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A

Introduction and Summary
Introduction

It is an exceptional privilege and responsibility to be elected as
President of the Institute of Actuaries of Australia.

It is a privilege because the presidency confers the role of
speaking for and representing an outstanding group of highly
talented committed professionals.

It is a responsibility because the role demands that the past
heritage be preserved and that the future of the profession be
enhanced. A presidency is not a discrete event in itself; it is part of
the profession’s long journey.

To travel hopefully is a better thing than to arrive, and the true
success is to labour. - R. L. Stevenson

Change is inevitable; the rate of change in society generally is
increasing. Change for the actuarial profession can be revolutionary
through external event shocks or through visionary thought leaders.

However this Presidential Address is about evolutionary change.
Specifically it is about the immediate past and the future
developments of:

e maintaining our leadership in traditional actuarial areas and
expansion into further fields (attaining the vision); and

e raising the level of our professional standards, increasing our
accountability and transparency, and deepening our commitment
to serving our clients, employers and third parties in the public
interest (professional governance).

The main messages in the Address are summarised in the
remainder of this Section one. Time poor readers need not continue
beyond this summary!
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1.3

Vision & Mission Statements

Our vision statement is:

To position the profession so that whenever there is
uncertainty about future financial outcomes, actuaries are
sought after for their valued advice and authoritative comment.

This vision statement serves us well and provides clear guidance
for future directions.

However it is an appropriate time to review our mission
statement. As outlined in section 2 the mission statement could be
strengthened in respect of serving our clients, employers and third
parties in the public interest, providing services of the highest quality
and enforcing professional standards (professional governance) and
increasing the public’s recognition of the actuarial profession’s value
(attaining the vision).

Our Membership and Practices

A review of recent membership statistics is encouraging. Overall
the level of our membership is increasing, albeit recently the rate of
growth is lower than five to ten years ago. When we look at recent
membership trends by practice, the trends are precisely in line with
our vision — with broad maintenance of our numbers in traditional
areas and with growth in new fields. The current statistics reveal a
long anticipated milestone: General Insurance has become our
second largest practice, passing Superannuation.

A brief overview of each of our practices in section 8 shows a
consistent theme: in every practice there is an abundance of
opportunities for members of our profession. Anecdotally this is
confirmed by greater difficulty currently being experienced by
employers to recruit actuarial staff, compared to a few years ago.

There is, of course, no room for complacency: individually and
collectively we must continuously demonstrate value to our clients
and/or employers.

[ W | © Institute of Actuaries of Australia 2006
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Pre-Qualification Education

A fundamental function of the Institute is to provide education.
The recent past initiatives in education and future plans are all about
providing a solid platform for our traditional areas and providing
opportunities and support for actuaries in wider fields. They are
directly relevant to attaining the vision.

2005 was a year of significant change in pre-qualification
education.

The new Part III Course was introduced with the goals of
assisting students to pass in a shorter time period (whilst maintaining
standards), to equip students with more relevant skills for the
commercial employment environment and to deliver education with
less reliance on volunteers. Whilst there have been some teething
problems in the first year, I am confident that our goals will be
achieved.

An independent review was conducted in 2005 into the low pass
rates in Part III.

The review confirmed Council’s view that current pass rates are
unacceptably low.

A number of recommendations have been made that include
setting the aims and objectives of all courses in terms of performance
objectives, greater guidance to students and more assistance to
educators. The recommendations will be implemented over the next
two years.

Important changes that should be implemented in the near
future include deepening the content of our Finance course so that
actuaries can more effectively operate in Banking and Finance,
introducing a Health course to support our practitioners in their
statutory roles in Private Health Insurance and broaden our
opportunities in Health Financing generally, and the introduction of
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a Risk course to both enhance our current roles in risk management
and extend our roles to exciting new frontiers.

In Australia we reserve the title ‘actuary’ for members who have
passed all subjects including specialist subject(s). There is an
alternative: we could reserve the term actuary for someone who has
mastered all the key components of actuarial science, but who has
not yet started to offer actuarial advice. Thereafter an ‘actuary’
would need to successfully complete the relevant specialist course to
begin offering actuarial advice in a particular industry.

This change would clearly enhance our prospects of attaining the
vision, and is worthy of serious consideration.

A particular priority of mine is for the Institute to identify
students who commence actuarial studies and are particularly suited
to become actuaries, but who are lured away to careers in Finance
where the actuarial qualification is not recognised as relevant. The
more difficult task then is to devise meaningful strategies to retain
some of them in the actuarial fold — a likely direction is to provide
support and facilitation for penetration of new markets.

Professional Governance

We must be realistic: over the past few years actuaries in
Australia and (more particularly) overseas have received adverse
publicity. An essential asset of any profession is to receive and be
worthy of a deep and abiding trust from the public.

This has generally been the case with actuaries, but we must
always be conscious that trust takes many years to be gained, and
can be destroyed in an instant.

I am certain that the vast majority of actuaries act with integrity;
in the words of Justice Owen (Commissioner of the HIH Royal
Commission) they will ask: ‘is this right?” However the public
demands, and the actuarial profession should enthusiastically
embrace raising the level of our professional standards, increasing

o] © Institute of Actuaries of Australia 2006
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our accountability and transparency, and deepening our
commitment to serving the public interest (professional governance).

The statement on Internal and External Peer Review and the
Professional Standard (External Peer Review — General Insurance
and Life Insurance) will be finalised this year; the revised Code of
Professional Conduct and the revised Disciplinary Scheme should be
in place in early 2006, as should a revised Professional Standard on
Continuing Professional Development.

These are ‘value add’ rather than irksome ‘compliance’
documents. Our profession becomes stronger when we lift the bar in
respect of our professional governance.

These changes to our professional governance are highly
significant. As they become available, all members must read the
new Code of Professional Conduct, the statement on Internal and
External Peer Review, the Professional Standard on Continuing
Professional Development and the Disciplinary Scheme. All
actuaries practicing in General Insurance and Life Insurance must
read the Professional Standard (External Peer Review — General
Insurance and Life Insurance).

I have long considered ‘Senior Actuaries’ to be an under-utilised
resource within the Institute. The changes in our professional
governance provide abundant opportunities for Senior Actuaries to
show leadership and to:

e Instill a culture of consideration of the public interest whilst
serving clients, employers and third parties.

e Make members aware of their potential ‘whistle-blowing’
responsibilities.

e Ensure that all members are aware of the new requirements
under the Code of Professional Conduct in respect of actuarial
reports.
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e Analyse the work undertaken by his or her firm (beyond that
covered by the Professional Standard: External Peer Review —
General Insurance and Life Insurance) to determine where it is
appropriate to recommend External Peer Review.

e Become familiar with the new Disciplinary Scheme so that he or
she is in a position to support other actuaries in the firm.

e Ensure that proper recording systems are in place for CPD and
assist in monitoring the activities of members.

International Developments

The global actuarial profession is small and there are pockets of
extreme shortages of actuaries, particularly in developing countries.

There are material advantages in the various actuarial
professions in different countries pooling and harmonising resources,
particularly in education. At the very least I can see no merit in
different countries having different Part 1 syllabi. Potentially, greater
global co-operation could provide Australia with the opportunity of
becoming a Regional Centre of Excellence in Asia Pacific in respect
of education.

Australia has a heritage of being involved in Asia and New
Zealand, but developments have tended to be ad hoc rather than
planned. It is necessary and important to review our relationship
with our near neighbours.

Financial Modelling

Section 7 of this Address is simply a reminder of the importance
of financial modelling to actuarial work.

Financial modelling has been the foundation of many actuarial
endeavours, and is highly prevalent in the day-to-day work of many
actuaries. We should actively seek ways to improve our financial
modelling skills.

[N} © Institute of Actuaries of Australia 2006
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1.9

2.1

Corporate Governance

Over recent years the span of actuarial science and practice in
Australia has grown enormously in breadth, depth and complexity.
It is increasingly difficult for the President to cover all aspects of the
task in one year. Should we move to a two year term for the
President?

We live in a world of increased accountability and transparency.
Would it make sense for one member of Council to be a non-
actuary?

The Evolving Actuary

Both to attain our vision and to strengthen our professional
governance, I predict and hope that actuaries will evolve in the
following way to:

e become more consummate communicators;
e develop a more global outlook;
e place a greater emphasis on skills rather than practice;

e work within a more explicit and transparent professional
governance framework;

e have a significant presence in Risk Management; and

e Dbecome more involved in partnering with members of other
professions.

Vision and Mission Statements

Vision Statement

Our vision statement is:

To position the profession so that whenever there is
uncertainty about future financial outcomes, actuaries are

sought after for their valued advice and authoritative comment.
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The vision statement of the American Academy of Actuaries is
not dissimilar:

The vision for the actuarial profession, ‘The public recognises

actuaries as the architects of financial security,’ is realised.

The Actuarial Profession in the UK has a similar approach,
albeit its vision is more wordy and detailed and is focused on 2020:

Actuaries in 2020 will work in a much wider range of
businesses than at present. The actuarial training will be highly
attractive as the basis for a career in finance with its distinctive
emphasis on questions of financial and other uncertainty. The
profession will be known for its objective and responsible

views on current issues.

The visions of all these actuarial bodies are similar — it is
envisaged that the actuarial profession will be a dominant profession
in financial services in the widest sense. The vision dictates
expansion rather than remaining in our core competencies of Life
Insurance, Superannuation and General Insurance.

Is there an alternative? Of course there is, and the choice is set
out eloquently by Sir Derek Morris in his ‘Morris Review of the
Actuarial Profession: Final Report,” where he is referring to the UK
Profession.

The Profession is, in my view, at something of a crossroads. It
has for a variety of reasons come under quite intense scrutiny,
not least in this review, and will inevitably face change. There
is a danger that this might involve retrenchment, a narrowing
of focus onto its traditional areas of strength, bolstered by
reserved roles, with relatively little innovation in its training,
methods or breath of application.

With strong leadership, however, I believe that the Profession
can move forward, on the basis of reforms proposed in this
review, to fulfill a wider remit in the field of financial risk
analysis, bringing expertise, robust technical standards and the

[©] © Institute of Actuaries of Australia 2006
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benefits of professional conduct standards to both traditional
and new sectors.

The quote above captures the essence of our profession’s
justification for aspiring to be a dominant player in financial services:
our education (both initial and continuing) and our professional
standards. These are the foundations of our profession and we must
always maintain them to the highest standards and we must always
be prepared to evolve them in response to an ever changing
environment.

There is another reason for an aspirational outlook: survival.
There is a universal truth in business survival that sees expression in
such phrases as: ‘As soon as we stop growing, we start dying’ or
‘there is a constant imperative to reinvent ourselves.’

The following graph:

Product Growth

BN
.

Time

is simply stating that each product or service of an organisation
has a natural cycle of growth, maturation and decline. An
organisation can achieve sustainability by constant innovation and
launching of new products and services.
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Mission Statement

Our mission statement is:

The Institute of Actuaries of Australia (Institute) represents the
actuarial profession by creating, expanding and maintaining
an environment where the skills of actuaries are widely used
and valued.

The Institute

e establishes and maintains professional standards for the
protection of the public

e provides pre-qualification and continuing professional
education

e creates forums for discussion about contemporary and
relevant issues

e promotes research and the development of actuarial
science, and

o contributes to and informs debate on public policy.

A review of the mission statements of other actuarial
organisations reveals similar goals, but there are some differences
that could be worthy of inclusion in Australia:

e Is there enough emphasis on the public interest? We talk about
protecting the public interest, but would not a better sentiment
be to serve our clients, employers and third parties in the public
interest?

e There is no mention of our expectations to the provision of
services to the highest quality. Whilst it is implicit in all our
thoughts and actions, would not it be appropriate to incorporate
the concept of highest quality explicitly in our mission
statement?

e I consider that the first dot point in the mission statement would

be improved by amendment as follows. ‘...establishes, maintains
and enforces professional standards....’

=
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e A further point should be introduced along the lines of
increasing the public’s recognition of the actuarial profession’s
value. One of the pleasures of the last two years has been my
attendance at a number of President’s lunches held for members
of the Institute. One of the pervasive themes of these lunches,
particularly in the Banking, Finance and Investment areas, has
been the need for the Institute to increase the public recognition
of actuaries, especially amongst employers.

It is an appropriate time to review our mission statement.
Our Membership
Overall Membership

In reading past Presidential Addresses, I have always been
interested in statistics about our membership. Hence, I have

included the past and present membership statistics here.

The following table shows overall membership:

Table 3.1
Year Fellows Year on Year Other Total Year on Year
increase (%)  Members increase (%)
1992 728 742 1470
1993 789 84 776 1565 6.5
1994 848 75 786 1634 4.4
1995 905 6.7 792 1697 39
1996 958 5.9 792 1750 3.1
1997 1025 7.0 803 1828 45
1998 1082 5.6 963 2045 11.9
1999 1122 3.7 117 2239 9.5
2000 177 49 1179 2356 5.2
2001 1227 4.2 1308 2535 76
2002 1258 25 1396 2654 4.7
2003 1296 3.0 1475 2171 44
2004 1351 4.2 1534 2885 41
2005 1393 341 1595 2988 3.6




2006 Presidential Address - The Evolution of the Profession

3.2

Thus our numbers continue to grow but the rate of growth has

slowed quite appreciatively.

Distribution by Country

Our distribution by country is:

Table 3.2
Country Fellows Total
Australia 1,076 2,353
New Zealand 51 97
United Kingdom 83 143
Hong Kong 59 145
Rest of Asia 59 170
Balance 50 80
Total 1,398 2,988

Fellows in table 3.1 include Accredited but exclude Accredited in
table 3.2. A high percentage (22%) of our Fellows work overseas.

The following table gives a comparative breakdown of the type

of areas where our Fellows (again excluding Accredited members)

work.

Table 3.3
Principal Activity 1992 1997 2002 | 2005
Life Insurance 224 317 314 357
Superannuation 178 218 154 193
General Insurance 31 94 140 196
Investment 32 73 98 118
Banking and Finance 3 31 43 63
Health Insurance 3 5 13 18
Software 5 5 18 18
Education 10 13 14 19
Management 63 67 45 37
Energy Markets 4 5
Other 58 47 26 56
Not Known 204 145
Total non-retired 607 870 1,073 1,225

—
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4.1

The 1992 and 1997 details have been taken from a table in John
Trowbridge’s Presidential Address. The 2002 and 2005 results have
been collated from information requested from members on a
voluntary basis. Hence the two sets are not strictly comparable.

It is encouraging to see the ‘not known’ (ie. non completion of
forms) members have declined materially between 2002 and 2005.

Observations

Observations from the above table include:

e There has been an increase in the numbers in Life Insurance,
after a period of being level.

e The rise in numbers in Superannuation between 2002 and 2005 is
counter-intuitive, given the decline in stand alone defined benefit
funds. There was also an increase in Fellows between 2004 (186
in Superannuation) and 2005 (193).

e General Insurance is confirmed as the growth engine of our
profession, and this is the first time where it is shown as our
second largest practice.

e It is very pleasing to see the strong growth in Banking and
Finance and in Investments.

e Health Insurance is growing from a small base and there is
certainly the opportunity for strong growth — provided that
actuaries can work in Health Finance generally.

Pre-Qualification Education
Actuarial Education

One of the major pillars of a profession is its pre-qualification
education program. The education program must ensure that the

new members of the profession are adequately trained in the
particular skill set of the profession to meet the needs and
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expectations of the users of the profession’s services and to meet the

expectations of the general public.

If the education system fails then the profession will not survive.

In this section three aspects of our education system are

considered:

The new Part III Education Program;
The review of Part III Education;

Future directions.

The New Part Il Education Program

2005 witnessed the introduction of a new Part III Education

Program. Features of the new Program include:

Completion of four courses instead of two subjects. This is
intended to assist students to pass in a shorter period of time, and
prevent the ‘all or nothing’ approach of the previous six hour
papers.

Examinations held twice a year. Again, this should assist students
to pass in a shorter period of time.

A compulsory Investments course. Actuaries need to be able to
provide relevant and objective advice on both assets and
liabilities and to understand the interaction between the two.

Only one specialist liability subject. This is consistent with
international developments in the actuarial profession and is
consistent with modern trends generally of ever increasing
specialisation.

A compulsory Commercial Actuarial Practice (CAP) course.
This module trains actuaries to combine actuarial skills, actuarial
knowledge and judgment to simulated commercial problems.
One of the reasons for its introduction is that a fairly widespread
criticism of newly qualified actuaries by employers has been that

=
H © Institute of Actuaries of Australia 2006



a © Institute of Actuaries of Australia 2006

australian actuarial journal

4.3

they are too theoretical — they do not ‘hit the ground running’ as
employees.

e For the first time assignments were brought into the assessment
program, comprising 20% of the overall mark. This change is
consistent with modern education trends and enables certain
skills and knowledge of students to be assessed that could not be
considered within the confines of a three hour examination.

e On-line delivery of part of course 1 (Investments) to provide
students with learning support in a new flexible format and to
assist distance education.

e Inauguration of paid Course Leaders to relieve volunteer
members of the significantly increased demand of the new Part
III format.

e Out-sourcing part of Part III to an external provider (ANU).

In the event, a magnificent effort was made by the secretariat,
Course Leaders, our external providers and most especially by the
250 or so volunteers who took part in the year’s education program.
In particular the Board of Examiners ensured that the examinations
proceeded as planned, despite a doubling of the workload and a
sharp reduction in timeframes. Admittedly there were some initial
teething problems, but this is virtually inevitable when such major
changes are made.

Review of Part IlIl Education

The pass rates in Part III have been declining in recent years to
unacceptably low levels. In December 2004 Council determined that
an independent review of Part III Education should be undertaken.

The Institute was fortunate to have the review undertaken by
Professor Tony Baker. Tony is Professor of Chemistry and Chair,
Academic Board, UTS; Member, NSW Board of Studies; Member,
NSW Department of Education and Training Higher Education
Advising Committee; Chair, Committee of Chairs of Academic
Boards/Senates in NSW and the ACT.
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Tony certainly agreed that the low pass rates were a matter of
serious concern:

The low pass rates are not consistent with current expectations
and performance in university subjects or with pass rates for
other professional associations who conduct qualifying
examinations  (eg.  Accountants, Company  Directors,
Chartered Secretaries, Barristers’ and Solicitors’ Admission
Boards, Psychiatrists and other mental health professionals:
information supplied in confidence). The pass rates for Part
111 subjects are highly indicative of an education program
where the expectations of neither the students nor the assessors
are being met. Yet there seems to be a level of comfort amongst
senior actuaries associated with the course that pass rates
should be low. Frankly, it is not enough to contend that
professional education is very different from university
education or that the level of judgment required goes far
beyond simple technical skills. If the education program is
working successfully then students should be properly assisted
in the development of the appropriate professional skills
through the course.

and

Having grown, substantially, the actuarial profession needs a
considerable supply of new professionals to sustain growth
and balance retirements. The current situation of pass rates
trending down to the low twenties (and beyond) is not
sustainable in the mid to long term and is entirely at odds with
other professional education and university education. There is
an urgent need to address this problem.

At the broadest level he considered that Part III scored well in
respect of content (that is, newly qualified actuaries are highly
competent in the technical skill in the specialty that they have
studied) and in the examination process which he considered as
being at or near world’s best practice. It is in the area of pedagogy
(ie. the teaching process) where deficiencies are perceived.

=
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The Report included 29 recommendations. These

recommendations can be grouped as follows:

The aims and objectives of all courses should be written in terms
of performance objectives. This involves precise statements of the
expectation that the course writer has of the student, including
some reference to the background knowledge that must be
employed. This proposal is extremely challenging to meet, but as
stated in the report, the rewards are high:

the skills of a professional actuary will be defined in terms of
specific performance objectives, assignments and exam setting
will be more straightforward and the students will have
extremely clear statements of expectations.

Greater guidance to students. Students should be given more
insights into the extent (and difficulty) of the courses, clearer
road maps of the courses and more transparency on the
expectation of examiners.

More assistance to the educators. Specifics include workshops for
Course Leaders and a sharper focus on the nature of discussion
forums.

Greater integration of the examination and assignment processes.
Essentially this involves bringing the rigor of our long established
examination systems to the newly fledged assessment of
assignments.

Reduce the time pressure on students in examinations. There is a
need to enforce the intention that a good student can
comfortably complete the examination within the allotted time.

Provide for three year experience qualification. The intent of this
recommendation is to remove pressure on examiners to fail
students because they lack judgment based on experience.

Include educational activities in CPD credits. Although the
volunteer effort made by Institute members is outstanding, there
is always a shortage of volunteers in education. CPD credits for
education activities both rewards those who are involved and
encourages participation by those currently not involved.
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Council considered Tony Baker’s report at the October 2005
meeting, and approved in principle its provisions and passed it back
to the Education Council Committee for review in detail.
Implementation will be carried out by the Secretariat.

Future Directions

In the paper at the Cairns Convention ‘Banking, Finance and
Investment Taskforce Draft Positioning Strategy 2005-8’, the
Taskforce identified an issue:

Resolve whether the profession wishes to position itself as
quants or practitioners. In the finance sector we presently fall
between the cracks — neither seen as business savvy nor at the
leading edge.

Elsewhere in the Report the Taskforce indicated its preference
to move to the leading edge: ‘Deepen the technical content of
the Finance module to bring actuaries to the level of other

practitioners (econometricians).’
I endorse this direction for the Finance course.

We have the situation in Australia where actuaries have
statutory responsibilities in Health Insurance, but we have no formal
education course for Health Insurance actuaries. We did conduct
two 3 day CPD programs in Private Health Insurance in 1998 and
2000 but there is still an exposure here for the profession which must
be eliminated as soon as possible.

The Education Council Committee and the Health Practice
Committee are aware of this need, but past progress has been slow
because there is a large demand for actuarial services in Health and
a relatively limited supply of actuaries with the requisite skills and
knowledge.

Nevertheless we must commit to action, and part of the solution
is that we are presenting an up-dated Private Health Insurance
Course in 2006.

=
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I believe that we need a formal Health course in 2007.
Alternative models that could be considered include:

1) Some form of Institute certificate course focused on the statutory
responsibility of actuaries in Health Insurance. This would be the
most straightforward route, but is not consistent with our normal
education framework;

2) A Part III course with one module (focusing on Private Health
Insurance) provided by the Institute and the other module
(dealing with wider aspects of Health Financing) provided by a
University. The success of this strategy would depend upon
finding an appropriate University course; or

3) A Part III course with both modules provided by the Institute.
The question arises in this alternative as to whether we have
sufficient resources.

After Health Financing, a Part III course on Risk Management is
likely to be investigated. Many models are possible, but any program
adopted by the Institute is likely to involve an ERMII accredited
University.

(As readers of Actuary Australia are aware, ERMII is the
Enterprise Risk Management Institute International and is ‘a non-
profit educational and research organisation, initiated by an
international group of universities and professional organisations
[including the Institute of Actuaries of Australia] with a focus on
education, research and training within an Enterprise Risk
Management conceptual framework quantitative methods and tools,
and best practices.”)

Relevantly, ERMII intends to accredit universities that satisfy its
curriculum, research and teaching standards. It is intended that
students completing an ERMII accredited university program will
have the opportunity (upon meeting certain requirements) to receive
the certification Chartered Risk Analyst (CRA).
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