new structure. In most cases these subjects are
effectively the same. The only exception is Finance which is being combined
with investments and therefore reduced from a one-year course to a half-year
course. However, due to the cost and resource constraints of holding two streams
of Finance in 2005, the current Finance course will not be offered after 2004.
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Instead, students wishing to complete Finance speciaist by the end of the
transition period will need to pass the new Investments/Finance specialist subject.

The table below then outlines the equivalent modules that students need to passif
they wish to complete Part 111 under its current form by the end of the transition

period.

Equivalent Passesrequired to completethe current Part |11 system by the
end of the Transition Period

Subjects/Papers Remaining at the

M odulesto complete by 2006 to qualify

end of 2004
LGS Paper 1 LGS Module 2
LGS Paper 2 LGS Module 3
LGS Papers 1 and 2 LGS Modules2 and 3
Investments Paper 1 Module 1

Investments Paper 2

Module 2 in Investments/Finance

Investments Papers 1 and 2

Module 1 and Module 2 in Investments and
Finance

Finance SIA course

Finance SIA course

Finance Paper 1 Module 3 in Investments and Finance
Finance Paper 2 Module 3 in Investments and Finance
Finance Papers 1 and 2 Module and 3in Investments and Finance

Thistable implies that the SIA course needs to be passed by any Finance student
wishing to qualify under the existing Part I11 structure. This requirement ensures
that Finance students in 2005 and 2006 will be treated equally to those in previous

years.

Rationale of Proposed Transition

The rationale for the recommendations outlined above have been split into four

parts:
= Two-Year Transition Period
» |nvestments and Finance

= Treatment of SIA component of Finance

» Lifeinsurance, General insurance and Superannuation

Two Year Transition Period

The length of the transition period affects students who intend to complete Part 111
without passing Module 1 and/or Module 4 or their equivalents under the new

system. These studentswill include:

= Those who have completed one specialist and one paper of another specialist,

but not paper 1 of Investments.
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These students will under normal circumstances wish to complete their one
remaining modulein order to pass. Those whose one paper is paper 1 of
Investments will have an equivalent passfor Modules 1 to 3 and will only be
required to pass Module 4 to qualify.

A further exception isfor students who have passed Finance specialist and
paper 2 of Investments as they will only have an equivalent pass for two
modules and so will need to pass Modules 1 and 4 in order to qualify.

Those who have completed one paper only of two different specialists, but not
paper 1 of Investments.

These students have two options: (1) to complete the remaining module for
each specialist subject; and (2) to complete the remaining module for one
chosen specialist aswell asModules 1 and 4. Option 1 has the benefit of
fewer modules to pass, but has the problem that the student must qualify
within the transition period.

Students with apassin paper 1 of Investments and a pass in one other paper
will earn apassfor Module 1 and Module 2 or 3. To qualify they will just
need to pass the remaining Module 2 or 3 aswell as Module 4.

Another exception are those students who have passed one paper of Finance
and paper 2 of Investments. As these subjects are being combined from 2005
they relate to the same specialist area and so only Modules 1 and 4 need to be
passed in order to qualify.

Those who have completed one specialist and who wish to complete another
particular specialist in order to qualify.

For example, a student may have passed Superannuation and Planned Savings
specialist and they want to sit Life Insurance specialist as they need aspects of
both coursesin their work. Or they may want to sit Life Insurance specialist
asthey have already attempted it once and do not want to learn anew course

from scratch.

Despite the exceptions, there will be a significant number of studentsin these
situations at the start of 2005. The advantages and disadvantages of a one versus
two year transition are summarised in the table below.

Benefits of a Oneversus Two Year Transition Period

Benefits of One-Year Transition

Benefits of Two-Year Transition

- Makes minimum investment knowledge
compulsory one year earlier

- Makes business applications knowledge
compulsory one year earlier

- Gives students in the above situations
more time to qualify under the current
structure

- Does not disadvantage students who do
not wish to study in 2005 for personal
reasons
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On balance, atwo year transition period was agreed to ensure students who do not
wish to study during 2005 for personal reasons are not disadvantaged.

I nvestments and Finance

Based on our understanding to date, the Investments and Finance subjects within
the new structure will have the following content:

= Module 1 - Performance Monitoring and Manager Selection ie. more asset
consulting and portfolio management basics. Thisissimilar to part of the
current Investments subject that is intended to be covered in paper 1 of the
2004 course.

= Module 2 and 3 of new combined Investments and Finance subject — Focuses
on corporate and security valuation and is covered to some extent in both the
current Investments and Finance syllabuses. It isintended that Module 2in
the new system will be biased towards the Investments course and Module 3
will be biased towards the Finance course.

Asthe development of the new Investments/Finance subject is still to be
concluded, it is possible that the subject content described above could change
significantly. In that case the recommended transition arrangements may need to
change.

Based on these course contents, students in the Investments subject should gain
the following equivalent passes:

» apassin Investments specialist in 2003 or earlier should earn students a pass
for Module 1 and Module 2 of Investments/Finance as these modules are most
closely related to the current Investments course

»= apassinInvestments paper 1 in 2004 should earn students a pass for Module
1 astheir syllabuses have significant overlap

»= apassin Investments paper 2 in 2004 should earn students a pass for Module
2 of Investments/Finance as their syllabuses have significant overlap.

Studentsin the Finance subject should gain the following equivalent passes:

= apassin Finance specialist in 2003 or earlier should give students a pass for
Modules 2 and 3 in Investments/Finance. Thisis consistent with student
communication that a passin a specialist subject will earn students an
equivalent pass for two modulesin the new system. No other two modules are
as closely related to Finance as these two.

»= apassin Financein either paper 1 or paper 2 should give students a pass for
Module 3 in the Investments/Finance subject. The new system effectively
reduces the current Finance specialist course into one module. It therefore
makes sense to only offer an equivalent pass for Module 3 if only one paper is
passed in 2004.
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Treatment of SIA Component of Finance

The existing Finance course is different to all other specialist subjectsin that it has
an extra component on top of a six-hour, two-paper end of year exam. This extra
component is offered through the Securities Institute of Australia(SIA). The
transition arrangements for Finance are therefore more complex than for any other
subject.

There are several optionsin how the SIA course should be treated for transition
for those students who studied Finance prior to 2005. The main options are as
follows:

1. Whether or not apassin the SIA courseisrequired to complete Part 111 from
2005 ie. will students automatically qualify if they only have the SIA course
to complete?

2. Whether or not the SIA subject gives students credit to part or all of aModule
under the new system.

Allowing students to qualify just because of the change in the system is contrary
to the transition principles stated above. Therefore, Finance students wishing to
complete Part 111 with two specialists before the end of the transition period will
need to passthe SIA subject.

Giving credit to SIA passesin the new system has some appeal, but this should be
balanced against the extra complexity and confusion thiswould generate. On
balance it was decided to give no credit to the SIA coursein the new Part 1. This
choice, aswell as being simple, would aso be appealing to the majority of
students as it would make their transition easier.

Therefore, we have the following outcomes:

= All Finance students wishing to qualify with two specialists have been treated
equaly.

= The SIA course has no credit in the new Part 111 system.

Life, General and Superannuation and Planned Savings (L GS)

Thereis continuity of the LGS courses into the new Part 111 and so it iscommon

sense that an old LGS specialist pass gives students a pass for Modules 2 and 3in

the new structure.

Students with some passesin the LGS subjects may fall into the following
categories which are of special consideration:

= Some students may be just off completing the exams at the end of 2004 by

having passed one LGS specialist in 2004 or earlier and passed either paper 1
or 2 of their second LGS specialist in 2004.
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These students can complete the exams in 2005 or 2006 by passing the
remaining Module 2 or 3 of the second specialist. Thisisafair outcome for
these students who are so close to qualification. However, if they have not
completed the remaining module by the end of 2006 they will have lost their
opportunity to qualify by thisroute. After the end of 2006 they will need to
pass Modules 1 and 4 in order to complete Part 111.

* |n 2004 some students may pass paper 1 or 2 in one LGS course and paper 1
or 2 in another LGS course. So as not to disadvantage these students they
should be given a passin the two equivalent modules within the new structure.
They will then have until the end of 2006 to complete the two remaining
modules. After the end of the transition period these students will need to pass
Modules 1 and 4 aswell as any remaining modules in their chosen specialist
areain order to qualify.

These student categories are also covered in the section above on the rationale for
the two-year transition period.
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8. RESOURCING AND DELIVERY

Resourcing is clearly the major challenge for delivering the revised Part 111
structure as set out in this report.

The Resourcing and Delivery sub-committee has undertaken initial assessments of
the impact of the proposed changes on resourcing and delivery options and
requirements. There will be asignificant impost on resourcesin both
implementing the new structure and maintaining it on an ongoing basis.

Key areasidentified as having an impact on resources are;

= moving to atwice yearly offering of subjectsincreases the workload for
examination writing and marking, as well as course reviews

= timeframeswill be much tighter with two study periods annually

= writing new assignments each study period will require additional resources
(depending on the number of assignments relative to the current Part 111
structure)

= adopting internal assessment via assignments and case studies increases the
demands on tutors, assessors and assignment writers.

» developing and conducting afive day intensive for Module 4 will require
expert assistance in preparing and conducting the course to an appropriate
professional education standard.

Current And Proposed Resources
Stepsin the education process

The responsibility for the various steps within the current Part 111 education
process, all of which are undertaken by volunteer member resources, have been
identified. These steps were categorised by the taskforce according to:

»  those which must rest with the IAAust due to the necessity to maintain
standards and control of the education process (and hence are currently and
would continue to be undertaken by practice committees, education
committees, and/or the Board of Examiners). These include syllabus
development and course review, assignment review, examination paper
review, assessment of borderline results, and recommendations for passes.
These roles are marked initalicsin the summary list below

» those which require actuarial skills’knowledge but could be undertaken either
on avoluntary or paid (or outsourced) basis. Theseinclude course writing,
assignment writing and marking, exam writing and marking, tutorial
preparation and delivery).
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= thosethat could be undertaken by others with particular financial (but not
necessarily actuarial) skills, again on either avoluntary or paid (outsourced)
basis. These include some course writing, assignment writing and marking,
exam writing and marking, depending on the subject/area.

Stepsin the Part 111 education process currently managed by Volunteers:

Roles which must rest with the IAAust due to the necessity to maintain standards
and control of the education process are marked in italics below.

1. Course Development
»  Syllabi development and review
» rewriting/updating course materials

2. Examinations
= Examwriting
» Exam scrutineering
= Board of Examinersreview and approval
= Exam marking
»  Assessment of results
» Review of Borderline candidates
* Producing Board of Examiners Report
= Writing student exam reports

3. Assignments
»  Assignment writing
= Assignment reviewing (standard, course coverage €tc)
» Assignment marking

4. Tutorias
» Tutorial preparation
= Tutoria delivery
= Web forum management

Note that these steps do not include the |AAust education staff and administrative
support/resources required to manage the Part 111 education delivery and volunteer
management.

Student numbers

Part I11 student numbers have been steadily increasing in recent years, with 446
enrolled in Part 111 in 2003, compared with 365 in 2002, and 300 in 2001. Itis
likely that thiswill continue to grow, as we see the effects of ANU and UNSW
producing graduates through their Accredited Actuarial Part | and Il courses.
(Both of these universities were accredited in 2000.)
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The sub-committee has produced a simple Student Numbers Model to project
possi ble student numbers enrolled in each Module for each period. This model
will be further developed over the next month to allow appropriately for a number
of factors. However current indications from the model are that after 7 or 8 years,
there may be over 1,000 students involved in the examination process each year.

Voluntary hours

An assessment was made of the number of hours provided in 2002 (on a voluntary
basis) by IAAust membersto deliver the Part 111 education program. An estimate
was a so made of the number of hours that would be required in 2005 if the
current Part 111 structure was still in place. Thiswas compared to the number of
hours expected to be required in 2005 if the proposed Part I11 structureis
introduced. Note that this assessment effectively assumes that there is minimal
change to the current approaches and methods used for education delivery and
operations, other than accommodating the additional frequency and number of
courses and the introduction of Module 4 (Business Applications).

Summary of voluntary hours

SepsinPart 11l | Hoursin 2002 | Hoursin 2005 with Hours in 2005 with new Part 111
educ program current Part current Part 111 structure
Il structure | structure (assuming (also based on student numbers of
(student al5%increasein around 580 in 2005)
numbers: 365) 2004 & 2005,
giving student Modules1- | Module 4 Total
numbers in 2005 of 3 (Business
around 580 Appl’ns)
Course 1,100 1,250 1,350 150 1,500
review/updating
Examinations 1,768 2,522 3,892 300 4,192
Assignments 893 1,470 1,575 0 1,575
Tutorias 476 476 468 1,210 1,678
TOTALS 4,237 5,718 7,285 1,660 8,945
(or 106 (or 143 weeks) (or 182 (or 42 (or 224
weeks) weeks) weeks) weeks)

Note: Tutorialsin Module 4 includes the development and delivery of the residential case study
intensive, including assessment.

Currently, approximately 4,200 voluntary hours are given by membersto support
the education program. However it isimportant to note that the number of hours
required islikely to increase by around 36% or 1,500 voluntary hours, to 5,700
hours regardless of the changesto Part 111. Thisissimply dueto theincreasein
student numbers anticipated in 2005.

Under the proposed Part 111 structureit is estimated that the required hours will
increase by around a further 56% to approximately 8,900 hours. (Again, these
hours do not include the IAAust education staff and administrative resources
needed to manage and coordinate the education delivery and the volunteer
management.)
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The magjority of the hours required for examinations (which primarily comprises
exam marking) and for assignments is dependent on student numbers. The
required hours for the other stepsin the Part [11 education process are largely
“fixed” according to the number of modules, subjects, and/or assignments
provided.

Therolesthat have been identified by the sub-committee as requiring to be
managed or undertaken by |AAust committees total approximately 1,000 hours.
This leaves approximately 7,900 hours required to deliver the IAAust Part 111
education program that could be provided by volunteer resources or could be
outsourced.

The major increases in the required hours are due to:

= for each subject, assignments, tutorials and examinations would be held twice
per year. This effectively doubles the time/resources required.

= assignments being compulsory for al students— currently about 50% of
students complete assignments, as they are only compulsory for new students.
(However, the number of assignments per Module equivalent will decrease
i.e. currently there are 7 assignments over a 12 month course, and the
proposal isto have 2 assignments per 6 month course)

» thedelivery of Module 4 (Business Applications) which may require up to 4
residential coursesin three locations, twice per year.

Resource Options

It would appear from the above that the |AAust can no longer rely purely on
volunteersto deliver the Part I11 education program. Thiswill be the case
regardless of the changesin Part 111 that are proposed. Increasesin student
numbers will require an increase in volunteer hours and as volunteer resources are
already stretched to their limit in some areas, it isimportant to consider
alternatives to the current voluntary resourcing of IAAust’s Part 111 education.

Resource options that could be considered include:

=  Members (unpaid) — either volunteers as at present, or on a compulsory basis
for some or all members as part of CPD requirements

»  Staff actuaries (part-time or full time) — for example, the UK employsfive
staff actuaries to develop and manage the education program. Somework is
still undertaken by volunteers. The skills of the staff actuaries need to cover
the course practice areas.

=  Contracted actuaries (part-time)

»  Education providers: eg.

Deakin Prime (who manage the delivery and examination of the FPA
courseson-line. DP workswith FPA committees, who have control over
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syllabus and standards, but all delivery is outsourced to DP who employ
Financial Planners and education specialists to undertake this work)

Act Ed (or some similar group) —who devel op written materials for UK
courses

Universities—actuarial departments/centres developing and delivering
courses. (Although initial discussions with the universities have raised
two issues: a) economics of scale: the universities are unlikely to be
interested in the development and delivery of courses with small
numbers, and b) distance education: few universities offer distance
education and the costs of setting this up are significant.)

= Individual university staff contracted to undertake some of the roles (eg.
assignment writing and marking, exam writing and marking) — this could
involve both actuarial and non-actuarial staff

= |AAust Education Business:. the |AAust developing abusiness arm, similar to
Deakin Prime, and devel oping and delivering the courses on acommercial
basis. Thiscould include electronic delivery.

It is expected that the final recommendations will include a mixture of the above
options for different subjects and modules. Further analysis on costs and feasibly
isrequired and will be undertaken over the next month as part of the development
of more detailed recommendations, costings and business plansfor Part I11
education.

Fees

Currently the Part I11 education program is self-funding, including the IAAust
staff and administration overheads. The feefor each Part 111 courseis currently
$2,200. Thereisno doubt that, with the proposed changes, the resources required
(and hence the cost) to offer the Part |11 courses will increase. Consideration
needs to be given as to whether the Part |11 courses should continue to be self-
funding (direct off-set from student fees), or an alterative financing model used.
This may include a subsidy from member subscription fees or other sources of
funding.

To provide some comparison, set out below are details of the costs for gaining
Fellowship qualification through the education program of the UK and US
professional actuarial bodies, with the fees for the specialist component (whichis
broadly equivalent to Part I11) indicated. These costs assume that students pass
each course on their first attempt and hence show the minimum cost. Also
provided is asummary of the costs for gaining other professional qualifications,
after completion of auniversity degree.
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Comparison of International Actuarial Qualification Costs

ACTUARIAL
PROFESSIONAL
BODY

TOTAL COST OF
QUALIFICATION

(does NOT include degree/univer sity
Costs)

COST OF SPECIALIST
COMPONENT OF
EDUCATION PROGRAM (ie
Part |11 equivalent)

UKE£E8,423 (A$20,000)

(includes course materials, assignment
marking, tutorials and exam fees for
101-109, 201, 4 x 300 seriesand 1 x
400 series; does not include Prof

UKE1,041 (A$2,770)
(1 x 400 series)

(newly qualified actuary salary:

10A (UK) Course) approx UKE45,000)
US$2,480 (A$4,000)
US$5,125 (A$8,300) (Courses 7 and 8)
(includes study notes and exam fees
does not include tutorials and
assignment marking (not available); (newly qualified actuary salary:
SOA (US) does not include Prof Course) approx US$90,000)
A$4,400
A$7,500 (2 x $2,200 per Part 111 subject)
(includes exemption fees for Parts | and
I1; course material, tutorials, assignment
marking and exams for Part 111; does  (newly qualified actuary salary:
IAAust (Aust) not include Prof Course) approx A$100,000)

Comparison of Other Professional Qualification Costs

Professional Qualification

Cost in $A (POST university degree)

Solicitor $7,500

Barrister $3,600

CFA $4250 - $5500 (depending on time of enrolment)

FPA $10,000 ($7,000 for Diploma of FS & $3,000 for FPA qual)
Surgeon $24,810

Chartered Accountant $5,000

MBA Up to $40,000

With these comparisons, and the principle that the IAAust wishesto remain
competitive with other actuarial organisations, afee of approximately $1,000 -
$1,500 per Module 1, 2 and 3 could be considered. Thefeefor Module 4 islikely
to be significantly higher, due to the residential component. (Asan indication, the
fee for the Health Financing course (6 days residential) in 2002 was $4,500, and
the Professionalism Course (2.5 days residential) was $1,300.)

Delivery Options:

The Resourcing and Delivery sub-committee has not yet considered in detall
possible delivery options, however options to be considered include:
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For Modules 1-3:

* hard-copy or disc correspondence courses (asis), with face-to-face tutorials
and video tutorials — managed through the IAAust or through an Education
Provider

OR

=  Web-delivery: Thiswill incorporate one-off development costs,
infrastructure costs (one-off and ongoing), costs for managing electronic
courseware, plus all costs associated with assignments, exams etc — managed
through the IAAust or an Education Provider.

For Module 4

» hard copy or disc of reading materials (managed through IAAust or an
Education Provider); plus face-to-face 5 day residential course (managed
through the IAAust or an Education Provider).

The delivery aternatives that are possible/practical will vary depending on the
resourcing model and options that are used.
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9. NEXT STEPS

Other Issues For Consideration
Other qualifications

The possibility of cross recognition with other relevant qualifications, such asthe
Chartered Financial Analyst (CFA) qualification, is still to be considered by the
Taskforce. Optionsto be explored include |AAust members who complete a
specific Part 111 Module being granted a ‘fast track’ through parts of another
relevant qualification, or the IAAust recognising another relevant qualification as
equivalent to a specific Part 111 Module.

Changesto Part |

ThelAAust is currently considering whether to adopt the new 2005 UK Part |
syllabus (through Council Education Committee). The proposed UK Part |
changes include placing a number of objectives previously in Part | subjectsinto
Part I11 specialist courses. This hasimplications for the Part 111 Review and, if the
|AAust resolves to adopt the new UK Part | syllabus from 2005, will need to be
addressed by the Committees responsible for developing Modules 1, 2 and 3 for
2005.

Pr ofessionalism Course

The Professionalism Course, the final step in the Fellowship pathway, will be
impacted by the changes to the Part |11 structure. Thereisthe possibility of some
duplication in material between Module 4 and the Professionalism coursein the
areas of professionalism and communication skills and suggestions have been
made that the Professionalism Course could be incorporated into Module 4. The
Taskforce does not believe that thisisarealistic option given the already full
syllabus for Module 4.

The timing of the Professionalism Course will also need to be considered, if it is
to continue. Currently it is conducted each February following results from the
October examinations. Under the new structure, students will have the
opportunity to finish Part 111 at two points during the year. It may therefore be
necessary to conduct the Professionalism Course twice ayear or alow students to
attend the Professionalism Course prior to completing Part I11 so that thereisno
delay in their ability to use the FIAA qualification.

The syllabus and the timing of the Professionalism Courseis beyond the scope of
the Taskforce but will be reviewed by Council Education Committee. Thisreview
should address the issues raised in this report and other considerations such as the
possibility of requiring completion of a Professionalism Course for qualification
as an Associate.
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Next Steps

The Taskforce has presented its report to Council and the following
recommendations have been agreed in principle:

=  That the new structure as proposed by the Part 111 Review team be approved
- acompulsory investment management course be established (Module 1)

the syllabus of the existing life insurance, general insurance and
superannuation and planned savings courses be split into two modules
(Modules2 and 3)
anew combined Investment and Finance course be established as two
modules (Modules 2 and 3)
anew Business Applications modul e be established (Module 4)
the Business Applications modul e be taught via a combination of self
study material and a 5-day intensive residential course
the new modules be offered twice yearly from 2005

»  That the proposed assessment methodology be adopted
the assessment for Modules 1-3 be a combination of assessment based on
assignments and examination (maximum 20% on assignments)
that the assessment for Module 4 be a combination of assessment based
on acase study (50%) and examination (50%)

= That the proposed transitional arrangements be approved
That atwo year transition period exist (2005 and 2006) in which to
qualify under the old structure
That Part I11 subjects passed prior to 2004 be given credit of two modules
in the new structure
That apassin one paper in 2004 be given acredit of one module in the
new structure

However Council has adopted these recommendations subject to a suitable
business plan being developed. This business plan must demonstrate the
feasibility of delivering the recommended structure with an adequate level of
resources and within an acceptable level of cost to both the students and the
IAAust.

Section 8 highlights the wide range of issues associated with resourcing and cost
constraints that may be inherent in the implementation of the revised Part 111
structure. Any constraints on resources or costs may require some of the above
recommendations to be modified eg. only offer modules once a year, not adopt
assessable assignments until at least 2010 etc.

The following principles have been agreed by Council to assist the Taskforce in
developing the business plan.

= Thereare some tasks associated with the education process which must

continue to be undertaken by the |AAust and its committees. However there
are other tasks which could be potentially “ outsourced” .
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These were discussed in Section 8 and the areas the Taskforce believes are
reguired to remain in the control of the |AAust through the Board of
Examiners, Council Education Committee and Practice Committees are:

- Syllabi development and review

- Board of Examinersreview and approval

- Assessment of results

- Review of Borderline candidates

- Producing Board of Examiners Report

- Assignment reviewing (standard, course coverage €etc)

= ThelAAustisno longer ableto continue to rely purely on volunteersto
deliver the Part 111 education program and hence other options must be
considered.

Asdiscussed in Section 8, the changes required to Part 111 will have a
significant impact on resources with an approximate doubling of the hours
reguired in 2005 over thosein 2003. Note that at least 1,500 of these
additional hours would be required under the current Part 111 system due to an
increase in student numbers only. Are there any options canvassed in Section
8 that Council does not wish to consider for strategic reasons?

= ThePart 11l subjects and/or overall education structure should be self-
financing (as at present).

= |tisdesirablefor the cost relativity between the |AAust and other actuarial
qualifications to be maintained within an acceptable range.

Being cost competitive with other international actuarial education providers
may restrict what we are able to achievein the Part |11 process.

» |tisacceptable to have different resourcing and delivery models for different
course modules.

Options could include web delivery, information on disk, lectures and other
options canvassed in Section 8.

Time-line and Business Plan

Work has commenced on developing a business plan for the implementation
process. Three dates have significance in this process:
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=  June 2003

The detailed syllabus of Module 1 (Investments) and
Module 2 and 3 (Finance and Investments) to be finalised.

For Module 4:

- Prepare a detailed syllabus

- Refine the resource requirements and delivery options
Determine the required content of the course material

= QOctober 2003

Students will be making their choice of subject for 2004
and hence will need to be informed of proposed changes
and final transition rules.

The existing Part |11 courses to be updated (as per annual
review) and if possible to be spilt into Modules 2 and 3

The guide for examiners to be amended for 2004

= August 2004

The full course split completed, adjusted course materias
completed (if not completed for 2004) and assignments
written and aligned for Modules 1 -3. Thistimingis
necessary to provide the examination team enough time to
prepare for the April 2005 examinations.

The course material for Module 2 and 3 Finance and
Investments to be compl eted.

Course materials for Module 4 (Business Applications) to
be drafted.

The guide for examiners to be amended for 2005.

The Taskforce intends to deliver amore detailed business plan and recommended
approach for resourcing and delivery for the June 2003 Council meeting. This
business plan will takie into account any feedback received via exposure of the
report on the IAAust website and discussion at the |AAust 2003 Biennial
Convention in Coolum, May 2003.
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APPENDIX 1: BRIEF FOR IAAUST PART Il
IMPLEMENTATION TASKFORCE AND SUB-
COMMITTEES

|AAust Council reviewed the Part |11 Review Report finalised in August 2002 and
made the following resolutions

That Council endorses the Part |11 Review Report presented to Council and the
direction of the Part 111 proposal.

That Council congratulates the Part |11 Review Taskforce for its work over the last
18 months.

That a Taskforce be formed by CEC to manage the devel opment and
implementation process, and that a report be brought to Council by April 2003 with
a fully detailed model and funding proposal.

That Council notes there may be future funding requirements for the
implementation of the Part |11 Review (incorporated into the overall Education
Plan) of approximately $30,000 in 2002-2003.

This brief outlines the role and responsibilities of the Part 11 Implementation
Taskforce. The Taskforce has been formed, and includes the chairs of severd
sub-committees (see detailed listing below):

The Taskforce consists of:
DonnaWalker (overal Chair)
Amanda Aitken
Michelle Aspery
Paul Carrett
Stuart Crockett
Sue Howes
Carolyn MacL ulich
Helen Martin
David Service
Martin Stevenson
Adam Stolz

The Implementation Taskforce isto provide areport to IAAust Council in April,
2003, with final recommendations and costings on the changes to Part 111
including:

1. Courseoutlinesfor Modules 1, 2 and 3, including options for modes of

delivery
2. Course outline, and mode of development and delivery, for Module 4
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3. Assessment options for all Modules

4. Costings, in both financial and volunteer labour resources, for the
development and delivery of all Modules

Realistic timeline, including communication to students
Business plan for the development and delivery over a3 year period
Transition arrangements

O N o o

Compatibility with international education developments for 2005,
particularly changes UK syllabi

9. Relationship of Part 11 changesto current Part | and Part 11 syllabi, and
suggestions for wasto addressin Part | and Il reviews for 2005

10. Other issues that the Taskforce thinks Council should consider

Each sub-committee is responsible for further developing one area of the proposed
changes to Part |11 and has the following specific responsibilities

Module 1 Sub-committee

Paul Carrett (Chair), Michelle Aspery, Stuart Crockett, Peter Worcester
= courseoutlinefor Module 1

= options for modes of delivery of Module 1

= assessment options for Module 1

» indicative costings for Module 1 in both financial and volunteer labour
resources

= timeline
Modules 2 & 3 Sub-committee

Martin Stevenson (Chair), Michelle Aspery, Deborah Driussi (Gl), Sue Howes
(Life), Jeff Humphries (Superannuation), Fred Neville (Superannuation), Lon-anh
Nyang (Gl), Peter Worcester (Finance)

= courseoutlinesfor Modules 2 and 3 (this encompasses course outlines for the
‘spilt’ courses of General Insurance, Life Insurance, Superannuation &
Planned Savings, Finance)

= options for modes of delivery of Modules 2 and 3, in each subject area
= assessment options for Modules 2 and 3, in each subject area

» indicative costing for Module 2 and 3, in each subject area, in both financial
and volunteer labour resources

= timeline
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M odule 4 Sub-committee

David Service (Chair), Alexander Austin, Stephan Kaise, Carolyn MacL ulich,
Richard Madden, Peter Martin

= courseoutlinefor Module 4

= options for modes of delivery of Module 4, and possible delivery partners and
associated arrangements

= assessment optionsfor Module 4

» indicative costings for Module 4, in both financial and volunteer labour
resources

=  timeline
Transition Sub-committee

Adam Stolz (Chair), Zarina Dubash, David Isaacs, Peter Londregan

= transition arrangements for students already embarked on the Part 111
education program

= transition timeline, including communications to students
= any financial implications of transition arrangements

Assessment Sub-committee

Sue Howes (Chair), Sue Clark, Steve Taylor

= (with above committees) range of options for assessment of each Module

= outline of system for managing assessment processes, including resource
implications

Resour cing/Delivery Sub-committee

Helen Martin (Chair), Michelle Aspery, Ron Champion, Deborah Driussi, Gillian

Harrex, Richard Lyon, Carolyn Maclulich, Kaise Stephan

= overview of delivery optionsfor full Part 111 program

= overview of costingsfor full Part 111 program, in both financial and volunteer
labour resources

* business plan for the resourcing and delivery over a 3 year period
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APPENDIX 2: EXISTING INVESTMENT & FINANCE

SYLLABI

The Existing Investment Management Cour se

Unit 1 The General Investment Environment
Unit 2 Investment Objectives

Unit 3 Investing in Derivatives and Fixed Interest
Unit4 Investing in Equities

Unit 5 Investing Internationally and in Property
Unit 6 Selecting an Investment Manager

Unit 7 Monitoring of Experience

Unit 8 Review the Model and Assumptions

Unit 9 Professional Practice

Outline of Existing Finance Course

MODULE 1 - CORPORATE FINANCE

1. Capltal Budgeting & Risk

Expected return and risk

Business risk and financial risk
Capital structure and expected return
Weighted average cost of capital
Certainty equivalents

Sensitivity

Break-even analyses

Simulation

Decision trees

2. Dividend Policy

Forms of dividend
Taxes and dividend policy

3. Capltal Structure & Cost of Capital

Effect of leverage

Taxes and capital structure

Bankruptcy costs

Pecking order hypothesis

Interactions of investment and financing
Limitations of weighted average cost of capital

4. Option Valuation & Corporate Liabilities

Option payoffs and simple valuation
Default on debt as an option
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Real options
Option to abandon
Vauation of warrants and convertibles

5. Debt Financing
- Valuing risky debt
Term structure
Repayment provisions
Leasing

6. Mergers & Acquisitions

Motives for mergers, estimating costs, mechanics, tactics, legal
reguirements

MODULE 2 - CAPITAL MARKETSMODULE

1. Futures, Swaps, & Interest Rate Options
Contract specifications, payoffs, uses, market mechanisms, trading
strategies

2. Option Vauation
Black-Scholes model and adjustments
Wiener process and binomial model
Empirical distributions, modelling volatility

3. Valuation of Interest Rate Derivative Securities
Forward and futures prices, valuation of swaps, term structure theories
Weiner processes and binomial model for interest rates
Valuation based on market price of interest rate risk
Equilibrium arbitrage free models
No arbitrage term structure fitted models

4. Exotic Options
Basket options

5. Hedging
Delta, theta, gamma, rho, vega hedging
Synthetic option replication
Portfolio insurance

6. Credit Risk
Default risk on derivatives
Bank capital adequacy requirements.
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APPENDIX 3: ASSESSMENT METHODS

Exams (time constrained open or closed book)

An examination is set for agroup of studentsto sit in agiven time. The students
may or may not be able to take materials into the examination room with them.
Our exams are currently open book.

Advantages

Tests knowledge

Familiarity (thisisthe method we currently use)
Universally understood as a method

Can’'t cheat (well not easily anyway)

Disadvantages

= All or nothing, particularly if only once per year, and many students perform
poorly under the pressure

= To some extent the ability to sit examswell is being tested rather than the
ability to practice as an actuary

= Doesnot test other skills and attributes that are desirable in an actuary

= Low pass rates mean the exam process can drag on too long and good people
arelost along the way

» Difficulty of examinersin determining who should pass and who should fail in
the grey area, without any other method of assessment to rely upon

» Wasted resources due to constant re-sitting from low pass rates. For example,
if you have 100 students and a pass rate of 30% for a subject, in the first year
30 go through and 70 re-sit with others. Say 30% of these pass (probably abit
higher, but go with me here) thisresultsin 49 re-sitting, then 34 and let’s say
they all passthisyear. This means you have examined 253 people to get 100
through the exams. Obviously in practice you lose some good people along the
way.

» Unfairly advantages those who have experience in a particular field over those
who do not due to the time constraints on essentially practical questions

= Unfairly penalises a person who takes longer to provide a better answer

Resourcing

Asthisisthe method we use now there would be no discernible change to the
resourcing requirements.

Adjusted exams (time constrained open or closed book)
Thisiswhere an examination is set such that a good student (experienced

practitioner?) could complete it in a prescribed proportion of the time allowable.
Thisisthe method that many universities use.
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For example, if the exam being set is a3 hour exam the questions would be set
such that an experienced practitioner would be able to perform the exam in 2 ¥4
hours. Thisalows all studentsto be able to perform adequately under the time
constraint and does not disadvantage the newer students or the ones lacking
practical experience.

Advantages

= Testsknowledge

=  Familiarity (thisis similar to the method we currently use)

= Universaly understood as a method

= Can’'t cheat (well not easily anyway)

» Fairer to students who take longer to answer or have little/no practical
experience

= Takes some of the pressure off the exam and allows attributes other than exam
ability to be tested with the extratime being allowed

Disadvantages

= All or nothing, particularly if only once per year

= Doesnot test other skills and attributes that are desirable in an actuary

= Difficulty of examinersin determining who should pass and who should fail in
the grey area, without any other method of assessment to rely upon

» May allow weaker studentsto pass.

Resourcing

There would be no discernible change to resourcing requirements, however it may
ease the administrative burden if it allows a few more students to pass that
currently don’t due to stress or time restrictions.

Open exams

Thisiswhere you have an exam but no time constraint to completing it. Inthe
practical actuarial world of actuarial work there is no time constraint on the work
to be done. Examiners may be able to obtain a better idea of the true calibre of a
student under this method as it would allow more practical questions to be set.

Advantages

= Testsknowledge

= Familiarity (thisis similar to the method we currently use)

= Universaly understood as a method

= Can’'t cheat (well not easily anyway)

» Fairer to students who take longer to answer or have little/no practical
experience
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Disadvantages

= All or nothing, particularly if only once per year

= To some extent the ability to sit examswell is being tested rather than the
ability to practice as an actuary

= Doesnot test other skills and attributes that are desirable in an actuary

= Difficulty of examinersin determining who should pass and who should fail in
the grey area, without any other method of assessment to rely upon

= Difficult to administer the examination process— how long islong enough and
finding people to man the exam rooms with an open ended time frame would
be difficult

» Not necessarily fair if some students are learning relevant material on the job
while others have no exposure in a practical situation

= |If all exams are made open exams then it puts undue constraint on the
examinersto design questions that are suitable for this purpose. Itisaso
possible that unlimited time may be unsuitable for some exams/examiners. It
may therefore be best if the examiners are given the option of having al or
part of their papers timed or untimed.

» More marking — potential for students to provide longer, less clear and concise
answers.

Resourcing

There will be additional resources required to administer the exams. It may also
be the case that setting these types of exams may take more time for the examiners
than regular exams.

Tutorials

It has been suggested that the tutorials be “ beefed up” so that they can count
towards assessment. The best way that this could possibly be achieved would be
to use the tutorials as aforum where other methods of assessment could be used,
eg presentation of results, explanation of amodel solution, workshops, case
studies etc.

This may be able to be done effectively using on-line discussion groups, which
Macquarie seems to have had some success with.

Advantages

= Allowsfor testing of abilities aswell as knowledge

= Takesaway theall or nothing approach of exams

* Providesaforum for delivery of other methods

» Makesthe tutorials more relevant and useful to all studentsif the marks count

» Makestutorials more worthwhile for the volunteers who organise them as they
count for marks
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Disadvantages

» Could not be used as the only method due to practical problems

= Difficulty of reaching all students (overseas and remote), although improving
internet technology would generally assist with this

= Hard enough to resource tutorials at present, would add greater workload to
tutors

Resourcing

Thiswill strain the tutorial and administration functions that are already largely
provided by volunteer |abour.

Assignments

Currently these don’t count toward marks. Historically these have been
regurgitated past assignments. It would be unlikely that there is a student who
couldn’t obtain the model solutions before they did the assignment for the first
time.

There are anumber of problems/issues that result from this approach:

» We can hardly hold ourselves up as a better standard of educator, examiner or
aprofessional body if we cannot provide fresh assignment questions, pitched
at the correct level with good model solutions for each cohort of students that
comes though. We currently consider the standards of just about every other
examining body deficient to our own, but cannot meet their basic tenets.
Having said this, many of the education groups have been overhauling their
courses and providing fresh assignmentsin the last couple of years.

» |tisademoralising experience for the students — we expect them to spend
hours performing original work on very difficult questions yet this counts for
nothing toward their results

» |tisdemoralising for Institute staff, who constantly get complaints about these
not counting

» Itisdemoralising for Institute staff, who perform a considerable amount of
work around the assignment process only to see it count for nothing for
students

» Because they don’t count for marks lazy practices such as recycling
assignments has become the norm.

Assignmentsif used as an assessment method

Assignments are unlikely to be a viable assessment method alone. Itis
acknowledged, however, that allowing some proportion of available marksto be
used for this method would be beneficial for students and Institute staff. As well
asthisit allows other skills and abilities to be tested, as assignments can be set to
test arange of abilities that cannot be assessed in the examination room. We
would suggest that assignments count for between 10% and 20% of the available
assessment marks.
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One of the main criticisms of assignments by actuariesis that they are not agood
method because they allow studentsto “cheat”. While we agree that recycling
assignment questions so that the model solutions can be copied or adjusted and
copied is bad practice when assignments count for marks, we can easily overcome
this by putting the work in to provide new assignment questions each year. One of
the definitions of “cheating” that has been aired many timesis “students working
together”. Isthisreally a problem? Genuinely working together on a problem
deepens understanding and knowledge and will produce a better candidate for the
exam. Any plagiarism would effectively sort itself out, however, as:
» if the assignments count students will be more reluctant to provide answers to
others,
= any student who copies without understanding will either be caught or caught
out when they try to do the exam, as thiswill definitely not help their
understanding.

Advantages

Tests knowledge

Familiarity (thisis part of the method we currently use)

Universally understood as a method

Can be used to encourage group work

Allows students who take longer to produce good answers to compete

Improves education practices

Improves student, Institute and course writer morale

Allows questions to be asked, and skills tested, that cannot be done in an exam

situation

Takes the edge off the exam and thus reduces pressure on the student

» Canassist examinersin forming aview on aborder-line student if assignment
work isavailable

=  Will encourage markersto mark and return assignmentsin atimely fashion if
the marks count

= Encourages students to seek out the view of others.

Disadvantages

» Issueswith plagiarism — mitigated by the existing ability of the education
resources to be able to identify this

= Examiners may wish to vet the assignment questions and model solutions,
which will add both complexity and workload to both examiners and course
writers.

= Skillsand abilities required to be an actuary in practice still haven’'t been
tested
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Resourcing

Thiswould increase the resourcing strain on the course rewriters, as they would
have to provide a fresh assignment with each course. It may further increase their
load and would also increase the examiners’ loadsif the examiners wanted to have
active involvement in the setting of assignments and provision of model solutions.

Oral presentations

This option is somewhat misunderstood. Firstly let us dispel the fanciful
assumption that thisinvolves students standing in front of their fellows presenting
overheads and atalk on arange of topics such as “Why footwear workersin 3
world countries are exploited”. What we are suggesting here is presenting the
results of research, putting forward a plan for a project requiring funding to a
group of executives, presenting results or reportsto boards of directors and other
similar parties.

Advantages

= Testsknowledge

= Tests"other” skillsand abilities required in a practising actuary

= Can be used to encourage group work

» Allows students who take longer to produce good answers to compete

» Allows students with a broader skill set to have these count toward their
assessment

» Allows questions to be asked, and skills tested, that cannot be done in an exam
situation

» |saforum where questions can be asked so that a complete view of the
student’ s abilities can be tested

» Takesthe edge off the exam and thus reduces pressure on the student

»= Can assist examinersin forming aview on aborder-line student if results
available or tutor isavailable for questioning

Disadvantages

» Possibly acomplaint about plagiarism or ability to get another person to
produce materials — mitigated by the student having to explain in alive setting
and being subjected to questioning

» Distanceisan issue—remote and overseas students are difficult to cater for,
however onlineisapossibility or this may be able to be done with the
assistance of suitable actuariesin the regional centre

» Tobewell tested anon-actuarial person of suitable calibre may need to be
found to determine whether the student has in fact imparted their information
clearly and concisely — specialist skills are needed to assess all aspects of
presentations.

= Consistency across the various centresis also an issue.

= Lack of flexibility in timing of assessment — examiner cannot easily discuss
with another colleague.
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Resourcing

Thisislikely to require considerable extra resourcing to organise and to find a
suitable panel of markers/questioners. The logistics may also cause a problem.

Another option isto make this part or in conjunction with the professionalism
course, but maybeit isabit late then. It isalsoimportant that this aspect not be
donein such away as a student on the professionalism course could then
technically fail by virtue of failing this part of the course —which leads to all sorts
of practical difficulties.

Oral presentation of case study results

Thisisasdlightly different take on the above, but it does add a bit more depth to
the process. The discussion on the case study aspectsis below. The presentation of
results adds a dimension to the case study approach that allows the individual’s
abilities and understanding to be put to the test, rather than being carried by the
group or others.

Case Studies

A case study is provided to the student. To give an ideait may something like the
following:

» Each student is provided with a set of accounts for acompany —each setis
different and relates to a different company (be they made up of morphed from
the othersin some way)

» A set of eventsisthen described to all the students and the case study involves
each of them figuring out for their company how thiswill affect it and the
advice they would give to the board

» Resultsare handed in or presented and marks awarded for arange of aspects.

Advantages

Tests knowledge

Tests “other” skills and abilities required in a practising actuary

Can be used to encourage group work

Can be set to discourage plagiarism

Allows students who take longer to produce good answers to compete

Allows students with a broader skill set to have these count toward their

assessment

Takes the edge off the exam and thus reduces pressure on the student

»= Can assist examinersin forming aview on aborder-line student if results
available or tutor isavailable for questioning

» A method employed by many of the top management and business schools
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Disadvantages

» Very labour intensive

= Distance may be an issue, but this may be able to be allowed for in avariety of
walys — online discussion groups, written report submission followed up with
series of E-mail question and answer sessions — there are bound to be a
number other ways

= Would be beneficial to have non-actuarial people to mark the ability to
communicate — which adds complexity

= Consistency across the various centres may be an issue

Resourcing

Logistics may cause aproblem. If they don’'t thenit islikely that thiswill be quite
alabour intensive method for the people designing the case studies, marking
criteriaand method of delivery. These would also be quite labour intensive to
mark well.

Group projects around case studies

Same as above, but the case study is designed specifically so that the students
learn more by collaborating rather than less. Again you would have to be able to
test each team member’ s understanding of ALL theissues by the end of the
process. Thismay disadvantage students who are remote from others, thus the
Institute education staff would have additional work to do in forming groups of
students to work on the projectsto ensure all had a group to belong to.

We may also be assessing the strongest candidate rather than individualsin each

group. A candidate may do well or poorly because heisrandomly includedin a
good or weak group.

Training courses

Using external training courses would enable the outsourcing of some of the work

to athird party. Under this option we would find suitable courses and let the

marks from these count toward the assessment of the student.

Advantages

» Reduces our workload

= Benefits obtained by using courses and materials designed and produced by
education specialists

Disadvantages

» Finding suitable courses — content
» Finding suitable courses — marking standards and consistency
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Being brave when the assessments of these other courses are criticised by
studentsisdifficult

Resourcing

Thiswould reduce resourcing requirements once suitable courses are found. The
exercise to identify such courses would considerably drain resources.

Work experience / Mentoring

Theidea here isthat a senior actuary determines the practical abilities of a student
and certifies that they are suitable to be practising. The issues here are:

The certifier/mentor would have to be someone at arms-length to the person
being assessed. Otherwise thereistherisk of subjectivity in the appraisal
process. Thismakesit adifficult processto achieve.

The mentor would have to have a close association with the person and spend
quite some time talking through the issues being faced in the workplace and
asking questions etc. Thisis extremely time-intensive for both parties. This
method is used with project management certification, but then it is almost
impossible to examine the practical application of project management skills
in any other way.

Advantages

Tests knowledge

Tests “other” skills and abilities required in a practising actuary
Allowsthe“real” abilities of students to be assessed in the workplace
Allows questions to be asked, and skills tested, that cannot be done in an exam
situation

Is aforum where questions can be asked so that a complete view of the
student’ s abilities can be tested

Takes the edge off the exam and thus reduces pressure on the student
Can assist examinersin forming aview on a border-line student if results
available or tutor isavailable for questioning

The student, and the industry as awhole, would benefit greatly from the
grounding obtained from this method

Disadvantages

Difficult for any students that don’t currently work in the industry to be
suitably assessed

Very resource intensive

Suitable mentors may not always be available

Time consuming for the mentor

Distance may be an issue — remote and overseas students could be difficult to
cater for if they are isolated from other actuaries

Consistency across the various centresis also an issue
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Resourcing

Very resource intensive and sufficient suitable volunteers for this type of time
commitment may be difficult to find.

Workshops

Groups would be brought together to workshop ideas or issues. Participation
would count toward assessment.

Advantages

= Testsknowledge

= Tests"other” skillsand abilities required in a practising actuary

» Allows questions to be asked, and skills tested, that cannot be done in an exam
situation

» |saforum where questions can be asked so that a complete view of the
student’ s abilities can be tested

» Takesthe edge off the exam and thus reduces pressure on the student

»= Can assist examinersin forming aview on a border-line student if results
available or tutor isavailable for questioning

Disadvantages

= Difficult for regional/remote students

= Very resource intensive

= Difficult to assess students that are quiet in alarge group

= Difficult to manage loudmouths

»  Assessments may be highly variable between students due to personality
differences

» Likely to add significantly to course costs for students further away

Resourcing

Very resource intensive and likely to be costly for students

Thesis

Students would be allowed to write athesis in place of one or more Modules.
The student would el ect this method and submit their subject/area/research topic
to apanel of actuariesfor assessment. The criteriafor assessment would be
something along the lines of being of benefit to the profession and showing
sufficient depth of knowledge of the relevant subject area.

Advantages

» Research of long term benefit may be devel oped
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= Takes pressure of for a student who prefers this method to an examination
Disadvantages

= Does not test broad knowledge — tests depth on avery limited topic, not

breadth, which is necessary to practice

Does not test “other” abilities required to be a practising actuary

Approval of topics and administration is time consuming

Monitoring of these studentsistime consuming and difficult

Depending on the topic chosen, finding a suitable actuary with sufficient depth

of skillsinthisareawho is available to monitor the student may be very

difficult

» Very resource intensive

» Distance may be an issue — remote and oversesas students could be difficult to
cater for if they are isolated from other actuaries

= Consistency between students would be difficult to ascertain

= Universities encourage these for several reasons— to obtain funds, the prestige
and marketing pull of their doctoral students and results, the ability to obtain
government grants. None of these really apply to us, so isit agood fit for the
labour involved?

Resourcing

Very labour intensive.

Viva

Vivais short hand for vivavoce, which means*“live voice’. The medical specialist
examinations use this method and the top UK teaching hospitals useit for a
number of their exams. As an example, the anatomy and physiology exam in the
UK consisted of apanel of extremely senior practising specialist surgeons and
physicians— generally 5 to 7. The students would be given atime they had to be
in awaiting room ready to go in. One student at atime goesin and they are
handed ajar with a pickled body bit in it (lots of jars for the panel to choose
from). They are asked to identify the bit, identify if it isdiseased and if so what is
the problem and describe a treatment regime for the patient if they had come
acrossit in ahuman being in that state. The student stands in front of the panel
right there and then and off they go. They pass or fail on this one event.

Thiswould be too time intensive and difficult to do as an alternative to exams for

all students, but it may be agood option for a student who has failed the exam a
couple of times. One possible method of useis set out below:
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If astudent has say had 2 attempts at a subject and the last of these were a
“B” pass, then they could opt to have a viva. The student would have to
pay an amount to do it to cover set up costs etc. A panel would be
convened for the relevant subject and the student(s) electing to do this
would stand or sit before the panel and be given a scenario that they would
have to talk through. The panel would be able to ask questions etc. The
final aim being to determine if the person has sufficient ability to practice.

Advantages

Caters for students who do not perform well in an examination environment
Reduces resourcing requirements for administration and examinations as
students have an alternative to the exams

Allows“other” skillsthat an actuary requires to be tested thoroughly

Fully tests knowledge and abilities

Allows questions to be asked and answered, so afull assessment of abilities
can be made

Takes pressure off the examiners to some extent around the grey area students
as another avenueis available to the student

Paysits own way, thus alleviating volunteer resource pressures to some extent
Convening apanel would be lessdifficult if members are paid for attendance
Having a panel sit for acohort is an efficient use of resources and provides a
consistent approach and assessment

Forward |ooking — demonstrates we are creative in our examination approach
and also considering the communication of the resultsin clear fashion.

Disadvantages

Logistics may be tricky, but not impossible. Could be held in a number of
centres depending on demand, or if low demand may be sufficient incentive
for astudent to attend centrally anyway

Could not be provided for al students as would be too Iabour intensive and
logistically difficult

May be difficult for those students for whom English is a second language?

Resourcing

Quite labour intensive, but ability to charge for it removes reliance on volunteers
and allows suitable calibre people to be obtained reasonably easily.
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APPENDIX 4: NOTICE TO MEMBERS (Feb 2003)

Part Ill Changes - Information on Initial Transition Arrangements

This notice isto update you on the current status of the changesto the IAAust Part
[l course. If you are studying or intending to study Part |11, this notice may help
you make decisions on which subject(s) to sit in 2003 and beyond. If you have
any questions please contact Michelle Aspery, Education Manager at the IAAust
on +61 2 9233 3466 or email michelle.aspery @actuaries.asn.au.

Last year, the IAAust Council ratified a plan to implement changes to the Part 111
course. An email was sent to all students on 13 September 2002 providing an
update and outlining the aims of the proposed changes. For more information
about the reasons for the changes, please refer to the report prepared by the Part
Il Review Taskforce called “ A Proposed Strategy for Future Part 111 Eduction”.
This report was presented to members for feedback during 2002. Information
relevant to the Part |11 review can be accessed on the IAAust website at
www.actuaries.asn.au. (at Education page: Part 111 Review).

The changes
The changes can be summarised in the following diagrams.

The current arrangements, where students select two Specialist subjects from
five, are asfollows:

Specialist 1 Specialist 2
A selection from 5 subjects A selection from 5 subjects

A Part |11 &

The new arrangements are as follows:

Module 1 Module 2 Module 3 Module 4
Investments Specialist Soecialist Business
subject subject Applications
\ lSamespecialist subjectl /
Part |11
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The key characteristics of the planned new structure are:

= four half-year long subjects (“modules’);

» two compulsory modules - “Investments’ (Module 1) and “Business
Applications’ (Module 4);

» the other two modules (Module 2 and Module 3) to be studied from the same
practice area.

As part of the transition to this new structure, the major changes will take place
from 2005. Assuch, the broad course structure for 2003 and 2004 will be the
same as in previous years.

Transition arrangements and planning
Thefollowing transition principles need to be highlighted:

» A passinaSpecialist subject in 2004 or earlier will provide you with
exemption from 2 modules under the new structure from 2005. For Specialist
subjects other than Investment, this exemption will apply to Modules 2 and 3.
A passin the Investment Specialist subject will exempt you from Module 1
and one other Module from 2005

= In 2004, it will be possible to pass half a Specialist subject (that is, one of the
two exam papers) and, in most circumstances, then be exempt from one
Module under the new structure from 2005.

It should be noted that this special arrangement for 2004 will provide students
with the opportunity to pass half a Specialist subject. This opportunity has not
been available previoudly.

The following summarises the current plan for implementing the new Part I11.

In 2004:

= All studentswill be required to pass two full Specialist subjectsin order to
qualify asaFellow.

» All five Specialist subjects will exist as one-year subjects and have an
examination consisting of 2 papers, with examinations for both papers held at
the end of the year.

» For all Specialist subjects other than Investments, passing paper 1 in 2004 will
exempt you from Module 2, and passing paper 2 in 2004 will exempt you
from Module 3 in 2005. However it will not be possible to be exempt from
both Modules 2 and 3 by passing papersin different Specialist subjects.

» For the Investment Specialist subject, passing paper 1 in 2004 will exempt you
from the new compulsory Investments module (Module 1) in 2005, while
passing paper 2 in 2004 will exempt you from one other Modul e, the detail s of
which have not yet been finalised but will be confirmed during 2003.
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In 2005:

It is planned to implement the remainder of the proposed changes in 2005 —
including the compulsory Investments module (Module 1) and the Business
Applications module (Module 4). However, the final design of each Part |1l
module is yet to be finalised for 2005 and beyond. This table summarises the
current position:

Current plansfor Part 11 implementation

Year Proposed Changes
2003 No change
2004 Offer all five Specialist subjects as one-year subjects, but with

examinations consisting of 2 exam papers (each paper covering a half (or
one ‘modul€e’) of the course), with examinations at the end of the year
only.

2005 Split Part 111 subjects into 2 modules (and it is anticipated that
examinations be offered twice a year)

Introduce half-year compulsory Investments module (Module 1)
Introduce half-year compulsory Business Applications module (Module 4)

We appreciate your patience throughout this process and we will endeavour to
communicate developments on aregular basis. Again, if you have any queries,
please contact Michelle Aspery at the IAAust office.

With best wishes for your studies

David Knox
Chair, Council Education Committee
7 February 2003
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APPENDIX 5: TRANSITION CASE STUDIES

Following are some example case studies of students intending to continue their
studiesin 2005 and beyond:

1. Anne has passed a General Insurance specialist in 2004 or earlier. She
therefore has equivalent passes for Modules 2 and 3 in General Insurance.
During the transition period she has the option to try and pass Modules 2 and 3
of another specialist. However, thisisarisky strategy, asapassin just
Module 2 or Module 3 of her second specialist would not be given credit after
the end of the transition period. It would be recommended that she aim to
pass Modules 1 and 4 to compl ete the exams.

2. Kim has passed Life Insurance paper 1 in 2004. He therefore has passed
Module 2 in Life Insurance. He needsto pass Module 3in Life Insurance as
well as Modules 1 and 4 to complete the exams.

3. Cathy passed Superannuation and paper 1 of General Insurance in 2004.
Under the rulesfor the transition period she can complete the exams by
passing General Insurance Module 3 before the end of the transition period. If
she doesn’t passit by thistime, she will need to obtain Modules 1 and 4 to
qualify. Shetherefore effectively loses credit for paper 1 of General Insurance
after the end of the transition period.

4. David passed paper 1 in General Insurance and paper 2 in Superannuation in
2004. Hewill gain an equivalent pass for Module 2 in General Insurance and
Module 3 in Superannuation under the new system. In order to qualify David
can choose to sit Module 3 in General Insurance and Module 2in
Superannuation, but he must pass these by the end of 2005 before the
transition period ends. Alternatively he could choose General Insurance or
Superannuation as his main specialist and therefore only gain an equivalent
pass in one module. Under this scenario he would need to pass Modules 1 and
4 aswell asthe remaining module in his chosen specialist. Although under
this scenario he needs to pass one more module, he does not have any time
constraints in when he must qualify.

5. Kathleen passed Investments specialist in 2004 or earlier. She will earn passes
for Modules 1 and 2 under the new system. She hasthe option to try and pass
another specialist during the transition period, but thiswould be arisky
strategy, as she would only have until the end of the transition period to
complete Part 111. A more sensible strategy would be to take Module 3 in
Investments/Finance and Module 4.

6. Bob has passed Finance specialist in 2004 or earlier. Hewill earn an
equivalent pass for Modules 2 and 3 of Investments/Finance. He hasthe
option of trying to pass another specialist during the transition period, but a
less risky option would be to pass Modules 1 and 4 in order to qualify.
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10.

11.

12.

13.

14.

15.

Jessica has passed Investments specialist in 2004 or earlier and Finance paper
1in 2004. She hastherefore passed the equivalent of Module 1 and Modules
2 and 3 of Investments/Finance. Shewill just need to pass Module 4 from
2005 to qualify.

Derek has passed Finance specialist in 2004 or earlier and Investments paper 1
in 2004. He therefore has passed Module 1 and Modules 2 and 3 of
Investments/Finance. This means he will need to pass Module 4 to qualify.

Emma has passed Finance specialist in 2004 or earlier and Investments paper
21in 2004. She can complete Part 111 by passing Module 1 during the
transition period. If shefailsto pass Module 1 by the end of the transition
period she will only have equivalent passes for Modules 2 and 3 of
Investments/Finance at that time. In order to qualify she will need to pass
both Modules 1 and 4 after the end of the transition period.

L uke has passed Finance paper 1 in 2004 and Investments paper 1 in 2004.
Hewill have a pass for Module 3 of Investments/Finance and Module 1. He
will need to complete Module 2 of Investments/Finance and Module 4 in order
to qualify.

Penny has passed Finance paper 2 in 2004 and Investments paper 2 in 2004.
She has earned an equivalent pass for Modules 2 and 3 of
Investments/Finance. She will need to pass Modules 1 and 4 to complete Part
[1.

Peter has passed Life Insurance specialist and Investments paper 1. He has
therefore passed Module 1 and Modules 2 and 3 of Life Insurance, and so will
only need to pass Module 4 to qualify. An alternative option isfor Peter to try
and pass Module 3 of Investments/Finance by the end of the transition period
as doing thiswill give Peter the equivalent of Life Insurance specialist and
Investments specialist.

Fiona has passed Superannuation specialist and Investments paper 2. She has
earned an equivalent pass for Modules 2 and 3 for Life Insurance and Module
2 of Investments/Finance. In order to qualify she can choose to try and pass
Module 1 by the end of the transition period. However, after the end of the
transition period she must pass both Modules 1 and 4 to qualify.

Jack has passed General Insurance paper 1 and Investments paper 1. He will
get equivalent passes for Module 2 of General Insurance and Module 1. He
will need to complete Module 3 of General Insurance and Module 4 to qualify.
Alternatively he could try to pass the equivalent of two specialists by the end
of the transition period by passing Module 3 of General Insurance and Module
3 of Investments/Finance.

Y olanda passed Superannuation paper 2 and Investments paper 2 by the end of
2004. She hastherefore passed Module 3 of Superannuation and Module 3 of
Investments/Finance. She can choose to complete Module 2 of
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Superannuation and Module 1 to qualify, but must do so by the end of the
transition period. The alternative isto use just one of her passesfor
Superannuation and Investments/Finance. She will then need to complete the
remaining module in Superannuation or Investments/Finance as well as
Modules 1 and 4 in order to qualify.

16. Jeremy has passed Superannuation specialist and Finance specialist but not the
SIA course at the end of 2004. He can qualify before the end of the transition
period by passing the SIA course. If he doesn’t pass this by the end of the
transition period, he will need to choose either Superannuation or Finance as
his specialist, and complete Modules 1 and 4 in order to qualify.

17. Tanya has passed Finance specialist but not the SIA course at the end of 2004.
She can qualify by the end of the transition period by passing the SIA course
and the equivalent of one other specialist. Alternatively she can choose to
qualify under the new system by passing Modules 1 and 4 only. Aswell as
only have to pass two subjectsinstead of three, the benefit of the latter option
isthat it doesn’t expire at the end of the transition period.
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