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Climate Risk Disclosure - The Dialogue Podcast
By Sharanjit Paddam and Andrew Doughman 

Reading time: 2 mins
In this first episode of the Dialogue Podcast series, Andrew
Doughman questions Sharanjit Paddam, Principal at Deloitte, on
his Dialogue thought leadership paper “Climate Risk Disclosure,
Financial Institutions Feel the Heat”.

Climate change raises real risks and opportunities for financial
institutions which need to be identified, managed and disclosed.
This Dialogue paper, co-authored in November last year by
Sharanjt and Stephanie Wong, argues that Australian institutions
are ill-prepared for the impact of rising temperatures and
extreme weather events and the effects these will have on their
balance sheets.

““I think thereI think there's an opportunity to renew your business in a really's an opportunity to renew your business in a really
good way. And to build a capability that talks about, how do wegood way. And to build a capability that talks about, how do we
manage risks across the ormanage risks across the organisation, and how do we thinkganisation, and how do we think
about opportunities?”about opportunities?” Sharanjit says in the podcast.

The impact across industries of rising temperatures and an
increase in floods, bush fires and cyclones, is likely to result in
acute physical risk to property. Sharanjit talks about “the east
coast low we had in Sydney back in May 2016... where we saw a
number of backyards of properties at Collaroy disappear into
the sea”.

First home buyers and those who have investment properties or
are looking to invest in a property will need to be aware of
climate risk and how this can affect their home insurance
premiums, he says.

""When climate change comes, it also trigWhen climate change comes, it also triggers issues aboutgers issues about
affordability, if we keep pushing premiums up. When are peopleaffordability, if we keep pushing premiums up. When are people
going to no longer afford to pay for the premiums? It increasesgoing to no longer afford to pay for the premiums? It increases
issues about insurissues about insurability. Are these risks actually insurability. Are these risks actually insurableable
anymore? And it increases reputational losses for insurers. Andanymore? And it increases reputational losses for insurers. And
it could also lead to regulatory intervention."it could also lead to regulatory intervention."

Listen in to find out how financial institutions can identify and
create solutions for climate risks, and what should they be doing
now to be ahead of the curve and avoid the heat.

Listen to "The Dialogue - Climate Risk Disclosure" on Spreaker.

Download Transcript here.

Access the Paper and Media Release here.

Follow the Actuaries Institute on social media;
↳ Facebook
↳ Twitter

Actuaries Magazine

Page 3 of 26

https://www.spreaker.com/episode/14153368
https://actuaries.asn.au/Library/Miscellaneous/2018/TheDialogueEp1Transcript.pdf
https://actuaries.asn.au/public-policy-and-media/thought-leadership/the-dialogue/climate-risk-disclosure-financial-institutions-feel-the-heat
https://www.facebook.com/pages/Actuaries-Institute/183337668450632
https://www.twitter.com/ActuariesInst


↳ LinkedIn
↳ Spreaker
↳ YouTube
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The power of the nudge – A Young Actuaries
Program event report
By Chris Wong 

Reading time: 3 mins

Chris Wong reports on this 
month’s Young Actuaries
Program (YAP) session on
Behavioural Economics,
where Mike Daniels of the
Behavioural Architects delved 
into the power of context, bias 
and subconscious in how we 
make decisions.

Mike Daniels, Founder, The Behavioural Architects

Previously thought to only be of interest to psychologist and
academics, the study of Behavioural Economics (BE) has seen
greater acceptance and application across many disciplines.
Having personally seen it permeate the world of marketing for
the past decade, I decided to attend an introduction to
Behavioural Economics to the Young Actuaries Program (YAP) in
Sydney by Mike Daniels, Founder of The Behavioural Architects. I
was curious to see how an audience of actuaries, stereotyped to
prefer cold, hard logic over subjective examination, would
respond to Mike’s primary subject matter of emotions and
personal biases.

Over the course of just over an hour, Mike walked his audience
through 4 key principles that he has built his advisory business
on. I’ll do my best to try and summarise them.

Actuaries Magazine

Page 5 of 26



Subconscious choicesSubconscious choices

The 11stst PrinciplePrinciple suggests much of our behaviour is
subconscious

The primary sentiment is that “most people do not know why
they do most of the things they do”. This clearly creates issues,
as most of traditional market research relies heavily on declared
responses rather than observation. This is fundamental to the
study of behaviour, which Mike emphasises – can’t be explained
by people in an outward manner and needs to rely on the
designing of research that emphasises observation of its
subjects.

The “Dual SThe “Dual System Theory”ystem Theory”

The 22ndnd PrinciplePrinciple delved into how people process information
through the framework of the “Dual-System Theory”:

• System One being emotional and unconscious processing,
much like an autopilot response born out of biases that are
often a result of personal experiences and cultural norms;
and

• System Two being that of measured logic and problem
solving. This requires greater effort and a conscious
processing of the task at hand.

In true BE-fashion and as if to make believers of us sceptics;
Mike queried the audience with several brain teasers aimed at
knocking down the walls of built perception, further showcasing
System One’s preference for a convenient response winning out
at the end and opening up the audience’s mind to accept that an
understanding of this process allows for designed influence to
lead decision.

Michelle Ng and Mike Daniels

The power of contextThe power of context

The 33rdrd PrinciplePrinciple speaks to the influence of context, a key
influencer of desired behaviour.

The influence of environmental factors on one’s perception of a
stimulus is often described as the effect of context. It is the use
of environmental cues within a stimuli that guides analysis and
decision making.

To illustrate the power of context by providing an “anchor” as a
way of influencing decisions, Mike shared an example: the
introduction of a significantly higher value option for making
charitable contributions influenced the value of charitable
contributions, as it made regular donation sizes seem more
reasonable.

Mike did caution that while opening up choices can greatly steer
one’s decision, too much choice usually creates inaction due to
an overload of information. This can cause a paralysis of the
decision-making process.

A shortcut to decisionsA shortcut to decisions

The 44thth PrinciplePrinciple highlighted the existence of cognitive bias.

The human brain is affected by more than 180 identified biases,
and it turns to them as “shortcuts” in producing decisions or
judgements. There are macro biases that influence all decision
making. An example of one Mike referred to is the “risk
compensation” bias or the “Peltzman effect” where there is a
tendency for all individuals to take greater risks when perceived
safety increases. This debunks the suggestion that there are
individuals who are hard-wired to take risks, aka, the "risk
takers".

Inside our psychesInside our psyches

As with many in-depth disciplines, BE requires greater
discussion than the hour presentation I witnessed. Yet, I got the
feeling that Mike managed to leave most of the audience
reconsidering what they thought they understood of not just
how people think, but also their own psyche. Seems like a pretty
successful application of his tenets to me!

During the Q&A session, questions were raised about the ethics
of quantifying behavioural influences in this manner and if there
was a way to police the manipulation of others. I’d like to believe
that while there isn’t a way to police the applications of BE,
human intuition has always found a way to evolve to protect the
species.
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50 years of actuaries consulting globally – the
history of IACA
By Brent Walker 

Reading time: 3 mins

Fifty years ago, the International Association of Consultant 
Actuaries (IACA) met in Munich for the first time. In June 2018,

IACA will celebrate its 50th anniversary meeting with the 
International Congress of Actuaries (ICA) in Berlin. Brent Walker 
outlines its history, purpose, spread into Asia and why you 
should join.

Do you think you know it all? Do you think Australian Actuaries 
are better at problem solving than actuaries of UK, USA, Ireland, 
Canada and many other countries? If you can confidently 
answer yes to these questions then read no further. If you are a 
consultant actuary (or have been, or wish to be, or even consider 
that you might be some time in the future) and you are humble 
enough to answer no then please read on.

Did you know that there is an international association of 
consultant actuaries? The International Association of

Consultant Actuaries (IACA) will be having its 50th anniversary 
meeting in conjunction with the International Association of 
Actuaries (IAA) in Berlin in June 2018. This is appropriate, as the 
first IACA meeting was in Munich in June 1968, Berlin being an 
impossible venue during its partition. Did you know that 
Geoffrey Heywood was the first chairman of the IACA 
committee, Max Lander was its first secretary and Australia’s Tig 
Melville was a founding member? Other founding members 
were from Germany, Holland, USA and South Africa.

IACA’s basic charter was to share wisdom, ideas, professionalism 
and when appropriate, business. IACA formally became a 
section of the International Actuarial Association in 2000.

IAIACA is for ACA is for Actuaries Who Don’t Know Itctuaries Who Don’t Know It
AllAll

After 50 years, IACA’s charter is still to share wisdom, ideas and 
professionalism. Its current objectives read as follows:

To facilitate an international exchange of views, advice, research
and practical information among consulting actuaries on
matters affecting their professional responsibilities and business
interests. To encourage and assist in the development of
consulting actuarial associations in locations where there is an
identifiable need for actuarial skills.

Our profession would fail if we did not share our wisdom, ideas
and professionalism. No actuary is a knowledge island. We can
always learn from each other and we learn much more when we
exchange wisdom, ideas and professionalism across national
borders.

The AThe Actuarial Consulting Congress ofctuarial Consulting Congress of
AsiaAsia

Some years ago, IACA saw a need for a professional consulting
actuarial association in Asia because of the rapid growth in
actuarial consulting there. So, in 2009, IACA sponsored the
formation of the Asian Pacific Association of Consulting
Actuaries (APACA). This body has now been formally re-
constituted as the Actuarial Consulting Congress of Asia (ACCA)
and its committee is made up of actuaries from Japan, India, Sri
Lanka, Hong Kong, Cambodia, Sweden and Frank Ashe from
Australia.

IAIACA MeetingsCA Meetings

IACA is one of seven sections of the International Actuarial
Association IAA. Every four years the sections meet at the
International Congress of actuaries. In the intervening years, the
IACA usually meets with the Health (IAAHS) and the Pensions,
Benefits and Social Security (PBSS) sections. In addition, the
IACA has biennial international meetings. IACA often partners
with other sections at their independent meetings and
sometimes invites other international associations to partner it.
For example, the IACA, IAAHS and PBSS colloquium in June 2016
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was joined by the International Pension and Employee Benefits
Lawyers Association (IPEBLA).

The topics discussed at the June 2016 IACA colloquium included:

• Regulatory issues in various countries.
• Innovation in public pensions.
• Linking pensions to life expectancy.
• Difficulties in providing retirement incomes to people on the

move.
• Cyber security.
• Consulting in the Latin America Caribbean region.
• Actuarial and legal aspects in conflicts of interest.
• Actuaries working with lawyers in expert witnessing in

personal injury cases.
• Differences between UK and US when expert witnessing in

pension cases.
• The challenge of professionalism in cross disciplinary and

international environments.
• The actuarial discipline schemes in the US.
• Personalised medicine revolution.
• Whistle blowing and lessons on governance and crisis

management.
• Trees that feed.
• Troubled plans and troubled plan sponsors.
• Global health care cost drivers.

This event, as always, gave colloquium participants an
opportunity to have personal contact with experts in subject
topics that spark actuarial curiosity and innovation.

IAIACA needs you!CA needs you!

For IACA to continue its success it needs actuaries who are
willing to contribute their skills but are humble enough to know
they can develop synergies and learn additional skills from other
actuaries in other countries. Are you humble enough to admit
you could learn from your overseas colleagues? If you are and
you are not a member of IACA then please join (it’s easy)! Go to
the IAA website (www.actuaries.org), visit the IACA section, learn
more about IACA and click the Join IACA button.
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The ethics of moving roles – CareerView Podcast
By Danielle Di Sano and Jenny Lyon 

Reading time: 1 minute

In this episode, CareerView discusses common questions
around moving roles: when and what to tell your manager and 
colleagues, and the risks associated with ‘confidential’ or
informal conversations about your plans to move roles.

Danielle Di Sano, a young actuary working at Suncorp Bank, 
interviews Jenny Lyon, Director of actuarial recruitment firm SKL, 
to uncover some practical insights.

Often the nuances with starting a new role can be addressed 
through communication and positive relationships with pending 
or potential new employers, says Jenny. This can allow you to 
negotiate notice period needs, and timing of reference checks, 
especially around important projects you might be working on.

This can ensure you are more effectively weighing up your 
options and not missing out on rare opportunities (eg. offer for
‘Appointed Actuary’ role) out of respect for your current 
employer, in other words: how to put yourself and your careerput yourself and your career 
first.first.

Typical career progression of an actuary often involves a role 
change once you’ve finished studying and qualify, as Jenny 
explains, “it can hard to change people’s perception of you" as a 
student and not a Fellow for example.

The pair also discuss learning opportunities within different 
roles within your current company.

“This is ideal” say Jenny, as the actuarial market is small and
“you can’t move too many times” within the one practice area.

Listen to "Episode 2 - The ethics of moving roles" on Spreaker.

Download Transcript here.

Follow the Actuaries Institute on social media;
↳ Facebook: https://www.facebook.com/pages/Actuaries-
Institute/183337668450632
↳ Twitter: https://www.twitter.com/ActuariesInst
↳ LinkedIn: https://www.linkedin.com/company/792645/
↳ Spreaker: https://www.spreaker.com/user/actinst

↳ YouTube: https://www.youtube.com/
subscription_center?add_user=ActuariesInstitute
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Under the Spotlight – Asia Series - Jack Jiang
By Jack Jiang 

Reading time: 4 mins

Chief Financial Officer at QBE Asia Pacific, Jack Jiang, goes under 
the spotlight in our continuing Asia Series. Here, he shares his 
pride and passion for the profession, personal career journey 
and love of marathons.

My interesting/quirky hobbies.../ My favourite enerMy interesting/quirky hobbies.../ My favourite energeticgetic
pursuit... Ipursuit... I’m most passionate about’m most passionate about…Running ultra-marathons 
and other energetic pursuits that involves a lot of great scenery. 
This hobby is getting close to being an addiction (to use my 
wife’s exact words).

The sport I most like to watch...The sport I most like to watch...I am a bit of sport TV junkie. I 
enjoy watching all kinds of sports from tennis to the NBA, the 
Olympics to Tour de France and professional league football to 
American Ninja Warrior. Wait, is that last one a sport?

The last book I read (and when)...The last book I read (and when)...Stress Test: Reflection on
Financial Crisis, Timothy F. Geithner (2015). I finished reading it 
around August this year. It ’s a candid memoir that reveals the 
hard choices and unpopular decisions he made and why during 
what was (hopefully) the biggest financial crisis our life time. 
Recommended.

My favourite appMy favourite app…Camera app as I’ve taken tens of thousands 
of photos using my phone camera and captured unforgettable/
amazing images.

The person IThe person I’d most like to cook for...’d most like to cook for...My mother

II’d like to be br’d like to be brave enough toave enough to…Summit Mount Everest

Not many people know this butNot many people know this but…Although I enjoy doing
triathlons, I’m not a very good swimmer.

In my life IIn my life I’m planning to change’m planning to change…My swim coach.

Four words that sum me upFour words that sum me up…Curious, Resilient, Trustworthy,
Optimistic

If I hadn’t become an actuary, I would be...If I hadn’t become an actuary, I would be...Most probably a
banker.

Why and how I became an actuary...Why and how I became an actuary...Went in for the challenge
and it turned out to be one of the best decisions I have made. It
has opened many doors and put me into many difference
exciting roles. Exams were tough and but it was worth it.

Where I studied to become an actuary and qualificationsWhere I studied to become an actuary and qualifications
obtained...obtained...After initially starting out as a math and finance
student at UNSW, I took up Actuarial Studies Major when it was
first launched in 1998 during my second year. It was fascinating
and challenging to say the least. To ensure everyone that are
there to try out Actuarial Studies really know what they have got
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themselves into, the lecturer of Financial Mathematics flunked
more than half of the class on the first test. It felt like 'Survivor'
playing out in university – and clearly only the most stubborn
survived.

This survival story continued on when the specialist exams
phase began while I was already working in the industry – client
deliverables, Friday drinks and exam papers became quite a
juggling act. Indeed, it all became very difficult to be honest and
I was glad to have taken a one-year break to travel, work and
enjoy life without textbooks. Luckily this break made me more
motivated to knock those exams out of the way rather than
continue to kick the can down the road. After a couple more
years of hard work, I finally found myself standing proud with
the Institute President receiving the much prized FIAA certificate
and then the exam results day party dare…

My work history...PwC Actuarial Sydney – Consultant.My work history...PwC Actuarial Sydney – Consultant. Very lucky
to have joined the firm and worked with some of the thought
leaders of the general insurance industry and major insurance
and government clients.

Before heading to Hong Kong to head the actuarial team at AXA,
I worked as an actuarial advisor in the commercial insurance
team of SuncorpSuncorp, where I gained invaluable primary insurance
experience.

As chief actuary for AXA AsiaAXA Asia, a full range of actuarial problems
and operational issues awaited and additionally I had the
fortunate to participate in a number of acquisitions and major
strategic change programmes. A highlight was supporting the
business to launch probably Asia’s first high-end expat medical
product.

A stint at MillimanMilliman saw me market Machine Learning to clients in
mainland China and advise both buy and sell-side transactions
in one of the most active insurance M&A markets in the world.

My journey at QBEQBE has been very interesting and has provided
me with new perspectives in very different markets, especially
Latin America.

What I find most interesting about my current role...What I find most interesting about my current role...The current
Asia Pacific CFO role is by far my most exciting and challenging
role yet. Executing the organisational transformation and change
agenda together with managing the financial performance and
capital of businesses in geopolitically different and highly
competitive market environments means no day is ever boring. I
can be working on capital optimisation of a country and then a
hour later discussing channel profitability, followed by work on a
bancassurance deal tender.

My role’s greatest challenges...My role’s greatest challenges...Cutting through the clutter of less
important issues and being laser sharp on finding solutions to
core priorities.

What is your vision on Asia?What is your vision on Asia? When it comes to the insurance
space, Asia Pacific is an exciting and vastly competitive region
with a full spectrum of economic and insurance market
maturity. I can foresee Asia being one of the most economically
important regions in the world and hot bed for innovation,
including in insurance.

Why IWhy I’m proud to be an actuary’m proud to be an actuary…The very high standards not
just technically, but also the integrity of the profession, the rigor
of training and the demand of intellectual capacity required to
practice as an actuary is what makes it special. Plus the fact
these skillsets can be deployed in other fields.

My personal proudest moment was finding out I has passed the
final actuarial exam.

The most valuable skill an actuary can possess is The most valuable skill an actuary can possess is …Thinking and
communicate non-actuarially

If I were President of the Institute, one thing I would improveIf I were President of the Institute, one thing I would improve
isis…Increase awareness amongst non-actuarial professions and
industries about the skillsets actuaries can bring to the table.

At least once in their life, every actuary shouldAt least once in their life, every actuary should…Run a
marathon.

My best advice for younger actuariesMy best advice for younger actuaries…Always keep yourself
intellectually stimulated and be patient.

If I could trIf I could travel back in time I wouldavel back in time I would…like to meet with both of
my grandfathers I have never met.
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The Asher Approximation
By John De Ravin 

Reading time: 4 mins

John De Ravin is a member of the Institute’s Retirement Incomes 
Working Group and in this article he shares a suggestion made 
by the Convenor of that Working Group, Anthony Asher.

Many actuaries routinely use annuity functions during their 
working lives. Annuity values are used in many different 
contexts, which can be anything from calculating annual 
mortgage repayments to valuing pension liabilities. Of course we 
all know the formulae for life annuities and term certain 
annuities, but detailed evaluation calculations involve lengthy 
summations, commutation functions or (at the very least) in the

case of term certain annuities, a (1+i)n calculation.

Wouldn’t it be great if (for the times when we wanted an 
immediate but approximate figure), an approximation were 
available that we could quickly and easily use to produce a 
rough estimate of the annuity value?

Enter Anthony Asher. He has proposed the following 
approximation for a life annuity:

1/ā(x) = 1/e0(x) + 2/3 * i

where:

ā(x) is the life annuity value (payable continuously) at
age x,

e0(x) is the remaining expectation of life at age x and
i is the interest rate used in the calculation of the
annuity.

Of course it is true that this approximation requires an estimate
of the remaining life expectancy but often an actuary will be able
to make a reasonable estimate from general experience. As a
measure of the accuracy of the approximation, let’s say that the
actuary knows that the male life expectancy at age 65 according
to the Australian Life Tables 2010-2012 is 19.22 years. The
following are the actual continuous annuity values together with
the results of the Asher Approximation, for interest rates varying
from zero to 10% per annum:

ii ā(x)(x) Asher ApproAsher Approx.x. % error% error

0% 19.22 19.22

1% 17.20 17.04 -1.0

2% 15.50 15.30 -1.3

3% 14.06 13.88 -1.2

4% 12.82 12.71 -0.9

5% 11.76 11.71 -0.4

6% 10.84 10.87 0.2
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ii ā(x)(x) Asher ApproAsher Approx.x. % error% error

7% 10.04 10.13 0.9

8% 9.34 9.49 1.7

9% 8.72 8.93 2.4

10% 8.17 8.42 3.1

As may be seen, the approximation is quite accurate over a
reasonable range of interest rates. Separate calculations suggest
however that the approximation may be less accurate for much
older lives, for example lives aged over 80 years.

As an example of the Asher Approximation in use, suppose you
are at a dinner party and the conversation turns to investment in
a retirement context. Your hostess, a widow, tells you that now
that she is 65 and retired, she is considering switching her asset
allocation from “balanced” (which her super fund thinks will
earn long run average returns of CPI plus 4.5%) to “conservative
balanced” (which the fund thinks will earn returns of CPI plus
3%). She knows that the returns will be more stable with the
more conservative asset allocation but wonders what reduction
in her constant real expenditure she should plan for as a result
of the lower investment returns. She has no dependants and no
desire to leave any legacy. She turns to you as the actuary and
you are in the spotlight: all eyes are on you, awaiting whatever
pearls of wisdom you can offer.

“Well, I’d say that you should plan for a reduction in lifestyle of
about 14%”, you say. Your host is gobsmacked, as are all the
other dinner party guests. How did you do that calculation so
quickly and without reference to a calculator or tables? From
now on, in their minds, you are a guruguru (if you weren’t already).
You mentally promise yourself you will buy Anthony Asher a
drink, the next time you see him.

But how diddid you do it? Well, constant real sustainable
expenditure is 1/ā times financial assets. You know that the
female life expectancy at age 65 is about 22 according to the
Australian Life Tables, but allowing for future improvements in
mortality and your hostess’s apparent good health and socio-
economic status, you make a reasonable judgment that her life
expectancy is of the order of 25 years. So by the Asher
Approximation, the inverse of the annuity value at 4.5% real
interest is 0.04 (inverse of life expectancy) plus 0.03 (two thirds
of the real interest rate). If the real interest rate fell to 3%, then
the inverse of the life annuity would be 0.04 plus 0.02. So her
expected real maintainable expenditure falls by one seventh as a
consequence of the shift to a lower proportion of growth assets.

The Asher Approximation works for term certain annuities as
well, though in that case, my trial calculations using interest
rates from 0% to 10% and terms from 5 to 25 years suggest that
ideally the constant to be applied to the interest rate in the
approximation formula might be slightly lower than the 2/3
factor used above in the context of life annuities. Somewhere
between 0.55 and 0.60 seems preferable; for the sake of
convenience, you might choose to use 0.60 (three fifths). Thus
the approximation for term certain annuities is:

1/ā(N) = 1/N + 3/5 * i

where N is the term of the annuity.

As an example of the application of this amended version of the
Asher Approximation, suppose you are at the bank, discussing
the terms of a mortgage loan with your bank manager. You
would like to purchase an apartment in which to live, and you
are planning to borrow $500,000 at 5% over a 25-year term with
principal and interest repayments, and the bank manager offers
to inform you of the annual repayments. “OK, but I think they
will be about $35,000 a year”, you say. The bank manager
continues to enter all the data into her PC and after a minute
she looks up at you. “How much did you say?” she asks you.
“About $35,000 a year”, you reply. “Actually only $34,618”, he
says. But you can tell from the awed look on her face that she
now knows she will never put one over YOU. How did you do it?
You just added 1/N (ie 0.04) to three fifths of the interest rate
(0.03) to calculate that your annual repayments would be about
7% of the principal.

(By the way, if you are actually paying 5% on your home
mortgage, or anything much over 4%, you really should read
strategy 28 of my book Slow and Steady – 100 wealth building
strategies for all ages, see www.slowandsteadybook.com.au. You
need to get better terms on your mortgage!)
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Why is health insurance getting more expensive?
By Simon Lim 

Reading time: 2 mins

Positive reform of health insurance affordability in Australia is 
only possible if the root causes of premium inflation are
understood. Here, Simon Lim of the Institute’s Health Practice 
Committee tackles this complex issue.

Health is important to Australians, and by extension healthcare 
and health insurance. It is therefore expected that the 
affordability of health insurance is also a topical issue that draws 
extensive public commentary and proposed solutions.

Constructive discussion of this issue and of possible reform for 
the benefit of all Australians is only possible if participants 
understand the root causes of premium inflation and their 
relative magnitude. Due to the nature of healthcare and health 
insurance, an industry involving a heterogeneous mix of 
services, funders and providers the quantification of root causes 
is complex. Nevertheless, this paper’s goal is to explain and 
quantify the drivers of premium rate rises.

The AThe Actuaries Institute Health Prctuaries Institute Health Practice Committee isactice Committee is 
calling for volunteers to participate in a workingcalling for volunteers to participate in a working 
group that develops and evaluates PHI reforms. If thisgroup that develops and evaluates PHI reforms. If this 
interests you, please contactinterests you, please contact
actuaries@actuaries.asn.auactuaries@actuaries.asn.au..

A summary of the paper is presented below. The full paper can 
be accessed via this link:

1. The paper investigates the drivers of health insurance
premium rate rises over the 10 years to June 2017 by
attributing the drivers of historical premium rate increases to
a number of factors.

2. The affordability of premiums has been decreasing, as
evident by premium rates increasing at 2.0 times wages over
the 10 years to June 2017. The indexation of the Australian
Government Private Health Insurance Rebate over this period
has further affected affordability.

3. Over the 10 years to 1 April 2017, premium rates have
increased by 5.6% p.a.[1] Claims inflation has contributed
4.9% p.a. of this inflation. Insurers’ operating costs and profit

margins have contributed to the remaining 0.7% p.a. of the
increase, a rate of growth less than the CPI.

4. Three forces drive the growth in claim costs and therefore
premium rates. In decreasing order of magnitude:

a. Healthcare price inflation: Inflation in the price of
healthcare services.

b. Volume inflation: Growth in the utilisation of healthcare
services in excess of that explained by aging, with new
technologies and treatments, as well as changes in
provider and consumer expectations being contributing
factors.

c. Ageing population – The population is getting older,
resulting in higher per capita consumption of healthcare.

5. The results of the analysis are generally consistent with AIHW
and ABS studies on the drivers of healthcare cost inflation in
the wider health system, as shown in Sections 5.1 and 7.

6. Attributing premium rate rises provides a framework in which
to evaluate reform or the value offered to consumers from
the underlying drivers. Efforts to optimise future premium
rate inflation should therefore focus on addressing these
underlying drivers.
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[1] Department of Health industry average rate rises
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Going global - Interviews with IAA
representatives
By Kirsten Flynn , Martin Stevenson, Bozenna Hinton and Tim Furlan 

Reading time: 5 mins

Kirsten Flynn is a Member of the International Committee. In
this article, she speaks to Tim Furlan, Bozenna Hinton and
Martin Stevenson about their involvement with the IAA and
reflections on the recent IAA meeting in Chicago.

Twice a year the Council and Committee of the International
Actuarial Association (IAA) meet in various regions of the world.
Over the past five years, meetings have taken place in the USA,
Hungary, South Africa, Russia, Canada, Switzerland, the UK,
Singapore and the Netherlands. The latest meeting was held in
Chicago, USA over 3 to 8 October 2017 and 328 delegates were
in attendance, including 13 from Australia. These meetings
provide an opportunity to discuss ongoing projects and consider
new developments as well as to network and collaborate.

Kirsten Flynn recently caught up with three of the Australian
delegates – Tim Furlan, Bozenna Hinton and Martin Stevenson –
about their involvement with the IAA and the Chicago IAA
meeting.

For more information about the IAA, including information
about Council and Committee meetings, visit
http://actuaries.org/

How and whHow and why did you come to representy did you come to represent
the Athe Austrustralian actuarial profession atalian actuarial profession at
IAA meetings?IAA meetings?

M:M: I first attended IAA meetings as President of the Actuaries
Institute in 2006. In 2008 I was Chair of the Education Council
Committee. From 2009 to 2013 I founded and chaired the IAA’s
Mortality Working Group (not representing Australia). From 2013
I have been Chair of the International Committee of AIA.

T:T: Several years ago, I worked for Helen Rowell when she was
President of the Actuaries Institute and the Australian
representative on the IAA Pensions Committee. She asked me to
represent us on the Pensions Accounting Sub-Committee. The
timing was perfect as it was just before Australia started the

process of adopting International Financial Reporting Standards
(IFRS). I was able to stay close to international developments as
we worked through the adoption of IFRS and the changes that
followed for employer’s financial reporting of their
superannuation obligations.

B:B: My International involvement started during my time as
President. I decided that if I was going to attend IAA meetings it
would be better to contribute and join committees. When my
Presidential term had ended I was asked to join the
Nominations Committee (responsible for recommending
suitable candidates for the IAA Presidency and committees),
which was a three-year appointment. I was then asked to take
on other Vice Chair and Chair roles and I am still here today. I
think volunteering is important as it is a way that we can give
back to the community. Volunteering through the IAA enables
me to contribute in an area where my skills are valued.

WhWhy do you think it’y do you think it’s important for thes important for the
AAustrustralian actuarial profession to bealian actuarial profession to be
represented at IAA meetings?represented at IAA meetings?

M:M: Fundamentally the commercial world is becoming
increasingly global. Australia will miss out on international
developments if there is no attendance at IAA meetings. Areas
of interest to Australians discussed at IAA meetings include
global accounting standards, international standards of actuarial
practice, big data, banking etc.

The other important function of IAA meetings is that it gives
Australian actuaries the perfect opportunity to network with
actuaries from other countries.

B:B: Australia has a reputation as a leader and key influencer on
the world actuarial stage – a position earned from many past
Australians stepping up and leading debates and making
valuable contributions. This reputation is hard to earn and
easily lost. Continued influence internationally, such as at IAA
meetings, makes it that much easier for members who work
overseas, and others who might want to someday.
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Which of the sessions you attended atWhich of the sessions you attended at
the IAA meeting in Chicago were thethe IAA meeting in Chicago were the
most interesting and whmost interesting and why?y?

T:T: One of the most interesting talks was one I hadn’t planned to
attend, from Jay Olshansky who is a Professor in
Biodemography. He was talking about the use of artificial
intelligence and facial recognition to make judgements about
people’s health.

B:B: The Education Committee (EC) meeting, as I chair this
meeting! The meeting was interesting as we had different
speakers from various associations share their experiences with
the EC. Representatives from Canada, Morocco & the US
American Academy of Actuaries made presentations on CPD
requirements. Representatives from Ireland, Japan and South
Africa spoke about professionalism and soft skill development. A
representative from the US Conference of Consulting Actuaries
spoke about methods of educating actuaries and how they are
currently moving to short videos with self-testing and are
considering developing virtual and augmented reality within
their education platform (they gave us a live video
demonstration)!

Bozenna Hinton's view of Chicago from the John Hancock
observatory

What issues were discussed that areWhat issues were discussed that are
most relevant to the Amost relevant to the Austrustralian actuarialalian actuarial
profession?profession?

MM: At the Council meeting, the new IAA education syllabus was
approved. This was a long-awaited development, and the new
syllabus is more relevant to the work environment of actuaries.

B:B: From the meetings I attended, there was a lot of discussion
about what other actuarial associations were doing regarding
education. Some use universities, some do not. Some have their
own exams – and these are structured in many different ways.
We also talked about CERA qualifications and CPD and
professionalism. Building on from education is Mutual
Recognition Agreements – any change in education can upset
the balance here.

T:T: There were discussions on IFRS 17 (which changes financial
reporting for insurance companies), the role of actuaries in
public policy and a new global education syllabus for actuaries
was approved (which Bozenna Hinton did a lot of work on). In

superannuation, the pace of change on financial reporting has
slowed a little, which is a nice change.

What issues would you likWhat issues would you like to seee to see
discussed at the next IAA meeting?discussed at the next IAA meeting?

T:T: In superannuation, we’re hoping to talk more about the shift
from Defined Benefit to Defined Contribution around the world
and the roles that actuaries can play in the new world. Australia
is one of the countries that has moved furthest so far.

MM: The Australian Actuaries Institute’s 2018 – 2020 Strategic Plan
has just been released. Goal 4 is to “Build a future-proof and
professional organisation”. Within that goal, is the objective:
“Develop a global strategy and grow international partnerships”.
I would like to see Australian activities and discussions at the
next IAA meeting through the prism of this objective.

Martin Stevenson photographs ‘the Bean’ at Millennium Park

What are some of the things you didWhat are some of the things you did
with your free time in Chicago?with your free time in Chicago?

B:B: Two of my children accompanied me to Chicago (via a week in
Hawaii). We visited Millennium Park, had a tour courtesy of
“Chicago Greeter” (a free service for visitors), went on an
architectural river cruise, visited Lincoln Zoo and the John
Hancock Observatory. We sampled the Chicago Deep Dish Pizza
– and now I know I much prefer Aussie style.

M:M: I went on a hop-on hop-off bus tour as a quick way to see the
major sights of the city. I also took an architectural river cruise –
a must do way of gaining an appreciation of the famous Chicago
building architecture. I visited the Driehaus Museum which is a
wonderfully preserved opulent house from the Gilded Age. And,
of course, I went to Millennium Park with its whimsical public
art.

T:T: The weekend I arrived I went to a Cubs game at Wrigley Field.
The weekend after the meetings I ran the Chicago Marathon. I
was a little slower than I would have liked after a busy period of
travel, but with 40,000 runners, 1.5 million spectators and a few
of my actuarial colleagues from around the world it was an
experience.
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Tim Furlan competes in the Chicago Marathon.

Bozenna Hinton & family experience Halloween in Chicago.
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Podcasts and rich media take the stage
By Justin Matters 

Reading time: 2 mins

Podcast series launched across Spreaker and YouTube.

Following the release of the Mental Health and Insurance Green 
Paper in 2017, the Institute has launched a podcast series 
discussing issues raised by the paper. Peace of Mind, hosted by 
the Institute's Acting CEO Elayne Grace, features a range of 
guests including Geoff Atkins, Principal at Finity and co-author of 
the paper, CEO of TAL Brett Clark and Co-Chair of the National 
Mental Health Commission Lucy Brogden. The series has had a 
total listening time of 132 hours to date, with listeners and 
subscribers worldwide.

There are four episodes:

• Episode 1 - Mental Health and Insurance Green Paper
• Episode 2 - Mental health conditions in Australia and the

NMHC's mandate
• Episode 3 - Insuring mental health conditions – claims

challenges and improvements
• Episode 4 - Underwriting and examining mental health

insurance claims

So what's next?So what's next?

Coming soon is a series on careers and leadership titled
CareerView, in which industry experts and recruiting
professionals discuss all aspects of career progression including
networking, creating positive relationships with co-workers,
securing new roles and self reflection. The first episode features
Lesley Traverso from Talent Insights Group and Acting CEO
Elayne Grace discussing how to prepare for your next role.

There is also production underway of a podcast/video series on
'The Dialogue', the Institute's recently launched thought-
leadership series:

• Private Health Insurance Bill Shock - What Can Insurers do to
Help?

• Genetics - a testing time for Insurers?
• Climate Risk Disclosure - financial Institutions feel the heat
• Social Risks - for a financial services business

This year, we also plan to launch video live stream discussions of
topics that concern the profession, featuring Members and
prominent industry leaders. This will be a complimentary
addition to the growing podcast platform to ensure Members'
preferences for audio and/or video content are in sync. We aim
to give more options to those who want to tune in to live
debates and discussions in audio and video form across
YouTube, Facebook and Spreaker.

To maintain a standard of excellence, we are incorporating more
motion graphic elements to ensure our videos continue to better
engage members and to increase awareness of the profession's
expertise.
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We are working closely with stakeholders, Members and leaders
of committees to redesign our approach to social media and
content creation. Our Members deserve easy access to relevant,
fresh and engaging content on the platforms they use and know
best.

Creating short videos, images and articles focusing on topics
relevant to our audiences across Actuaries Digital, Facebook,
Twitter, LinkedIn and Instagram will ensure enhancement of
brand Actuary, and effective promotion of our events and
services to members. We are aiming to stay ahead of the curve
and curate content we know our Members will enjoy.

In the rapidly changing world of new media, video remains
unstoppable and the best content pathway to communicate to
Members and our stakeholders. With podcasts on the rise, it's
crucial we appeal to our audience through the most effective
channels with high quality content and creative techniques. If
you have an idea or topic you want to discuss, please get in
touch - we'd love to hear from you.

StaStay tuned for upcoming videos,y tuned for upcoming videos,
podcasts and events! It's time topodcasts and events! It's time to
bring actuaries and their hardbring actuaries and their hard workwork
into the social strinto the social stratosphere.atosphere.
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The Critical Line - Volume 18
By Jevon Fulbrook 

Reading time: 3 mins

Jevon Fulbrook introduces Annie the Actuary and her puzzle
filled journey over the holiday. Can you help solve the puzzle
that leads Annie home?

Annie the Actuary loves Australia and exploring the outback. She
and three other friends have dedicated their annual leave to the
great Australian pilgrimage across the Nullarbor over the New
Years period and are loving every minute of it. They are now on
the return leg of the journey. Annie sees the following Billboard
halfway across, which they didn’t notice on the way across.

Annie and her friends realise that the billboard is in fact a puzzle
to keep passengers and drivers minds active – and that when
solved it reads 'Happy new year and welcome to two thousand
and eighteen'. Several hundred kilometres go by and Annie and
her friends are beginning to feel lethargic – they see another
billboard and have a feeling there could be a great reward for
them if they can solve it quickly enough! Can you solve it?

For your chance to win $50, send your solutions
to ActuariesMag@actuaries.asn.auActuariesMag@actuaries.asn.au

The Critical Line VThe Critical Line Volume 17 Solution - bolume 17 Solution - byy
Dan MaDan Mayohyoh

Link to original problem is here

The answers (given to 5 decimal places) are as follows:

Probability of terminating at each goal:
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Goal 1 (-2,2) = 0.261060.26106

Goal 2 (2,2) = 0.134120.13412

Goal 3 (2,-2) = 0.186480.18648

Goal 4 (-2,-2) = 0.418340.41834

Probability of walk taking more than 20 steps = 0.349950.34995

Expected value of number of steps = 19.7194519.71945

Several people sent in correct solutions that provided answers to
this level of precision or higher. These included Stephen
Edwards, Min Chen, Andrew Parker, Maiyuran Arumugam and
Chris Barry.

Several other people tackled the problem via simulation which
provided observational answers close to these theoretical
results, but not accurate to this level of precision. These include
Lawrence Uy, Kevin Song and Mathieu Jones.

The winner of the book voucher is Chris Barry.

How to approach the problem:

Since this random walk can be thought of as a Markov Chain
with 25 available states including 4 terminating states, we can
solve it analytically by setting up a 25*25 transition matrix.

Here’s one approach (not the best approach) to solving the
problem from here using Excel that I suspect many people
used. Call this 25*25 transition matrix “A”. By raising A to the
power n, we can easily read off the probability of being in state j
after n steps given we started at state i. In Excel, which has an
MMULT function but not a function for raising a matrix to the
nth power, this can easily be done for values of n equal to 2, 4, 8,
16, 32, 64. E.g. if the original 25*25 transition matrix is given the
defined name ‘MatrixA’, then A^2 = MMULT(MatrixA,MatrixA). If
we name that result MatrixA2, then A^4 =
MMULT(MatrixA2,MatrixA2). By continuously squaring the
previously calculated matrix we can arrive at A^n for all of the
powers of 2. Once we get to A^256 we have a 100% probability
(within 5 decimal places) of being in a terminating state and can
read off our answers. The answer to part 2 (probability of the
walk taking more than 20 steps) can be identified once we find
A^20, which we can find as =MMULT(MatrixA16,MatrixA4).

However finding the expected value of the number of steps
using this approach is more problematic, unless we want to
generate A^n for all 256 values of n, which will take a lot of
worksheet space and a lot of copying/pasting. And even then it
ignores the small number of cases where the walk takes longer
than 256 steps.

Here’s another approach, also using Excel, that allows us to find
the answers more easily. This is essentially the approach Chris
Barry used, well done Chris! The key is to set up our 25*25
transition matrix A so that the 4 terminating states occupy the
final 4 rows and final 4 columns of the 25*25 matrix. We can
then split up A into 4 parts, which I will call W, X, Y and Z as
shown below.

We can set up this group of 25*25 cells in Excel and give the
defined names “W” and “X” to the relevant 21*21 and 21*4
regions.

We now need to calculate two other matrices. The first we will
call “N”, such that N = (I-W)^(-1) where I is the 21*21 Identity
Matrix. In Excel, we can calculate this by selecting a range of
21*21 cells and entering the array formula
=MINVERSE(MUNIT(21)-W). If you are using an older version of
Excel that doesn’t have the MUNIT function, you can instead use
=MINVERSE(MMULT(W,MINVERSE(W))-W).

The second matrix we need we will call F. It will be a 21 row * 4
column matrix such that F = N*X.

Now, we can answer the questions.

The probability of ending at each of the 4 goals will be 4 values
in the top row of F.

The expected value of the number of steps will be the sum of
the top row of N.

And the probability of the walk taking more than 20 steps will be
the sum of the top row of W^20. The first approach provided
describes how to use Excel to find W^20.
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How do we fund future resilience from natural
disasters?
By Sharanjit Paddam 

Reading time: 2 mins

Ahead of this year's Catastrophe Risk Seminar, Sharanjit Paddam 
explains why it's important to discuss issues around funding 
natural disasters in Australia. He also highlights what delegates 
can look forward to on the day.

I find it hard not to sigh when discussing natural disaster 
funding in Australia. I often feel I’m repeating myself, and that 
despite many inquiries, reviews and disastrous events the 
debate hasn’t moved much over the last twenty years.

We’ve certainly had improvements in our scientific 
understanding of natural disasters, with improved models and 
(maybe) better prediction. We’ve had the introduction of a 
standard definition for flood. We’ve had countless inquiries, 
including the Northern Australian Insurance Premium Task 
Force, the Productivity Commission review into funding 
arrangements for natural disasters, and more recently the 
ACCC’s inquiry into insurance premiums in Northern Australia.

But do we have a coherent policy on how we are going to ensure 
Australians and Australian businesses have access to affordable 
and effective insurance cover for the numerous floods, storms, 
bushfires, hailstorms, cyclones and earthquakes we face?

For the Cat Risk Seminar 2018 on 20 March 2018, the organising 
committee has invited leading practitioners and thinkers to give 
their perspectives on Funding Future ResilienceFunding Future Resilience. We’ve brought 
together scientists, engineers, insurers, academics, charities and 
even actuaries to guide us towards a solution.

In the first session, we will discuss the current approaches to 
measuring and funding risk, with Sarah Elsey discussing the 
challenge for RACQI, Daniel Smith describing the latest research 
on building materials at James Cook University’s Cyclone Testing 
Unit, and Rob Whelan of the ICA discussing their recent 
experience of Cyclone Debbie and attempts to engage with the 
affected communities.

We then zoom in on the challenges to funding high risk areas. 
Do risk pools really work? What are the options? John McAneny

and Tim Andrews discuss the thorny problem of making
insurance affordable for the most vulnerable.

In the third session, we will look at the human stories of
catastrophes – the social cost that may get lost in our tendency
to focus on the big numbers. Richard Thornton and Melissa
Parsons from the Bushfire & Natural Hazards CRC discuss the
work being done to understand what makes communities
resilient to natural disasters, and just how resilient are we in
Australia? Brendan Moon from the Queensland Reconstruction
Authority discusses how communities can rebuild after a
disaster. And Andrew Coghlan of the Red Cross gives a first
respondent’s point of view to the sometimes hidden impact of
catastrophes on people’s lives.

In the last session, we look to the future. Helen Cleugh from
CSIRO will coax the climate change bogeyman from under the
carpet, and the scientific work being done to prepare us for the
future. Holger Maier will give a perspective on how technological
upheaval and population growth in major cities present future
planning challenges. And finally Rade Muslin will discuss recent
work in the US on actuarial soundness in government insurance
programs.

We’d like you to be there. We’d like your contribution to posing
the right questions, understanding the problem, and framing the
solution.

Register for the 2018 CAT Risk Seminar here.
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Presidential Dialogue: 2018+ Strategic Plan and its
implementation
By John Evans 

Reading time: 3 mins

2018 President John Evans encourages better alignment 
between Institute committees and the strategy developed by 
Council and HQ.

The Institute has released my Presidential Address which 
focuses on issues that are of strategic importance to members. 
It is intended to facilitate ongoing dialogue amongst the 
profession so that we can reach consensus that will guide our 
responses to these significant issues. You can respond to my 
comments in our discussion forum.

In addition to the Presidential Address, I will raise similar 
strategic issues in Actuaries Digital and you can respond to these 
issues via the same discussion forum.

In this article I want to discuss the 2018-2020 Strategic Plan and 
how we can better integrate and align the activities of all 

Institute committees with the strategy developed by Council and 
HQ.

In late 2017, Council met with HQ staff to develop a strategic 
plan for 2018-20. The intention is that the strategic plan for the 
Actuaries Institute will now be updated annually for the next 
three years rather than have a static three-year plan. It should 
not be expected that the strategic plan will change significantly 
from one year to the next, but the rolling three-year approach 
will allow the changes in our operating environment to be more 
quickly incorporated into the plan going forward.

The 2018-2020 strategic plan has four high level goals related to 
delivery of high quality learning, growing the Institute, 
continuing to build brand awareness and maintaining a highly 
regarded profession. These goals are not that different to the 
2015-2017 goals but reflect changing priorities. It is intended

that we continue the engagement with the community through
the various papers on topics of community interest.

We have made a subtle change to the education goal to reflect
the view that we need to ensure post qualification education is
recognised as equally important as pre-qualification education.
We have introduced a new goal specifically relating to an
aspiration to build a strong community of members in Asia, to
continue to work towards diversity in work areas as well as
gender and to grow membershio. We have also recognised the
need to build a profession that is both locally and globally
respected for its high standards and is highly respected as a
source of independent advice on relevant topics.

The 2018-2020 strategic plan cannot be left at this high level if
we are to achieve the goals, and we need to now work through
the detailed implementation in 2018 to achieve what is feasible
in reaching these goals over the next three years. To this end,
HQ will present to Council in March detailed objectives for 2018
across the goals. Given limited resources, we will need to
emphasise some short-term objectives over others. Progress
against the objectives will be monitored by Council at each
meeting. Of course, the world does not remain constant, so it
may be that Council needs to make changes in the priorities
throughout the year.

To have the best chance of achieving our goals, it is imperative
that all Institute committees align their objectives and activities

to the Strategic Plan.

Along with the CEO I am planning to meet with all the Institute
committees to discuss how to best ensure compatibility of the
committees’ strategies with that of the Institute. Currently
Council and HQ incorporate practice committee views into the
development of the strategy plan, but this is not ideal, as it is
possible to unintentionally get bias in the relaying process, and
the committees’ views are static and unable to react to issues
that are raised as the strategy evolves.
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I will be exploring with Institute committees how we can
improve the efficiency and timeliness of incorporating their
views into the strategic planning process. For example, we could
invite representatives from the committees to the meeting when
we decide on the next strategic plan, but there are limits to the
effectiveness of such a process mainly related to the number of
attendees. A solution to improve the current process may be to
invite a cross-section of practice committee convenors
(longstanding and new) to feed directly into the development. I
will seek the views of the committees directly on how Council
can benefit from their input.

Feedback and alternative views can be expressed here. I look
forward to hearing your thoughts.
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