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Moving to the future beat
By Sharanjit Paddam

Actuaries Digital's outgoing Chief Editor, Sharanjit Paddam,
reflects on his experience over the last two years.
Our greatest weakness as a profession is our success. The more
we as actuaries cling to our traditional markets and attempt to
shore up our defences, the more we secure our demise.
We are not alone. Like many market leaders our greatest assets
contain the seeds of our fall. Nokia, once the largest producer of
mobile phones, stuck to devices built around voice rather than
their customers’ growing need for data at their fingertips.
Microsoft, once the leading provider of operating systems, stuck
to deskbound PCs rather than freeing people to work and play
anywhere and with their own rules. Taxis circled their regulated
licence, rather than providing travellers with a fast, cheap and
reliable service. The more the Australian economy sticks to
housing and mining, the more likely we will end-up stranded in a
hole.
And yet, we are valued for our measured approach to change,
our steady hand on the tiller of financial decisions, our addiction
to detail, our incessant scepticism to new-fangled plans. There’s
a good reason the actuary is the last to dance on the boardroom
table. Sadly, in our pursuit of respectability, we might also have
forgotten how to move to the beat of the future.
We are the net result of the ceaseless battle between the forces
of change and the forces of inertia. Every decision we make – or
is made on our behalf by our Council – risks a divisive and
decisive split in two. In a membership organisation the rule of
the majority is not nearly enough – we need real leadership that
brings all parties to the party table wearing the party hats. For
me, that’s been a tough and frustrating lesson to learn. I have
watched with admiration the work of successive Councils led by
our presidential triumvirate who have walked that treacherous
path with grace and assurance (at least on the outside).
The transition of the magazine from our monthly hard copy to a
daily digital service has been a risk for the profession. A case can
be made that we have left behind our loyal readership for an
unknown future audience – we’ve abandoned our inheritance

and aren’t looking back at the farm. Whilst I am still convinced it
has been the right move, both from the feedback we have
received, and from our mutual instincts as an editorial
committee, only time can pull back the curtains on our success
or otherwise. It has been an exhilarating journey, and I’ve
greatly appreciated the fellowship of our dedicated and
passionate committee and talented staff, as well as our growing
circle of supporters and contributors. I am in a huge debt to the
sage advice of Katrina McFadyen and Elayne Grace in helping us
keep close to our audience, rather than pandering to my
obsession for radical innovation.
There are still giant hurdles remaining: our comments section
has not yet become a place for daily discussion and debate for
our members; we still have an overly inwardly focus, rather than
looking outwards to share our conversation and value with
others who work in our current and future industries. Perhaps
that will be the task of the next Chief Editor? But rather I hope
that she will take her own measure of the land, and choose her
own way to roll.
Thank you.
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2015 – Reflections on a busy Public Policy year
By Elayne Grace
2015 has been an interesting, productive and engaging year in
public policy. It is great to see the increasing influence the
actuarial profession has on decision-makers on such a range of
critical topics, reflecting the diversity of areas that we practice in.
Topics have ranged from substantial reviews of the private
health insurance value proposition to a White Paper comparing
Australia’s wealth and retirement income across the population.

“There is no shortage of important issues where the analytical
disciplines of the actuarial profession can make a significant
contribution.”
Wayne Byres, APRA Chairman

“And so today I would like to express my thanks to the Actuaries
Institute. This is a very important body of people. I don’t know
how many actuaries we have in the room but it’s an
extraordinarily demanding qualification to get….. And for the
Institute therefore to take on this work on the back of our
Inquiry to add value to what is going on in the superannuation
system is really very valuable and I would like to thank them and
wish the Institute well in launching this report to add to the
quality of our superannuation system.”
David Murray, Chair of the Financial System Inquiry

As Head of Public Policy, my role is to drive public policy
development and engagement with key stakeholders and to
ensure ‘significant’ pieces of work are developed each year. As
part of this role, I am fortunate to work with some of the finest
strategic thinkers in our profession - and I would like to give a
personal thank you to them for their tireless contribution. It is
important to ensure the views put forward represent the broad
membership and this is achieved by working closely with Public
Policy Council Committee’s (PPCC), chaired by Michael Rice and
with the Practice Committees.
“I would like to take this opportunity to thank you for the
valuable contribution the Actuaries Institute has made to the
reform agenda during my period as Assistant Treasurer.
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I have really appreciated your participation, sharing of ideas and
expertise.”

• Meeting with APRA, FSC, ICA andASFA to discuss current
issues.

Hon Josh Frydenberg MP
The most important benefit derived from the actuarial
profession's involvement in public policy is that we can
contribute our unique expertise to formulate appropriate
solutions to key challenges facing Australia. Ultimately this
facilitates public policy outcomes that benefit Australia’s
financial system and community wellbeing. Actuaries also
become better known for the value we can add and it also
creates a sense of professional pride.
Str
Strategic
ategic goal - More influence and bet
better
ter known
As part of the 2015-17 Strategic Plan, we set out a preferred
future in 10 years where:
• the profession would be widely known for its expertise,
respected for its contribution to matters of public interest
and influential in contributing to relevant public policy ; and
• qualified actuaries would be known as trusted advisers,
respected and in demand for their unique skills, adaptability
and commercial acumen.
In line with this goal, a public policy framework articulating our
overarching purpose, our criteria for selecting public policy
issues, our public policy principles and our engagement strategy
was developed. PPCC also identified the four key long-term
themes and issues that will determine what research and policy
positions to focus on in order to help frame, inform and guide
public debate. The key themes identified are
•
•
•
•

Institute Public Policy Advisor John Mclenaghan
Key developments in public policy in 2015
There were a number of key developments in public policy with
associated Insights sessions held to ensure we had a chance to
engage with members. These topics included the following.
‘For Richer, For Poorer
Poorer’’ White Paper

Challenges of an Ageing Population.
Financial sustainability and positive consumer outcomes.
Societal challenges.
Technology opportunities and risks.

Engagement with key stakeholders
Successfully engaging in public policy goes beyond producing
reports and means ensuring regular engagement with key
stakeholders. Key engagements this year have included:
• Meeting with Treasury representatives, Ministers and their
Chief of Staffs and Shadow Ministers in Canberra in March,
September and December 2015.
• Meeting with the Secretary to the Treasury John Fraser in
March.
• Meeting with the Productivity Commission to discuss their
report on housing decisions by the aged.
• Participating in Federal Government Private Health Insurance
Roundtable.

We were very pleased to have David Murray, Chair of the
Financial System Inquiry (FSI) launch our ’For Richer, For Poorer’
White Paper in September 2015. The paper analysed a crosssection of age, gender, income and marital status inputs to build
an intergenerational profile of the superannuation and
retirement income system. This paper was written by Rice
Warner in collaboration with a superannuation control group
and HQ. The report was sent to key Federal ministers and
opposition MPs, as well as Treasury officials, and was followed
up with personal briefings down in Canberra. The paper gained
extensive media coverage and the Senate Economics Committee
has requested it be posted on its website.
The report’s publication gives us additional credibility to
continue to offer expert, factual and unbiased commentary on
one of the most important public policy issues currently being
debated – the future of our retirement’s income system, and
related issues of the impact of an ageing population. It builds
on an effort commenced in 2012 with the publication of our first
White Paper ‘Australia’s Longevity Tsunami , What Should We
Do?’ and the Health White Paper ‘Who Will Fund Our Health?’ at
the end of 2014.
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A submission to the Federal Government’s 2015 Tax White Paper
was made in May 2015 focusing mainly on issues related to the
impact of ageing and longevity.
Intergenerational Report – a submission was made in May 2015
to the Treasurer followed up by a meeting in September to
provide detailed feedback on different aspects of our
submission.
Economic Implications of Climate Change Policy Position

Financial System Inquiry
The Government released its response to the FSI report that was
produced by the Murray committee. It is very pleasing to note
that the Government has supported the four recommendations
contained in the Institute’s submissions.
Appointed Actuary Review
APRA is undertaking a holistic review of the Appointed Actuary
role for Life and General Insurance actuaries to ensure that the
role continues to be relevant, valuable and effective. A working
group chaired by the President was established to consider the
role of the Appointed Actuary in consultation with APRA.
Questions were canvassed through a Members’ online
discussion forum, during August, and responses were then
distilled by the Presidential Working Group. A summary of the
consensus views was related verbally to APRA on 29 October,
2015. A discussion paper from APRA is expected in the first half
of 2016.

Council approved the Institute's policy positionon the Economic
Implications of Climate Change at its meeting on 8 December.
The formulation of the policy was a comprehensive exercise
including Actuaries Digital articles, Insights sessions and a
Member survey. The results of the survey were compelling with
93% of Members believing the issue is relevant to the actuarial
profession, 84% supporting the draft policy and a further 6%
supporting the draft policy with amendments. The position was
also endorsed by the PPCC, GIPC, BPC and SPC.
A working group will be set up in 2016 to explore the different
positions further.
Housing decisions of older Austr
Australians
alians
A housing working group was set up to develop a White Paper
relating to housing decisions of older Australians - the paper will
be released in early 2016. It also helped us to form our
response to the Productivity Commission’s paper on a similar
topic released on 1 December 2015. A Productivity
Commissioner indicated that the Institute has thrown important
light on its deliberations.
Other key submissions included:
• Submission to the Federal Government's review of the
Australian Private Health Insurance system.
• Submission to the Northern Australian Insurance Premiums
Task Force Interim Report 2015 reducing insurance premiums
in those regions of Northern Australia reporting insurance
affordability concerns due to cyclone risk.
• Submission to the Royal Commission into Institutional
Responses to Child Sexual Abuse regarding the redress
scheme design.
In total, 20 submissions across superannuation, life insurance,
health insurance and general insurance were produced from the
Actuaries Institute in 2015.

The Challenge of Longevity Risk
For the first time, the Actuaries Institute, the American Academy
of Actuaries, and the Institute and Faculty of Actuaries in the UK
collaborated on a paper. This paper ‘The Challenge of Longevity
Risk: Making Retirement Income Last a Lifetime’ released in
October 2015 supports innovation by product providers amid a
flexible regulatory framework.
Feder
Federal
al Government submissions
In our Pre-Budget submission, the Actuaries Institute
highlighted areas for consideration in the 2015 Federal Budget.
Immediately following the budget night lock-up in Canberra in
May 2015, an information note to Members and a media release
was distributed.
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What
What’s
’s ahead for 2016?
The year always throws up some surprise issues to deal with but
some of the key public policy issues we know will be considered
in 2016 are:
• Financial System Inquiry recommendations, in particular
determining the objectives of the retirement income system
and the development of Comprehensive Income Product for
Retirement.
• Review of the Government’s response to the Productivity
Commission’s report into the housing decisions of the aged.
• APRA discussion document on the role of the Appointed
Actuary.
Our next White Paper, expected in April 2016 will focus on the
disruption of insurance due to increasing amounts of
information and the move to more individual risk rating.
Once again thank you to all those who have contributed to our
formulation of policy this year. John McLenaghan (HQ Public
Policy Adviser) and I have enjoyed working with you and we look
forward to working with you again on productive public policy
outcomes in 2016.
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In the Margin: December 2015 - Goodbye and
Good Luck
By Genevieve Hayes
Dear readers
As mentioned in my previous column, this month’s In the Margin
is my last. Since the first In the Margin ran back in March 2009, I
have written 70 columns and received over 950 competition
entries. My favourite of all the puzzles I wrote was the 'dead
parrot' clueless crossword that appeared in December 2013 and
the most popular (based on number of entries) was the
hypersudoku that appeared in November 2013. I have enjoyed
this job immensely and had a great time while it lasted.
However, all good things must come to an end and after seven
years, it’s finally time for me to move on.
Thank you to everyone who has supported me over the years in
writing this column, especially the members of the Actuaries
editorial committee, Katrina McFadyen and Nicole Sitosta at the
Institute, and you, my dear readers, who have made this job
worthwhile. As my parting gift to you, I leave you with one final
puzzle. May it bring you as much joy as your well wishes and
positive feedback have brought me.
Merry Christmas and goodbye
Genevieve
As this is my last column, no prize will be awarded this month.
The solution to this puzzle can be found at the bottom of this
page.

Who Are Y
You?
ou? (Actuaries 204
Solution)
The solution to the pseudonym crossword given in Actuaries 204
is:

So Long and Thanks for All
the Fish
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Drop b
by
y Sometime (Actuaries
205 Solution)
The solution to the drop quote puzzle given in Actuaries 205 is:
Outside of a dog, a book is a man’s best friend. Inside of a dog,
it’s too dark to read – Groucho Marx.
28 correct answers were submitted. The winner of prize for this
puzzle, selected randomly from among the correct entries, was
Sebastien Dunne
Dunne, who will receive a $50 book voucher.

So Long and Thanks for All
the Fish (Actuaries 206
Solution)
Here's the solution to the sudoku puzzle above.
Five correct answers were submitted. The winner of the prize for
this puzzle, selected randomly from among the correct entries,
was Bronwyn Hardy
Hardy, who will receive a $50 book voucher.
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Climate Change and Insurance
By Mark Sheller

As the UN Climate Change Conference 2015 wraps up its
work in Paris, the time seems opportune to look at climate
change, the liability risks which it poses and how insurers
might respond to those liability risks. Mark Sheller reports.
It is easy enough to talk about excess carbon being trapped in
the Earth’s atmosphere as a result of human activity such as the
burning of fossil fuels and clearing of land. It is not so easy to
say that the trapped carbon is changing the climate.
But the evidence is becoming more compelling that it does just
that. Some of the highlights which the Governor of the Bank of
England, Mark Carney, emphasised in a recent speech[1] at
Lloyd’s of London included:
• in the Northern Hemisphere, the last 30 years have been the
warmest since Anglo-Saxon times; indeed, eight of the 10
warmest years on record have occurred since 2002;
• atmospheric concentrations of greenhouse gasses are at
levels not seen in 800,000 years; and
• the rate of sea level rise is quicker now than at any time over
the last two millennia.
Underpinning this speech was the report into climate change
and insurance issued by the UK Prudential Regulation
Authority[2] in response to an invitation from the Department
for Environment, Food & Rural Affairs. The principal conclusion
which the report drew was as follows.

‘The PRA sees three primary channels through which climate
change may impact its objectives in relation to insurers.
Although a potential increase in physical risks is the most
apparent of these, each of the other two – transition and liability
risks – has the potential to have a substantial impact.’[3]
Now some people may simply write this evidence off as being
nothing more than “the weather”. Lloyd’s of London is not taking
that approach nor would such an approach be consistent with
Lloyd’s distinguished history of responding to new risks as they
have evolved.
So how does climate change translate into a liability and how do
you quantify that liability?

Well the obvious starting point is first party losses. Sophisticated
modelling built after many years of natural disasters all over the
World has educated insurers about the skill of anticipating and
measuring loss. Floods and storms are not events about which
insurers have little or no experience. This modelling has enabled
insurers to be more certain about risk pricing and risk transfer.
Climate change will always present first party loss insurers with
its particular problems in relation to public policy issues, capital
requirement adequacy and consequential claims. Even so a lot
of lessons have been learnt and the insurers are well done the
track to meeting most if not all that climate change can offer.
Third party losses are different story.
Firstly the experience is a new one so the data is not there. But
there are signs that the wheel may be turning.
The most notable of those developments is the finding which the
Hague District Court made earlier this year, that the Government
of the Netherlands had breached its obligations in failing to take
sufficient measures to prevent dangerous climate change. As a
result the Hague directed the Government to reduce its
greenhouse emissions by reducing Dutch GHG emissions by 25%
by 2020.
While focused on a government body, the suggestion that this
type of finding can reach the corporate community and its
management does not involve any extraordinary leap of faith.
Already there are signs that that thinking has reached the United
States. This is reflected in such cases as Roe v Arch Coal Inc and
Lynn v Peabody Energy Corporation, involving allegations that
directors of corporate pension schemes breached their fiduciary
duties in not taking into account the financial risks associated
with climate change.
More recently ExxonMobil has announced that it is under
investigation by the New York Attorney General for withholding
information from both its shareholders and the public about the
risks of climate change. The potential legal exposure confronting
ExxonMobil is massive.
In due course we might start to see in Australia similar types of
claims. After all, that topic is already well on the table in relation
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to cyber liability and is not a topic about which company
directors would be unfamiliar.
There are also developments in relation to understanding and
defining the notions oflLoss and damage arising from climate
change. That topic is on the agenda of the United Nations
Framework Convention on Climate Change.
The insurance response to third party liabilities is, at this stage,
more subdued because the risk experience and its pricing are so
ill-defined. While it may not yet be something that insurers are
obviously responding to, there are already aspects in many
financial lines policies that will become drivers in defining the
extent to which these policies will respond to climate change
claims.
The first aspect is the policy’s scope of cover and the extent to
which the risks involved (once more properly understood),
pricing and other market forces have had their say in how the
policy’s scope of cover should be defined.
The second aspect is the extent to which property damage
claims are excluded. While claims can be crafted in a way to
diminish the focus on property damage, the presence of these
exclusions cannot be denied.
The third aspect is the expression “pollution” and the extent to
which the pollution exclusion applies. Pronounced by the
Supreme Court of the United States in Massachusetts v EPA[4],
as including greenhouse gasses, the use of pollution exclusions
may prove to be another lever which insurers use to manage
their exposure to third party climate change claims. This
decision is a powerful development in the course of judicial
thinking and has been recognised in various jurisdictions
including Australia[5].
In 2010, Liberty International Underwriters issued a
comprehensive overview[6] of the future of the relationship in
Australia between climate change and D&O insurance. Nearly six
years on the future which Liberty perceived, seems to be much
closer.
[1] 29 September 2015.
[2] The Impact of Climate Change on the UK Insurance Sector
(September 2015)
[3] Paragraph 1.32
[4] 549 U.S.497
[5] See for example Walker v Minister for Planning [2007]
NSWLEC 741
[6] Climate Change The Emerging Liability Risks for Directors and
Officers. August 2010
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What have the Romans ever done for us?* - *Reg,
leader of the People’s Front of Judea in Monty
Python’s Life of Brian
By Estelle Pearson
Last week, I saw in the Actuaries Institute's Bulletin the final call
for membership subscriptions for 2015/16 reminding me of the
benefits of being a member of the Institute. With over 4,000
members in Australia and overseas working in a wide range of
industries, interaction between individual members and the
Institute varies significantly. Different members use the services
offered by the Institute to a greater or lesser degree and this
also changes over the course of a career. So it is a good time I
think to look at how subscriptions are spent and the value to the
actuarial community of this expenditure.
Last year (with the help of a volunteer) we undertook a
functional expense analysis of the Institute’s costs and I thought
that it would be useful to share the results of that work for 2015.
One of the questions that I get asked from time to time is 'What
does the Institute do?' so I hope that this also helps to address
that question. The usual reliances and limitations of any
actuarial expense analysis of course apply to this work – the
results are dependent on the judgements made about how to
allocate various expense items, different assumptions would
give different results!
With that out of the way, the Institute has 21.3 full time
equivalent employees who we allocated to the following
functions.

The biggest three functional areas are Education, Events and
Communication with around 4.5 FTEs in each representing over
60% of the Institute employees. I’d imagine that this is
unsurprising to many members who have most interaction with
the Institute through examinations, attending conferences or
seminars, reading Actuaries Digital , visiting the website or
participating in a Discussion Forum.
The Finance and Membership Services functions are more back
office in nature. The Finance team looks after the Institute’s
revenues and expenditure, account preparation and investments
while the Membership Services team ensure that membership
records are properly maintained and updated as member
circumstances change.
The Professional Support and Public Policy function covers the
support provided by the Institute staff to the Practice
Committees which helps to ensure good cross practice dialogue
as well as helping drive initiatives such as the discussion with
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APRA on the Appointed Actuary role. Public policy has been a
growing area of focus for the Institute over my time on Council
(five years now) and remains an important part of the new
strategic plan under the goal 'More influence and better known'.
I discussed the importance of public policy for the profession in
my last column so will not repeat it here.
The Governance function of the Institute covers the Company
Secretary role, support for Council and the President as well as
Professional Standards and the Disciplinary Scheme.
We decided to pull out the Office of the CEO as a particular
function. The CEO is obviously involved in almost everything that
the Institute does, but we did not think that allocating the CEO
across all functions was useful for our particular exercise. A
number of years ago we took the decision to have a full-time
CEO which has enabled the Actuaries Institute to become and
remain a very professional organisation supporting a large and
diverse membership. The CEO is clearly a vital role for the
Institute and over the years we have been fortunate to attract
talented people to this position. Speaking from my personal
experience, I know how much I have relied on David Bell all year
in performing in my role as President.
In terms of thinking about how member subscriptions are spent,
we looked at Education and Events separately from all other
functions since these two areas have their own revenue streams
from examination fees and, for paid events, the ticket prices and
sponsorships.

In 2015 the revenue that we generated from paid events
through ticket prices and sponsorships covered the direct and
allocated cost of those events, but our subsidised or free events
had to be funded from other sources.
Putting Education and Major Events to one side, member
subscriptions and member accumulated funds cover the cost of
all the other activities of the Institute. The graph below shows
how members’ funds were spent in 2015.

The Education team at the Institute, as well as providing the
administration of the exams and support for the many member
volunteers involved in education, is also responsible for the
Institute’s CPD program, delivering the education arm of the
Institute’s strategy and for University relationships. The
following graph shows the different components of Education
costs.
I’ve already discussed some of these functions when looking at
the Institute staff so I’ll just comment here on the more
significant non-staff related components of costs:

Staff costs, associated premises, office support and IT comprise
around 43% of the total cost of the Institute’s Education
function. The other 57% of costs are payments to the volunteer
examiners, course leaders and presenters as well as the cost of
examination centres and printing course and exam materials.
The revenue from examination fees roughly matches the direct
and allocated costs of the Education function.
The Institute Events team provides all the administration and
organisational support associated with running our large
conferences, half-day and one-day seminars, Insights sessions
and more social cocktail parties and dinners. As for Events, staff
and associated expenses represent only 35% of the total costs of
the Event function. The other 65% of costs relate to catering and
venue hire, AV costs, payments to conference facilitators and
travel costs for the Events team providing on the ground
support.

• Communications includes costs relating to design and
artwork and printing.
• Governance and Council includes the President’s travel
budget for the trips in Australia and overseas visiting
members.
• Office of the CEO includes travel and support costs.
• Professional Support and Public Policy includes the Daily
News Summary (by the way I was not a subscriber to this
until recently and recommend it to members especially those
based in Australia).
• International Co-operation includes our membership of the
International Actuarial Association (IAA) as well as the
assistance with travel costs to the IAA meetings.
• Media relates to the consultants who provide media relations
support to the Institute.
• Advertising includes costs relating to the See what we see
campaign.
• Research represents the grants approved by the Research
Council Committee in 2015.
As I said at the start of this article, some members use and
benefit in a very direct way from the services provided by the
Institute. Others use those services less often and their benefits
of membership are more linked to the reputation and standing
of the actuarial profession.
Whatever your own situation and personal experience I hope
that this column helps you to understand a little more what the
Institute does and how member subscriptions and member
funds are spent. I can assure all members that Council and the
Institute think carefully about how your money gets used and
our aim is always to provide value and to promote and enhance
the profession for the benefit of all members.
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Hoa Bui – Making a difference
By Stephanie Quine

Hoa Bui learned much about people and leadership in her
career as an actuary. She speaks with Stephanie Quine about the
journey, charting some big changes for the profession in
Australia.
Actuaries are known for being strongly analytical, with an acute
attention to detail, patterns, risks and predictions. They are
sometimes perceived as back-room, introverted professionals
but “nothing could be further from the truth,” says Hoa Bui,
Partner at KPMG.
It was passion and people skills that convinced Hoa to pursue an
actuarial career.
At 18 years of age and new to Australia from her homeland
Vietnam (where there were no actuaries), Hoa found herself in
the Australian Government Actuary’s office, courtesy of her
resourceful school career advisor.
“John had nothing to gain by talking to me, absolutely nothing,”
says Hoa of John Ford, the then-Australian Government Actuary
who generously agreed to meet with the high school student for
an hour to discuss what an actuary does in the government
sector.

Get
Getting
ting to know you
On the advice of her brother, Hoa repeated Year 11 when she
arrived to settle in Canberra, keeping busy by learning English
and other basics of the Australian way of life “like that
Melbournians love AFL”, before focusing on her HSC exams.

His work advising Government on population demographics and
life tables impressed the young Hoa, but it was John’s generosity
and good nature that she remembers most fondly.

“A lot of my friends came through at 18 and tried to get to
University as soon as possible, whereas I found it was really
important to understand what makes Australians tick; how to
talk to people in a pub, for example…I really liked that period,”
she says.

She says the same of the now retired Peter Gower, whom Hoa
quizzed on his work as a senior commercial actuary at National
Mutual, then an iconic Melbourne institution.

Behind Hoa’s cheery sense of humour, there is a considered, bigpicture thinker; open minded to fresh perspectives in the name
of intelligent change.

Her curiosity was later rewarded with a university scholarship
from Peter.

“I think we need more high profile actuaries who don’t fit the
usual stereotype to do more things in the public domain so
people can see how widely our skills set can be applied,” says
Hoa.

“I am very lucky to have worked for many industry leaders, Ian
Laughlin, Ted Rudge, Graham Slater, Michael Cant,” says Hoa.

Growing up she was academically strong in maths, but never
aspired to be academic.
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“I always wanted to do something practical and make a
difference,” says Hoa.
A standout project of her career involved working alongside an
accounting partner and a risk manager, and consulting with 15
countries. As part of the consulting panel, Hoa advised the Hong
Kong Government on a new risk based capital framework.
“We didn’t have any constrain about what we could design so,
unbound by history and what’s already been developed over
time, we examined: ‘what would your ideal framework look like
for this economy? Would it look more like a LAGIC framework, or
would it look more like Solvency II?”
The framework proposal was developed into a paper by the
Government and is now being developed into its second phase.
“It was an exciting and interesting project, both for human
interaction and technical development,” says Hoa.
View the video here:
https://youtu.be/posqyf2rjQI

Another challenge is getting qualified actuaries, working in nontraditional areas and management, to identify as actuaries and
share their knowledge and experience.
“I think we need more high profile actuaries who don’t fit the
usual stereotype to do more things in the public domain so
people can see how widely our skills set can be applied,” says
Hoa.

Challenges ahead
When Hoa joined the Actuaries Institute Council this year, one of
her key areas of interest was the education for life insurance
actuaries.
As an employer of actuaries, she sees first hand when the
education system has been successful, and also areas where
improvement is required, including context, industry knowledge,
communication skills, technology and programming skills.
"How do we make it “cool” to be an actuary?” Hoa asks.
“We need to, as a profession, articulate how we want to be
interacting with the business community… that will also help us
define how we train actuaries and educate them to support that
purpose,” she says.
When Hoa studied actuarial science at Macquarie University in
the 80’s, demand for actuaries was greater than supply. Most
students in the course had a scholarship, actuaries were well
regarded in the company and many ended up in the CEO role.
“As a student, when the Chief Actuary visited, it was an occasion.
We only saw the Chief Actuary once a year when the actuarial
exam results were announced. When he retired, every actuarial
student got to come to his farewell lunch and have the rest of
the day off,” she says.
Macquarie University produced 20 graduates a year, and was the
only university in Australia (in fact, the only one in the world)
that offered an actuarial degree.

Leading to empower
Hoa began her first job as an actuary for National Mutual, who
later became part of the French company AXA in the 90’s, where
she worked with a range of nationalities.
“To my surprise, I found the Germans had the most considered
and people-focused approach, whereas the French were quite
task focused, and the Australian approach was a mixture of
people and tasks. In Asian culture, it’s all about consensus,
inclusion and how it appears to people,” says Hoa.

Today, there are seven Australian universities each producing
around 50-70 graduates each.

Such observations inform Hoa’s inclusive, dynamic leadership
approach. She currently leads a department of a 50 consulting
actuaries at KPMG Actuarial and has experience managing both
consultants and actuaries in small teams and large companies.

“Part of the education challenge is about making sure we have a
good pipeline of talented people who want to become actuaries.
How do we make it “cool” to be an actuary?” Hoa asks.

“Actuaries can be perfectionists at times so it’s all about
balancing the detail and the quality and the commercial aspect
of your project,” she says.

At an Institute event this year, Hoa expressed concern about the
lack of interest in younger actuaries in taking up Life Insurance
Appointed Actuary (AA) roles. While actuaries are well equipped
to analyse and assess policy liability, capital adequacy, insurance
risk, and pricing, being able to focus on key strategic issues
would make the AA role more attractive and interesting, Hoa
says.

In the ‘customer outcome focused’ consultancy environment,
employee’s skill levels and interests are often much more
important than their title. Harnessed correctly, this environment
can bring out the best in people.
“It really tests your listening skills, your empowerment skills; as
opposed to allocating the task,” says Hoa.
View the video here:
https://youtu.be/7VyDXx2ZzgU
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Hoa at one of the world's largest glaciers on holiday in South
America last year.
Balancing act
Another one of Hoa’s engagements involves acting as the
external Appointed Actuary for a life insurer, a role which she
enjoys as it allows her to straddle the corporate and the
consulting world.
Balancing work and Institute activities with family life is an art
she works to perfect.
After finalising an Institute paper on disability income while on
the beach on a family holiday, Hoa’s husband “requested”: “No
more papers please”.
“I ended up doing a few presentations – he didn’t say anything
about presentations,” she laughs, adding that consistently
acknowledging important work and personal relationships to the
people around you is essential to keeping those relationships
healthy.
Hoa continues to learn from different perspectives, leading by
example when it comes to giving back to her profession and
shaping its future.
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Improving the health of ageing workforces - Q&A
with Caroline Howe
By Caroline Howe

Dr Caroline Howe, a leading consultant and researcher on
Ageing Well, gives her view on return to work and
compensation challenges.
1. What is your background and how did you arrive at your
current role?
I came into this industry as a Rehabilitation Counsellor and
eventually completed a PhD on the psychological health of
ageing workforces. I’ve had a long history in workers
compensation dating right back to 1995 when I was bright
eyed and thought I could change the world. Now much older I
realise that we can’t change the world unless we work
together.
2. In your view, what is the most common mistake in the return
to work process made by insurers/ agents/employers?
The most common mistake made at the moment is the
reactive nature of the workers compensation schemes. My
research over the past few years has shown me time and
again that we have no connection between health /wellbeing
and workers compensation. Our legislation and schemes are
designed to be reactive which makes them outdated and
antiquated. The schemes are designed to concentrate on
what happened, which then focuses all the resources to what
had been.
3. What are three key things that need to be in place to ensure
that a workplace is ready for returning an individual to work
after an injury or illness to assist with sustaining that return
to work?
• Make the workplace a place they actually want to return to there is no point concentrating on recovery at work if the
worker does not feel valued and cared for
• Help managers with effective communication to either
prevent or manage people at risk
• With a rapidly changing workforce created by the
consequences of ageing, change and the rise in poor mental
health, employers need to think about redesigning
workplaces, roles and making accessible work environments
for workers of all ability.
View the video here:
https://youtu.be/VMzRV29FqrM

4. What do you see as the top three things holding the
Austr
Australian
alian Industry back from being fully innovative in the
injury recovery space?
• The legislation is designed around reaction which blocks
innovation.
• Our workplace systems are not integrated with health and
wellness which makes injury recovery difficult
• Money drives the scheme, as much as we like to say it
doesn’t, it does. However to start saving and making money in
our schemes we need to focus on prevention and employee
engagement to be able to create workplaces where people
want to go and recover after an injury or even reduce the rate
of injury.
5. From your research how do you see the future for Injury
Schemes and Injury Management developing in Austr
Australia
alia over
the next 5-10 years?
If there is no change over the next 5-10 years then costs will
continue to rise as we have seen them rise over the past 30
years driven by disengaged, unhealthy workers across all
ages.
For true change to be possible we need to remember that a
younger unhealthy worker is more at risk to the employer
than an older healthy worker as far as preventable risk goes.
We need to help employers concentrate just as much on
preventable risk, building accessible workplaces for older
people and having KPI’s in place that puts value on people.
Caroline recently presented at the 2015 Injury Schemes
Seminar in Adelaide. To view more presentations and videos
from this event, visit the microsite
microsite..
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‘Delivering bad news’

upwards. In increasing order of difficulty, we’ll step through
each case.

By Scott Reeves

Part one –
Downstream...delivering bad
news is ‘easy’

In this 'Actuaries Taking the Lead' column, Scott Reeves
writes about delivering bad news downstream, sideways
and upstream.
I never miss an opportunity to quote from ‘The West Wing’; it’s a
failing of mine.
But I figure with self-awareness comes a licence to continue.
Plus, I believe you should hear what I consider to be important.
And so I present the following exchange involving the White
House Communications Director (Toby), and a new member of
staff (Will)…
TOBY: In his defence, he caught the bad note. He came to me.
He made it important.
WILL:

Excuse me? You said that I caught the bad note?

TOBY: Yeah, that was planted there to see how well you'd do
telling truth to power.
Our training is technical, as is the content of our work product.
We are in many cases supported by legislated mandates and
compelled to present the results of our work to management,
for them to consider our conclusions in the determination of
financial results and business strategy. Or perhaps there is a key
project that could be at risk.
But we should accept that much of our work is the result of
assumptions that are – by virtue of the control cycle – not fixed.
In the pressure of delivering improved bottom-line, how does
our technical view stand up to a CFO asking where our
conclusions are flexible?
What of the scenario where our work identifies a significant
shortfall in reserves, with the awful reality that to fully reserve
will render the company insolvent?
How do we, in short, tell truth to power?
Let’s begin by looking at the various directions in which bad
news may need to be communicated: downwards, sideways, and

In this instance, I am referring to delivering bad news to your
people reporting to you. This will typically be a matter of
performance, and most often with respect to technical analysis.
We might feel that reporting lines give us the authority and
imperative to communicate such news to our subordinates.
While the authority does exist, you only have the authority to
call a meeting to communicate. There is little real authority
granting you the right to have the audience understand what
you have said, and act accordingly.
The emphasis should be on clarity of message, delivered with
empathy. Avoid the temptation to add many, many, words in the
belief it will soften the message.
The key point I keep in mind is that it will be unfair to the person
on the other side of the conversation if you later call a serious
performance issue that has not been addressed, because the
person didn’t receive the first message you felt you gave clearly.
Give the opportunity to receive the message clearly, so that it
can be actioned.

Part two –
Sidewa
Sideways
ys…delivering
delivering bad
news to colleagues
Of course, it may not be the case that you, the reader, have
people reporting to you. So let’s move to the second scenario, of
telling bad news to colleagues.
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Can you point out that a colleague’s approach, technical ability,
or behaviour is not acceptable? Do you have the authority or the
imperative?

In conclusion – It’
It’ss about
leadership

I contend that while you may not have authority in the strict
organisational sense, you do have the authority to consider and
act upon something you believe is contrary to the good of the
company. The imperative goes hand in hand with this; imagine
you later explained why you chose not to act.

Now that we are comfortable with the notion of communicating
outside of formal authority we can extend this in all directions.
The message has the imperative, which in turn creates the
authority.

It can also be quite easy to open the discussion…simply by
asking “may I give you some feedback on something I’ve
noticed?” Your colleague can choose to start the discussion, or
they may say “no thanks, I’m not interested”.

But don’t wait until you feel critical information should be
shouted from the rooftops. Build credibility for raising issues
and delivering solutions as you progress through your career.
Focus on the significance of the issue, understand yourself and
why you feel this is significant, and communicate clearly.

Returning to the matter of fairness, providing feedback to a
colleague ahead of their manager doing so may be preferable.

Part three – Upstream
Upstream…now
now it
gets hard
No longer protected by the authority that comes with direct
reports, we must now act with the imperative of integrity where
an objective is at risk. This may be company results or it may be
the potential failure of a key project.
In my experience, managers and leaders rarely have appetite for
failure to achieve what is needed, particularly not where failure
could have been averted.
Turning to the ‘how’, requires us to understand the context of
upper management, and an ability to present your thoughts in
that context.
It isn’t about saying ‘you need to listen to me, you are wrong’ but
more a matter of ‘the objective you need to achieve is at risk, I
can help’.
I offer the following simple points to assist:
• Ask yourself if the issue is significant, in terms of impact and
likelihood of occurring.
• Ask yourself why you feel this should be heard. Is it because
of the significance, or because you aren’t being listened to?
• Discuss the issue with your manager, they will be a greater
advocate if kept in the loop and may understand if there is a
greater context. Your manager can also assist with how the
communication can be undertaken.
• If you will communicate the issue yourself, focus on the
delivery. Written or oral, I find it best to deliver the message
by emphasising a) the situation is…, b) the problem is…, and
c) I propose the resolution as …
• And finally, in delivering the message, less detail is better.
Provide more detail if asked, but don’t lose the key messages
by diving into the detail up front.
To balance out the seemingly simple situation I have painted, of
a willing recipient of the news, we should also recognise the
possibility that you will not be warmly received. In such a case, I
would propose you again focus on the first three points above.
You might consider discussing the matter with the Chief Risk
Officer, but inform your manager of your intention.
But above all, I would suggest that ‘telling truth to power’ is
about the value of the ‘truth’, rather than you personally. With
that in mind, the truth needs to be aired.
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The search is on for a new Chief Editor
By Katrina McFadyen

Actuaries Digital needs a new Chief Editor. This role presents a
great opportunity to have your say, show your leadership skills
and step outside your comfort zone.
Our current ‘Chief’ Sharanjit Paddam has done a fabulous job
over the last two years and is ready to hand over to the next
Chief Editor.
This role presents a great opportunity to have your say, show
your leadership skills, step outside your comfort zone and
more.
•
•
•
•

Are you keen to get your views out to the membership?
Do you have a creative streak that needs an outlet?
Want to raise your career profile?
Feel like contributing to the Actuaries Institute in a
professionally rewarding way?

What do you need to do?
• Work with the Editorial Team to identify current issues of
relevance to actuaries and source opportunities for Actuaries
Digital articles.
• Write or facilitate the writing of, a monthly Editorial.
• Review articles for suitability for publishing.
• Lead the Editorial Team together with the HQ Chief Editor
Katrina McFadyen.
The role also includes Editorial Committee monthly meetings at
the Actuaries Institute once a month (free lunch provided if
based in Sydney), and a couple of hours per week focusing on
the role. You won't be doing it alone - in this role, great support
is continuously provided by:
• the other members of the Editorial Committee;
• the Institute's Communications and Marketing Team who are
responsible for all aspects of production; and
• our volunteer proofreaders.
Interested?
Contact Katrina McFadyen, Head of Communications and
Marketing, at the Actuaries Institute - we'd love to hear from you
if you're interested, or know of someone else who might be
suitable for this engaging and rewarding role.

View the video here:
https://youtu.be/WbXy1QSNQHg
Thank you Sharanjit Paddam for your great contribution as Chief
Editor of Actuaries Digital . Sharanjit brought renewed energy to
taking Actuaries magazine digital, resulting in lots of positive
feedback from Members. We'll be working hard to make sure
this continues.
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New perspectives on risk
By Jason Yu

The Actuaries Institute held the highly anticipated annual
Enterprise Risk Management Seminar on 30 November 2015.
Jason Yu reports on insights from Chief Risk Officers, Board
members, Risk Analysts, Directors and senior management
from a wide range of industries.
After a warm welcome by Josh Corrigan and Brett Riley, the ERM
Seminar's Keynote speaker Jason Breton (pictured below),
General Manager from Downer Rail, gave excellent insight into
the importance and significance of project risk management. His
presentation introduced a new perspective for the audience: to
never blindly accept assumptions that are presented, but to
always challenge them. Good risk management culture relies on
key subject matter experts that can drive and influence
processes, Jason said, but it also understands where risk
managers fit in the bigger picture.

factors related to terrorism risks are proximity, public access,
industry and internal environment.
The next presenter, Rob Daily, Chief Risk Officer of CommInsure
offered his intuition into the latest challenges faced in financial
risks. Rob stressed the importance of interest rate movement,
hedging and understanding past impacts. The key message from
Rob was to understand the risks that may lead to insolvency and
avoid wasted capital expenditure due to significant overruns or
unproductive stranded assets. In managing risk, we need to
understand the definition, liquidity, transparency and bad debts.
Our final speaker David Hanna, Chief Risk Officer of Paypal took
us on a journey to explore risk management in the digital world.
In light of the recent hacking attacks on major service providers,
cyber-space risk management has definitely been a key focus in
the fast-paced technology world. He emphasized cyber fraud,
merchant risk, money laundering and terrorist financing as the
four key major risks facing online platforms like Paypal. In
addressing these risks, the risk management strategies can be
unique such as tracking IP address and identifying geolocation
anomalies.
The presentations were followed by a Q&A session filled with
many interesting questions, including the aggressive approach
by Uber into the Australian market and challenge to build risk
culture into a company.

Briefly after the morning tea, Chris Wallace, CEO of Australian
Reinsurance Pool Corporation, presented on terrorism risk
management. Chris provided an update on the recent Australian
Terrorism alert code change and also described the
unpredictable but high-severity nature of terrorism attacks.
To raise awareness of increasing risks to terrorism, Chris
displayed an alarm chart showing the increasing frequencies of
terrorist activities. This made the audience aware that key risk

Overall, the event was a success and the guests thoroughly
enjoyed the thought provoking presentations as well as the
networking opportunities. My key takeaway from the Seminar is
that with the increasing awareness and need of risk
management, the traditional approach of ticking off risks from
the risk register is ineffective. Therefore, the future focus of risk
management should be on the ability to understand the cross
functionality between risk management and strategic alignment
of risks.
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Show me the money - Remuneration risk
By Brett Riley

Actuary Brett Riley runs us through the possibility that pay
and incentive structures contribute to inappropriate risk
taking.
Each institution’s Risk Management Framework (RMF) is a
collection of systems, structures, policies, processes and people.
Together these help a company to identify, measure, evaluate,
monitor, report and control or mitigate all material risks that

bankrupted this old
merchant bank.
Allied
Irish
Bank

Ireland/
US

2002

Currency trader at
Allfirst (a US
subsidiary) lost nearly
$700 million by hiding
trades.

National
Australia
Bank

Australia

2004

Foreign exchange
option traders
concealed
accumulated losses of
$360 million in pursuit
of bonuses.

Ratings
agencies

US

2008

Rating agencies
reviewed structured
credit products in the
years before the GFC
(e.g. collateralised
debt obligations). They
were paid by the
product issuers. It is
widely held that this
lack of independence
led to inflated ratings
(relative to the
underlying risks),
contributing to the
GFC.

may affect its ongoing viability.[1]
A material risk for many companies is remuneration risk – the
possibility that pay and incentive structures contribute to
inappropriate risk taking. This may lead to more variable
financial performance and could even threaten a firm’s solvency.
As an example, poor executive pay practices are widely regarded
as one cause contributing to the global financial crisis. [2] It was
one factor behind many high profile corporate scandals of the
past 25 years. A common scenario was that traders had an
incentive to place large bets in financial markets in pursuit of
high profits for the company (with large risks) and thus high
bonuses for themselves.
Examples of losses due (in part) to poor remuner
remuneration
ation
structures
Company

Location

Year

Brief description

Bausch &
Lomb

US

1994

Aggressive sales
targets led to false
accounting of
revenue, a SEC
investigation and a
shareholder lawsuit.

Kidder
Peabody

US

1994

Star trader Joseph Jett
faked $350 million in
profits to secure
higher bonuses from
the investment bank.

Barings
plc

UK/
Singapore

1995

Trader (Nick Leeson)
speculated in Nikkei
futures and

How is remuneration
structured?
There are many ways to structure remuneration. Most pay
packages comprise some mixture of the following types of pay:
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• Fixed;
• Short-term performance-based; and
• Long-term performance-based.
Performance-based components (i.e. those which are at risk) can
be paid either as cash or in some form of equity in the company
(e.g. as shares, or options over shares).
Performance-based pay might vest immediately after a financial
period, or it might be deferred to give time for business
outcomes to be reliably measured. Deferral is relevant for banks
and insurers, as they typically face large uncertainties around
some material balance sheet items.
Beyond the vesting decision, companies may also decide on a
further deferral in paying the at-risk component. This may be
done to incentivise the recipient or give the company further
scope to claw-back the bonus if the company’s circumstances
deteriorate.
The performance-based component might use a formula (which
may be simple or complex) or be completely discretionary. Or it
may be some mixture of the two approaches.
Performance-based measures
The following are used to varying degrees by companies to
determine performance based pay:
• Share Price.
• Profit.
• Return on Equity.
• Total Shareholder Return.
• Customer and/or staff satisfaction scores.
• Business volumes or market share positions.
• Change in appraisal valuation.
• A balanced scorecard, weighting some mixture of the
items above.
• Some of these items might be judged in absolute terms
or relative to peers (e.g. top quartile performance is
targeted).

In my opinion the desirable features of performance-based pay
structures are:
• Final measurement must be deferred if there is high
uncertainty around the outcome. For instance, a long tailed
general insurer’s performance in one accident year cannot be
fairly assessed after one year. Perhaps it could be after three
or four years.
• Structures should capture all material risks, where possible,
when applied for those with key responsibilities for the RMF
(e.g. CEO). A balanced scorecard performs well here.
• Pure volume based approaches generally don’t work.
• Pay should only occur if the risk profile has not breached the
firm’s risk appetite (or if key thresholds have not been
exceeded).
The following quote shows that APRA is more focused with the
“shape” of pay structures rather than the “level” of executive
pay.

"For us, the issue is one of responsible governance. We don’t
come to this with any value judgments about comparative wage
justice. What we are concerned about is the promotion of sound
risk management behaviours. For us, it’s the incentive
arrangements that underpin remuneration packages that are of
concern, not the amount of remuneration involved."

Executive Remuneration as part of Risk Governance, David
Lewis, General Manager, APRA
Speech by to the Financial Institutions’ Remuneration Group
Annual Conference, Terrigal, 18 September 2012

What does APRA require?
Prudentially regulated companies (banks and insurers) face the
strongest regulation in Australia, due to their obligations to pay
depositors and policyholders. APRA covers remuneration risk as
part of its supervision regime, and through its cross-industry
prudential standard CPS 510 Governance.
APRA requires that performance-based components must
include adjustments to reflect the outcomes from business
operations, their associated risks (including the cost of capital,
where relevant) and the time necessary for these outcomes to
be reliably measured.
Under CPS 510 each company must have a Board Remuneration
Committee and a Board-approved Remuneration Policy. This
policy must:
• Set out who is covered by the policy. This must at least
include:
◦ each responsible person (as defined in CPS 520 Fit and
Proper), but excluding non-executive directors, auditors,
external Appointed Actuaries and the Reviewing Actuary
(for general insurers).
◦ risk and financial control personnel.
◦ all others for whom a significant portion of total pay is
based on performance and whose activities may affect the
company’s financial soundness.
• Allow the Board to adjust performance-based components
downwards, if necessary, to protect the company’s solvency
or respond to unforeseen consequences.
• Prohibit each responsible person who receives equity or
equity-linked deferred remuneration from hedging the
resulting economic exposure before this form of pay is fully
vested in that person.
• Ensure that remuneration structures do not compromise the
independence of risk and financial control personnel.
• Form part of the company’s RMF.
The Board Remuneration Committee must comprise only nonexecutive directors (with a majority independent). The
committee’s responsibilities must include:
• Regular reviews of the Remuneration Policy, and making
Board recommendations on it.
• Annual recommendations to the Board on the remuneration
of those covered by the policy.

Why bother?
Why should companies bother with having sound remuneration
structures?
For prudentially regulated companies, keeping APRA happy is an
obvious motivation!
Beyond this, there are good commercial reasons for having
appropriate controls around pay, including:
• Protecting the continued existence of the company by
discouraging excessive risk taking. There are many highly
publicised examples of companies experiencing an incident
linked to poor pay structures (see examples in accompanying
table). Not all of them fail. But some do.
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• For affected companies which do not ultimately fail, the
process is nevertheless costly and a significant distraction for
management and the Board.
• Protecting the reputation of the company, its directors and
executives.
• Managing relationships with stakeholders, in particular
shareholders. The owners of Australian companies can make
an entire board face re-election under the “two-strikes” rule
introduced in 2011.
• Providing further support to the sound operation of the RMF.
Remuneration risk is one specific aspect of the softer,
behavioural side of risk management (often dubbed “risk
culture”) which is now receiving increased attention from
companies.
• Supporting better commercial decisions, measured in terms
of risk-return outcomes. This makes achieving the company’s
objectives more likely.
While executives will continue to shout “show me the money”,
an increasing number of interested observers are replying “show
me your controls”.

[1]

Adapted from APRA Prudential Standard CPS 220 Risk
Management, paragraph 22
[2]

Ellis, L., 2009, The Global Financial Crisis: Causes,
Consequences and Countermeasures, RBA Bulletin,
http://www.rba.gov.au/publications/bulletin/2009/may/pdf/
bu-0509-4.pdf
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O'Dwyer waters down the Frydenberg reforms
By Siddharth Parameswaran

Actuary and JP Morgan Insurance Analyst Siddharth
Parameswaran reports on the revised reforms of the
Australian life insurance industry.

Final Life Insurance Reforms
Late on Friday evening 6 November 2015, the Australian
government released its final life insurance reforms package.
Kelly O’Dwyer MP said that the industry had come around to
reach a consensus on the implementation of important
improvements to the remuneration arrangements in life
insurance.

Comparisons
Aspect

Original
Frydenber
Frydenbergg
reforms

Upfront
commissions

Maximum total
upfront commission
of 80% of the
premium in the first
year from 1 January
2016, maximum of
70% from 1 July 2017
and ultimately 60%
of first year premium
from 1 July 2018.

Unchanged.

Ongoing
commissions

Maximum ongoing
commission of 20%
of premiums from 1
January 2016.

Unchanged, but
from 1 July
2016.

Clawback
period

Three-year clawback/
retention period to
commence from 1
July 2016 to apply as
follows:
• Lapse in first year
of the policy,
clawback applies
to 100% of the
commission of
first year
premium.
• Lapse in second
year of the policy,
clawback applies
to 60% of the
commission of

Two-year
clawback/
retention period
to commence
from 1 July 2016
to apply as
follows:
• Lapse in first
year of the
policy,
clawback
applies to
100% of the
commission
of first year
premium.
• Lapse in
second year

These reforms are an update to those proposed on 15 June by
Josh Frydenberg, who was the previous assistant treasurer under
the Abbott government.

Key parts to the reforms
As in the original proposals, there will be cuts to the upfront
commission rate to 60% by July 2018, with a cap on trailing
commission of 20%.
Details of the changes are shown in the table below.
The key changes are:
• Transition arrangements have been delayed to commence
from 1 July 2016 (previously 1 January 2016).
• Clawback arrangements have been cut to two years
(previously three years).
• The desire to broaden approved product lists (APLs) has been
left with the Financial Services Council.

Industry Implications
These reforms are likely to be a positive for the life insurance
industry. Whilst there are some increased risks from a shorter
clawback arrangement and the reforms have been delayed by
six months, the incentives to churn are much lower than before.

Revised
O'Dwyer
reforms
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Aspect

Original
Frydenber
Frydenbergg
reforms
first year
premium.
• Lapse in third
year of the policy,
clawback applies
to 30% of the
commission of
first year
premium.

Revised
O'Dwyer
reforms
of the policy,
clawback
applies to
60% of the
commission
of first year
premium.

Noncommission
based
benefits

Ban on volume
based payments
from 1 July 2016.

Unchanged.

Approved
Product Lists
(APLs)

Government to
consider measures
to widen APLs by 1
July 2016.

Industry, via the
FSC, to have
responsibility
for widening
APLs through
the
development of
a new industry
standard.

Developing
Code of
Conduct

Life Insurance Code
of Conduct to be
developed by the
FSC (Financial
Services Council) by
1 July 2016. The code
of conduct to be
similar to existing
codes for banking
and general
insurance.

Unchanged.

Fee for
service

Life insurance
companies to offer
fee-for service
insurance products
to support advisers
who wish to operate
on a fee for service
basis.

Unchanged.

Other

Ongoing reporting by
life insurance
companies of policy
replacement data to
ASIC starting from 1
January 2016.

ASIC to review
the Statements
of Advice from
the 2H16 with a
view to making
disclosure
simpler and
more effective
for consumers.

Government to
conduct a review of
these measures by
end of 2018.
ASIC to review
Statement of Advice
to improve simplicity
and effectiveness of
disclosures.

ASIC to
complete review
of impact of life
reforms by 2018
- and effectively
to consider
whether
something

Aspect

Original
Frydenber
Frydenbergg
reforms
Government to
consider developing
a mechanism to
rationalise life
insurance legacy
products consistent
with
recommendation 43
of FSI.

Revised
O'Dwyer
reforms
closer to level
commissions
should be
mandated.
Government to
amend
Corporations
Act 2001 in
order to
facilitate the
rationalisation
of legacy
products

Actuaries Magazine

Ghost of pet industry past, present and future
By Brian Hau

The market for insuring the health of pets has boomed and
the emphasis has moved from a property-based insurance
to resembling health insurance. Brian Hau reports.

members and companions. Retailers now offer an extensive
range of pet products. Some statistics highlighting the growth
seen in the pet industry:

Insurance is constantly changing and evolving in order to adapt
and better cater for the needs of the market. The motor industry
is currently considering the influence of telematics and
automated vehicles, while the commercial industry recently had
to adapt to the need for comparable platforms. Pet insurance is
the latest insurance to evolve within Australia in which the
emphasis has moved from a property-based insurance to
resembling health insurance.

• By 2013 the popularity of pets had increased significantly in
Australia with 63% of households in owning at least one pet –
totalling more than 25 million pets.
• Companionship is the standout reason for owning a pet, with
48% of Australians who don’t own pets indicating they would
like to own a pet.
• Currently 12% of cat owners and 18% of dog owners have
some form of pet health insurance.
• The pet industry has grown to an annual worth of an
estimated $8 billion of which veterinary services accounts for
21%.
• Medical advancements for pets have become much more
sophisticated. These health sector costs have increased
steadily at a rate above CPI inflation.
• Consumers and pet owners have over the years become
aware of the benefits of pet insurance.

Previously cover was taken up under a personal lines product
covering for property and bodily injury caused by your pet, or
the temporary cost of care of your pet should the policyholder
be unable to do this under the terms of the contract. These
traditional covers neglected to directly cover the health of the
pet.
The market for insuring the health of pets has subsequently
boomed and its journey is discussed further in this article.
Past
Historically, the pet industry as a whole was no more than a
passing thought, a boutique space in which niche entrepreneurs
played in. Pets were analogous to property or a security
measure; needing only the basics of food and care. It was
therefore not surprising that there wasn’t a market for pet
insurance since the population didn’t regard this of necessity or
of value.
The words “do you have pet insurance?” was not a common
question asked in the Australia pet industry 10 to 20 years ago.
Present
So what has changed now? Pets have become a very noticeable
part of day-to day-life and in most cases regarded as family

A whole industry has developed with the change in sentiment
around pets. We have noted growth in pet fashion, gourmet pet
food, and breed specific pet supplements. Services given to pets
in the form of pet hotels, and greater diversity of medical care
and access to more advanced technology (many of these
advances are due to “less stricter” social perceptions allowing
for the use of techniques and treatments such as stem cell
research) continues to thrive as has the concept of stand-alone
pet insurance policies.

Pet health insurance
Pet health insurance quite simply relates to covering our
beloved pets against injuries and illnesses in a similar manner to
private human health insurance cover.
Pet insurance is the sensible alternative to self-insuring given the
increasing veterinary bills (not uncommon to range in the
thousands of dollars), and extensive growth in treatments.
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Causing rapid growth in competitors within this market as well
as the desire for companies offering pet insurance to innovate
and adapt to the changing needs and concerns of pet owners.
The regulatory environment is an interesting area with pet
insurance falling under the general insurance blanket in both its
guidance, reporting and financial rules.
However in many ways it acts and is perceived to follow health
insurance in both the perception of pet owners and in the
treatments and costs involved.
The products covered fall into three broad categories:
1. Accidental injury cover – coverage against physical or bodily
injury as a result of accidental injury from external, violent,
and visible means; such as broken bones, fight wounds,
lacerations.
Low claim frequency and high severity are usual characteristics
associated with accidental injury where pet owners require bare
essentials type insurance.
2. Illness and disease cover – coverage for unexpected illnesses;
such as cancer, hip disease.
Moderate claim frequency and moderate severity are usual
characteristics associated with Illness coverage.
3. Extras cover – coverage can include a variety of elective
surgeries and non-veterinary costs such as de-sexing,
microchipping, vaccinations, health checks, and dental.
High claim frequency and low severity are usual characteristics
associated with extra coverage.
Future
In my opinion the market is in its infant stage, and we can
expect rapid growth from two fronts within the coming years.

Market pool growth
Pet owners in Australia are likely to grow and reach a steady
state as Australians view pets as part of the family. Barriers to
owning a pet are being reconsidered constantly.
For example;
• The NSW strata by-laws in relation to pets being allowed in
units and apartments are being reviewed.
• New business entrepreneurs are surfacing to provide
adequate training and care for owners' pets while they are
away (work or holiday).
• Pet hotels and spas are popping up to relieve pet owners of
the worry of what to do with their beloved pets if they go on
prolonged holidays.
• Pet accessories and breed designer food products are not
only found in boutique stores but have also started appearing
in supermarkets such as Woolworths and Coles.

Pet insurance growth
The need for pet insurance will only increase with many new
products and types of cover coming into the market catering for
pet owners’ needs, concerns and the life stages of their pets.
Veterinary costs are likely to continue to rise, pet owner
companionship sentiment will continue, and new procedures
and technologies will continue to emerge.
This is an exciting new insurance sector in Australia, so continue
to watch this space.

(©Photograph of 'Sandie' - Maltese Shitzu Terrier - courtesy of
Hannah Young).
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